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"  fixed-difference  "  system.  A  committee  of  the  excnange,  commonly 
known  as  the  revision  committee,  meets  twice  a  year,  in  September 
and  in  November,  and  establishes  the  respective  price  differences  on 
or  off  which  shall  apply  to  the  grades  other  than  middling.  These 
differences,  once  established,  can  not  be  changed  until  the  next  regular 
meeting,  and  govern  all  contracts  in  futures. 

The  New  Orleans  Cotton  Exchange,  on  the  other  hand,  has  what 
is  known  as  the  "  commercial-difference  "  system.  A  committee  of  the 
exchange  meets  daily,  and,  upon  information  of  actual  "  spot "  trans- 
actions, quotes  the  prices  of  tlie  various  grades,  which  quotations 
virtually  establish  the  differences  which  apply  on  future  contracts. 
That  is  to  say,  the  New  York  system  arbitrarily  fixes  what  the  differ- 
ences for  all  grades  shall  be  for  two  months  or  for  ten  months,  while 
New  Orleans  follows  the  actual  market  differences  for  these  grades 
as  established  by  daily  spot  transactions.  This  part  compares  these 
two  methods. 

The  buyer  of  a  future  contract  can  not  specify  the  grades  to  be 
delivered  thereon.  Obviously,  therefore,  he  is  greatly  concerned  as 
to  the  "  differences  "  at  which  he  may  have  to  accept  the  various 
grades.  He  knows  exactly  the  price  for  one  grade — that  is,  middling 
cotton.  That  price  was  stipulated  in  his  contract,  the  so-called  basis 
price.  But  as  to  the  prices  which  he  must  pay  for  other  grades  he  is 
dependent  upon  the  exchange  differences.  The  underlying  principle 
of  a  basis  contract  undoubtedly  is  that  if  the  seller  does  not  deliver 
middling  cotton  he  shall  substitute  other  grades  only  at  their  true 
value  relative  to  thjit  of  middling  in  the  spot  market  at  the  time  of 
delivery — ^that  is,  at  the  actual  commercial  differences.  This  clearly 
is  the  only  equitable  basis.  Under  these  conditions,  as  far  as  price  is 
concerned,  a  basis  future  contract  is  substantially  the  equivalent  of  a 
contract  for  middling  cotton.  Consequently  the  market  price  of 
basis  future  contracts  for  immediate  delivery  should  be  practically 
the  same  as  the  price  of  middling  cotton  in  the  spot  market.  There 
is,  however,  properly  a  small  regular  margin  between  the  two,  because 
some  expense  is  involved  in  sorting  out  and  disposing  of  the  mixed 
assortment  of  grades  likely  to  be  received  on  contract. 

For  all  interests  legitimately  using  the  exchange,  it  is  highly 
desirable  that  this  margin  should  be  comparatively  constant  in 
amount — ^that  is,  that  there  should  be  a  substantial  ^'  parity " 
maintained  between  the  spot  price  of  middling  cotton  and  the 
price  of  middling  cotton  on  contracts  for  immediate  delivery.  A 
future  contract  is  supposed  to  represent  actual  cotton,  and  from 
the  very  nature  of  diings  such  a  parity  should  be  preserved. 
The  respective  merits  of  "  fixed  "  and  "  commercial "  differences  are, 
therefore,  roughly  indicated  by  their  effect  on  this  parity.  In  gen- 
era/^ it  may  he  said  that  the  commercial-difference  system  maintains 
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this  parity  far  better  than  the  fiited-difference  i^stem.  This  is  be- 
cause the  commercial-difference  system  is  based  on  actual  daily  trans- 
actions in  cotton,  so  that  the  same  influences  that  affect  the  differences 
in  spot  transactions  also  affect  the  future  contract  differences  and 
thus  maintain  the  parity  between  the  price  of  future  contracts  and 
the  price  of  spot  middling  cotton.  Under  a  proper  application  of 
the  commercial-difference  system  the  operator  in  future  contracts 
can  base  his  calculations  on  the  course  of  middling  cotton,  and  is 
able  largely  to  disregard  differences  for  other  grades,  since  he  relies 
on  the  exchange  to  keep  these  constantly  correct 

Under  the  fixed-difference  system,  on  the  other  hand,  the  operator, 
besides  considering  the  probable  course  of  the  middling  price,  must 
also  consider  the  course  of  the  prices  of  all  other  grades.  Fixed  dif- 
ferences are  an  attempt  to  establish  arbitrarily,  and  months  in  ad- 
vance, the  relative  values  of  grades.  These  differences  are  bound  to 
become  at  times  erroneous,  because  the  relations  of  values  inevitably 
vary  under  the  natural  laws  of  supply  and  demand.  Consequently, 
if  the  operator  believes  that  the  "  fixed  "  differences  are  wrong,  or 
may  become  wrong  by  the  time  the  contract  matures,  he  will,  because 
he  is  bound  by  them,  endeavor  to  offset  this  error  by  modifying  the 
basis  price  which  he  offers  for  the  contract ;  and  this,  as  a  matter  of 
fact,  constantly  occurs  during  such  variance.  Further,  inasmuch  as 
the  seller  has  the  option  of  delivering  any  one  or  all  the  grades,  he 
will,  of  course,  deliver  those  grades  which  are  most  overvalued  by 
the  existing  differences,  so  that  the  basis  future  price  will  be  affected, 
not  by  the  average  error  in  the  differences,  but  by  the  maximum  error 
therein.  The  result  is  that  the  price  of  future  contracts,  thus  af- 
fected by  the  fixed  differences,  will  at  times  vary  widely  from  the 
actual  price  of  middling  cotton  in  spot  transactions.  The  extent  of 
these  variations  will  depend  chiefly  upon  the  extent  of  the  errors  in 
differences.  In  other  words,  these  errors  will  disturb  the  normal 
parity  above  described.  These  disturbances  have  a  very  far  reaching 
effect,  especially  on  the  distribution  of  speculative  risks. 

Dealings  in  cotton  must  always  be  accompanied  by  risk,  either 
to  the  producer,  the  merchant  middleman,  the  speculator,  or  the 
spinner.  Natural  conditions  greatly  affect  the  supply,  and  other 
conditions  the  demand,  and  both  consequently  affect  the  price.  What 
is  the  equitable  distribution  of  these  risks?  It  is  a  general  principle 
that  much  of  the  risk  should  properly  be  borne  by  the  speculative 
class;  that  is,  by  those  who  neither  produce  nor  spin  cotton,  but 
who  are  interested  simply  in  making  a  profit  out  of  the  rise  or  fall  of 
its  price.  Whatever  justification  there  may  be  for  the  speculator 
lies  in  the  fact  that  he  stands  ready  to  take  a  large  share  of  this  risk. 
His  function  is  to  forecast  future  natural  conditions  affecting  sup- 
ply and  demand,  to  obtain  as  accurate  information  thereon  a.<&  ^^^- 
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sible,  to  make  the  price  for  future  deliveries  based  on  such  informa- 
tion, and  thus  to  discount  in  advance  as  far  as  possible,  for  the  bene- 
fit of  the  trade  in  general,  the  effect  of  such  future  conditions  and 
thereby  keep  prices  free  from  violent  fluctuations  which  otherwise 
would  occur  from  unforeseen  natural  causes. 

One  especial  and  necessary  function  of  the  speculator  in  assuming 
risk  is  to  facilitate  so-called  ''  hedging  "  operations.  The  manufac- 
turer of  cotton,  for  instance,  usually  makes  many  months  in  advance 
his  contract  to  deliver  cloth  to  the  dealer.  His  price  for  that  doth 
must  be  based  largely  on  what  he  has  to  pay  for  raw  cotton.  This 
he  can  not  foretell.  Suppose  he  has  agreed  to  deliver  cloth  which 
will  consume  a  thousand  bales  of  cotton,  and  at  a  price  which  will  be 
profitable  if  he  can  buy  that  cotton  at  10  cents  a  pound.  Immedi- 
ately upon  making  that  agreement  he  buys  a  thousand  bales  on  future 
contract.  This  contract  should  insure  him  against  loss  by  fluctua- 
tion in  the  price  of  raw  cotton.  For  instance,  if  when  he  buys  his 
actual  cotton  for  spinning  the  price  of  middling  cotton  has  advanced 
to  12  cents,  he  loses  that  advance  from  his  profit  on  the  cloth.  On  the 
other  hand,  if  the  price  of  future  contracts  has  made  a  corresponding 
advance  of  2  cents,  thus  maintaining  a  proper  parity  between  the 
future  price  and  the  spot  price,  he  makes  2  cents  on  his  future  con- 
tract. His  loss  on  actual  cotton  is  thus  offset  by  his  gain  on  the 
futures.  His  hedging  operation,  therefore,  far  from  being  specu- 
lative, eliminates  the  speculative  element  from  his  business.  The 
manufacturer  assumes  sufficient  risk  in  the  risk  of  manufacture  and 
distribution. 

Similarly  other  interests,  and  particularly  cotton  merchants,  thus 
try  to  hedge  against  speculative  risks. 

Now,  the  value  of  hedging  depends  entirely  upon  the  maintenance 
of  this  parity  between  the  spot  price  of  middling  cotton  and  the  price 
of  future  contracts.  Should  this  parity  be  disturbed  after  the  contract 
is  made,  some  class  of  these  hedging  interests  will  lose.  In  the  case 
above  cited,  should  the  price  of  raw  cotton  go  up  2  cents  before  the 
maturity  of  the  contract,  while  the  price  of  future  contracts  went  up 
only  1  cent,  the  manufacturer  would  lose  2  cents  a  pound  on  his  spot- 
cotton  purchases,  and  gain  only  1  cent  on  his  futures,  a  net  loss  of  1 
cent  a  pound. 

It  is,  of  course,  possible  that  the  parity  might  so  vary  that  the  hedge 
would  give  a  net  profit  instead  of  a  loss.  But  such  profit  is  a  specu- 
lative one,  and  is  in  conflict  with  the  fundamental  theory  of  hedging, 
which  is  intended  to  eliminate  the  speculative  factor.  The  man  who 
hedges  does  so  to  remove  himself  from  the  speculative  class.  If  he 
secures  protection  against  speculative  losses  he  has  no  right  to  specu- 
lative profits. 
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Fixed  differences  are  an  attempt  substantially  to  render  future 
transactions  a  "  sure  thing  "  for  a  limited  class  of  speculative  experts. 
The  system  amounts  to  an  attempt  absolutely  to  fix  prices — an  eco- 
nomic absurdity.  The  relative  values  of  different  grades  are  as  much 
subject  to  the  natural  laws  of  supply  and  demand  as  the  value  of 
middling  cotton  itself,  and  it  is  as  unreasonable  to  attempt  to  fix  one 
by  the  fiat  of  a  committee  as  it  is  the  other. 

The  result  of  this  attempt,  as  above  shown,  is  to  affect  the  basis 
price  that  is  paid  for  future  contracts.  The  law  of  supply  and  de- 
mand, unable  to  work  directly  on  these  fixed  differences,  works  itself 
out  indirectly  on  the  basis  price  of  the  contract;  but  this  indirect 
action  results  in  great  loss  to  a  vast  body  of  persons  who  are  not 
experts  and  who  do  not  understand  this  artificial  machinery  or  its 
results.  By  compelling  operators  in  futures  to  consider  probable 
conflicts  between  the  two  sets  of  differences,  as  well  as  possible  varia- 
tions in  the  price  of  middling  cotton  itself,  an  unnecessary  increase 
in  trading  risks  is  introduced.  This  is  clearly  an  evil.  The  system 
results  in  shifting  the  burden  of  risk^  from  a  limited  class  of 
experts  to  a  nonspeculative  class,  or  to  those  ignorant  of  the  working 
of  the  system.  A  premium  is  thus  put  on  intelligence  applied  to 
artificial  conditions,  which  of  course  is  of  no  service  to  the  public, 
rather  than  on  intelligence  applied  solely  to  forecasting  the  actual 
conditions  of  supply  and  demand.  In  the  same  way,  the  system 
tends  to  shift  the  burden  of  risk  from  sellers  upon  buyers.  Clearly 
a  great  advantage  is  given  the  seller  from  the  fact  that  he  can  offer 
on  contract  any  grade  he  chooses.  He  should  not  have  both  this 
privilege  and  the  privilege  of  arbitrarily  fixed  differences,  which 
almost  invariably  overvalue  certain  grades.  The  result  of  the  com- 
bination of  the  two  is  to  give  the  seller  an  extremely  unfair  advantage 
over  the  buyer. 

The  foregoing  criticisms  were  strikingly  illustrated  in  November, 
1906,  as  the  result  of  the  failure  of  the  New  York  revision  committee 
to  establish  correct  differences.  Owing  to  abnormal  weather  condi- 
tions, the  commercial  values  of  the  lower  grades  of  cotton  fell  very 
sharply  from  the  price  of  middling.  The  revision  conunittee  failed 
to  adjust  its  '^  fixed  "  differences  to  the  actual  situation  and  estab- 
lished differences  for  low  grades  which  very  heavily  overvalued  them. 
As  a  result  the  future  contract  price  at  New  York  dropped  abruptly 
from  the  price  of  spot  middling,  to  the  tremendous  loss  of  a  vast 
number  of  holders  of  future  contracts  for  cotton  and  the  profit  of  the 
few  experts  who  understood  and  anticipated  the  effect  of  the  system. 
Hundreds  of  men  also,  who  had  hedged  cotton  by  buying  contracts  in 
New  York,  were  injured  by  this  striking  disturbance  in  the  parity. 
A  number  of  failures  in  the  South  were  charged  to  this  one  cause 


Till  LBTTER  OF   SUBMITTAL. 

alone.    One  result  has  been  to  reduce  hedging  in  New  York,  as  the 
po^bilities  of  its  artificial  system  were  thus  disclosed. 

As  pointed  out  above,  such  a  disastrous  disturbance  in  the  parity  is 
exactly  what  is  brought  about  by  the  errors  in  the  fixed  differences  in 
New  York. 

The  reply  of  certain  interests  in  the  New  York  Exchange  is  that 
"  a  contract  is  a  contract;"  that  men  who  deal  there  come  of  their  own 
will  and  are  supposed  to  understand  the  game.  This  position  can 
not  commend  itself  as  sound  business  ethics.  Practically,  also,  it  is 
not  true  that  cotton  interests  are  wholly  at  liberty  to  stay  out  of  the 
exchange.  As  shown  above,  certain  interests  must  have  a  hedging 
place.  Furthermore,  financial  connections  with  New  York  are  so 
close  that  New  York  must  be  that  place  for  many  of  them.  Still 
further,  the  New  York  Cotton  Exchange  practically  owes  its  ex- 
istence to  the  volume  of  business  made  possible  by  the  participation 
of  outside  interests.  Both  the  duty  of  a  private  business  man  to  his 
customers  and  the  duty  of  a  concern  which  is  to  a  certain  extent  a 
public  utility  demand  fair  dealing. 

TTie  injury  from  such  errors  in  differences  as  are  inevitable  under 
the  fixed-difference  system  is  not,  however,  the  limit  of  possible  harm 
under  that  system.  There  is  danger  that  improper  differences  may  be 
intentionally  established. 

As  stated  above,  differences  are  fixed  in-  New  York  by  the  revision 
committee  but  twice  a  year.  The  New  York  Exchange  does  not,  as 
does  New  Orleans,  provide  any  standard  by  which  the  committee  shall 
act.  It  is  not  obliged  to  follow  the  spot-market  quotations,  or  even 
any  general  principle.  This  leaves  it  an  extreme  degree  of  arbitrary 
power.  This  committee  is  usually  made  up  of  men  who  are  large 
operators  on  the  exchange,  and  who  are  constantly  interested  in  the 
future  market.  It  is  within  their  power  so  to  fix  these  differences  as 
to  affect  enormously  the  value  of  their  own  future  contracts.  In  this 
same  revision  of  November,  1906,  when  the  differences  fixed  by  the 
committee  were  radically  wrong,  several  members  of  this  committee 
have  admitted  that  they  were  at  the  time  heavily  interested  in  future 
contracts,  and  that  they  profited  by  the  action  of  the  committee.  There  . 
is  no  conclusive  proof  that  they  intended  this.  It  is  sufficient  to  point 
out  that  this  fixed-difference  system,  applied  thus  arbitrarily  by  a 
small  body  of  men,  furnished  in  this  case  a  condition  where  (1)  these 
men  had  the  power  thus  to  reap  enormous  profits  at  the  expense  of 
others;  (2)  they  admit  that  they  did  reap  profits;  and  (3)  the  motive 
for  doing  so  was  extremely  strong.  Comment  upon  this  situation  is 
hardly  necessary. 

The  foregoing  does  not  mean  that  the  New  Orleans  "  commercial- 
difference  "  system  in  its  actual  working  has  been  at  all  times  free 
from  criticism.    Disturbances  of  the  parity  have  also  occurred  there, 
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but  have  been  by  no  means  as  great  or  as  long  continued  as  in  New 
York.  The  trouble  is  not  in  the  New  Orleans  system  itself,  but  in 
occasional  careless  or  improper  application  of  it — an  erroneous  quota- 
tion of  actual  prices.  There  is,  however,  need  of  more  care  in  the 
conduct  of  the  system. 

Since  the  beginning  of  this  investigation  there  has  been,  both  at 
New  York  and  New  Orleans,  a  considerable  increase  of  discussion 
of  the  rules  affecting  future  contracts  and  the  possibility  of  improve- 
ment. 

There  is  at  present  a  fimdamental  difference  in  conditions  between 
the  New  York  and  the  New  Orleans  market,  which  doubtless  is  one 
reason  for  the  difference  in  system,  though  by  no  means  an  excuse 
therefor.  Under  modem  conditions  of  transportation,  with  the 
through  bill  of  lading  available,  New  York  is  no  longer  a  natural 
spot-cotton  market.  Cotton  usually  takes  the  cheapest  route  to  the 
mills,  and  this  route  does  not  include  a  stop-over  at  New  York.  As 
a  result  transactions  in  spot  cotton  in  New  York  are  quite  small, 
and  thus  there  is  not  in  New  York  such  a  market  in  actual  cotton  as 
will  furnish  reliable  quotations  to  be  used  in  fixing  contract  differ- 
ences. 

This,  however,  does  not  prevent  the  application  of  the  commercial- 
difference  principle  in  substance  to  future  contracts  in  New  York. 
The  commercial  differences  existing  in  the  leading  southern  spot 
markets  can  be  used  as  a  basis  for  contract  differences.  It  would  not 
be  strictly  necessary  to  revise  the  contract  differences  as  often  as 
changes  in  such  commercial  differences  occur.  If  the  contract  differ- 
ences were  revised  weekly  or  even  monthly  the  substantial  advantages 
of  the  commercial-difference  system  could  be  secured. 

It  is  contended  by  many  that  such  a  return  to  the  commercial- 
difference  system  would,  because  of  the  disadvantages  of  New  York's 
location,  destroy  the  business  of  the  New  York  Cotton  Exchange. 
There  is  little  reason  to  believe  that  any  such  result  would  occur. 
However  this  may  be,  the  New  York  Cotton  Exchange,  if  it  can  not 
exist  under  a  just  and  equitable  system,  has  no  excuse  for  existence 
at  all.  The  present  New  York  system  of  fixed  differences  is  uneco- 
nomic, in  defiance  of  natural  law,  unfair,  and,  like  all  other  attempts 
to  defy  natural  law,  results  in  such  complex  and  devious  effects  that 
the  benefit  of  its  transactions  accrues  only  to  a  skilled  few. 
Very  respectfully, 

Herbert  Knox  Smpfh, 
OoiTMnissioner  of  Corporations. 

The  PREsroENT. 


REPORT  OF  THE  COMMISSIONER  OF  CORPORATIONS 
ON  COTTON  EXCHANGES. 


Part  I.— METHODS  OF  ESTABUSHINO  OSADE  DIFEEEENCES  FOB 
FUTUBE  CONTBACTS. 


SUMMARY. 


The  resolution  of  the  House  of  Representatives  regarding  the 
methods  of  future  dealing  in  cotton  directed  especial  attention  to 
two  matters — first,  the  character  of  future  contracts  used  on  cotton 
exchanges,  and,  second,  the  causes  of  fluctuations  in  the  price  of 
cotton,  with  the  particular  object  of  ascertaining  whether  or  not  such 
fluctuations  have  resulted  in  whole  or  in  part  from  the  character  of 
such  contracts  or  from  any  trade  combinations.  The  investigation 
has  been  confined  to  these  specific  features  of  future  trading  in  cotton, 
and  a  discussion  of  the  general  merits  or  abuses  of  the  system  as  a 
whole  has  not  been  attempted. 

There  is  presented  here  Part  I  of  the  report,  dealing  with  the 
character  of  future  contracts,  and  especially  with  the  methods  of 
establishing  grade  "  differences "  in  price.  Further  parts  will  be 
issued  in  due  course. 

A  future  contract  in  cotton  may  be  defined  as  an  agreement  on 
the  part  of  the  seller  to  deliver,  and  of  the  buyer  to  receive,  at  some 
future  date,  a  certain  quantity  of  cotton  (in  the  case  of  the  New  York 
and  New  Orleans  cotton  exchanges  50,000  pounds,  or  approximately 
100  bales) ,  the  contract  price  being  fixed  at  the  time  the  contract  is 
made.  The  seller,  at  the  time  he  enters  into  the  contract,  may  or 
may  not  have  the  cotton  on  hand ;  in  the  latter  case  he  is  ^'  selling 
short,"  relying  on  his  ability  to  secure  cotton,  or  another  contract 
representing  cotton,  prior  to  the  maturity  of  the  contract  thus  sold. 
A  future  transaction  differs  from  a  "  spot "  transaction  in  that  the 
latter  is  made  from  goods  on  hand,  or  immediately  available,  and 
calls  for  practically  immediate  delivery.  Future  transactions  may  be 
made,  and  indeed  are  constantly  made,  by  private  agreement  outside 
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of  exchanges.  The  organized  development  of  such  transactions  by 
means  of  exchanges  may,  however,  properly  be  termed  the  "  future 
system." 

There  are  but  two  exchanges  in  the  United  States  on  which  or- 
ganized future  trading  in  cotton  is  conducted — ^the  New  York  Cotton 
Exchange  and  the  New  Orleans  Cotton  Exchange.  Abroad,  a  large 
business  in  futures  is  transacted  on  the  floor  of  the  Liverpool  Cotton 
Association,  and  some  future  business  is  done  on  the  Havre  Bourse. 

BASIS    CHARACTER   OF   FUTURE   CONTRACTS. 

A  vitally  important  characteristic  of  future  contracts  in  cotton  is 
that  they  are  "basis"  contracts;  that  is,  they  do  not  call  for  the 
delivery  of  a  specific  grade  of  cotton,  hut  allow  the  seller  the  option 
of  deliverircg  any  grade  or  a  number  of  grades  within  certain  wide 
limits.  The  buyer  has  no  option  in  this  respect.  He  must  receive 
any  deliverable  grade  or  grades  tendered  by  the  seller.  "  Middling  " 
cotton  is  always  the  basis  grade  and  can  be  delivered  on  contract  at 
exactly  the  contract  price.  Other  grades  are  delivered  at  prices  rela- 
tive to  middling — or,  to  use  the  trade  expression,  at  certain  "*differ- 
ences  "  in  price  "  on  "  (i.  e.,  over)  or  "  off  "  (i.  e.,  under)  middling. 
Thus,  if  an  operator  sells  a  future  contract  on  an  exchange  at  10 
cents,  he  can  deliver  middling  cotton  thereon  at  exactly  the  contract 
price ;  or,  if  he  prefers,  he  can  deliver  a  higher  grade  of  cotton,  like 
•*  good  middling,"  in  which  case  the  buyer  must  pay,  in  addition  to 
the  basis  price  of  10  cents,  a  difference  of,  say,  one-half  cent  "  on  " 
that  price,  making  lOJ  cents.  On  the  other  hand,  if  the  seller  prefers 
to  deliver  a  lower  grade,  like,  say,  "  low  middling,"  the  buyer  must 
take  it,  but  is  allowed  a  deduction  or  difference  "  off  "  the  contract 
price,  and  pays,  say,  9J  cents.  In  the  same  way  the  seller  may  deliver 
both  high  grades  and  low  grades  on  a  single  contract. 

RANGE  OF   GRADES   DELIVERABLE   ON   CONTRACT. 


At  the  present  time  (April,  1908)  eighteen  grades  are  deliverable 
upon  contracts  of  the  New  York  Cotton  Exchange.    These  are: 

Fair. 

Strict  middling  fair. 

Middling  fair. 

Strict  good  middling. 

Good  middling. 

Strict  middling. 

Middling. 


Strict  low  middling. 
Low  middling. 


Strict  good  ordinary. 

Good  ordinary. 

Strict  good  middling  tinged. 

Good  middling  tinged. 

Strict  middling  tinged. 

Middling  tinged. 

Strict  low  middling  tinged. 

Low  middling  tinged. 

Middling  stamed. 


In  the  above  list  the  grades  designated  by  the  term  "  strict "  are 

known  as  "  half  grades,"  the  others  being  full  grades.    Prior  to  Jan- 

uarjr  1,  1908,  nine  other  intermediate  grades,  known  as  "  quarter 
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grades,"  were  recognized,  but  these  were  eliminated  on  that  date,  as- 
were  also  two  other  grades,  "low  middling  stained"  and  "strict 
good  ordinary  tinged."  On  April  1,  1908,  "strict  low  middling 
stained  "  was  also  excluded  from  the  list  of  deliverable  grades  in  the 
New  York  market. 

The  grades  from  fair  to  good  ordinary  in  the  above  list  are 
what  is  known  as  white  cotton.  The  "  tinged "  and  "  stained " 
grades  are  cotton  showing  discoloration.  Tinged  cotton  is  cotton 
that  is  only  moderately  discolored;  that  which  is  deeply  discolored 
is  known  as  stained  cotton.  The  grade  names  given  in  the  above 
list  are  used  in  nearly  all  southern  markets.  The  terms  "tinged" 
and  "  stained,"  however,  are  used  in  the  South  in  a  general  way  to 
indicate  cotton  of  the  respective  grades  which  has  become  more  or  less 
discolored,  rather  than  to  indicate  a  distinct  style  of  cotton,  as  at.  New 
York.  The  range  of  grades  deliverable  on  contract  in  New  Orleans 
is  about  the  same  as  that  permitted  by  the  New  York  contract.  The 
New  Orleans  contract,  however,  contains  the  important  provision 
that  no  cotton  shall  be  deliverable  which  is  of  a  lower  market  value 
than  good  ordinary  cotton  of  fair  color.  The  New  Orleans  contract 
thus  excludes  considerable  cotton  which  until  recently  has  been  ten- 
derable  on  contracts  at  New  York.  Moreover,  the  New  Orleans  clas- 
sification is  generally  conceded  to  be  more  rigid,  grade  for  grade, 
than  that  of  New  York;  so  that  cotton  of  a  given  grade  name  in 
the  New  York  classification  might  not  necessarily  be  given  the  same 
grade  in  New  Orleans. 

In  the  trade,  the  grades  above  middling  are  usually  referred  to  as 
the  "  hi^er  grades,"  and  those  below  as  the  "  lower  grades." 

CX)NTRACT  COTTON   USUALLY   MIXED  OR  SURPLUS   GRADES. 

An  important  feature  of  future  business  in  cotton  is  that,  broadly 
speaking,  cotton  delivered  on  contract  consists  of  the  surplus  grades 
or  renmants  of  the  more  desirable  grades.  Kven-running  cotton — 
that  is,  cotton  of  substantially  one  grades-can  ordinarily  be  sold 
to  spinners  at  a  premium  above  the  price  of  a  mixed  assortment 
of  grades;  consequently,  buyers  will  not  pay  as  much  for  a  mixed 
assortment  of  cotton  as  for  even-running  cotton.  The  spot  merchant 
therefore  endeavors  to  class  out  his  cotton  into  even-running  lots  and 
to  dispose  of  it  in  the  spot  market  instead  of  tendering  it  on  contract, 
using  the  contract  market  to  get  rid  of  surplus  grades  or  broken  lots, 
known  in  the  trade  as  "  overs."  For  these  reasons  a  mixed  assortment 
of  grades  is  often  delivered  on  a  single  contract. 

METHOD  OF  ESTABLISHING  GRADE  DIFFERENCES   IN   NEW  ORLEANS. 

As  a  result  of  the  seller's  privilege  of  delivering  such  grades  within 
tbe  t^iderable  range  as  he  may  choose^  the  method  ol  ^:^u^\^C!i^'^^<^ 
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relative  values  of,  or  differences  between,  middling  and  the  other 
grades  for  delivery  on  future  contracts  becomes  a  matter  of  extreme 
importance. 

The  New  York  Cotton  Exchange  and  the  New  Orleans  Cotton 
Exchange  employ  radically  different  methods  of  establishing  these 
grade  differences  to  apply  on  contract  deliveries.  On  the  New  Or- 
leans contract,  grades  other  than  middling  are  tenderable  at  their 
actual  relative  values  in  the  spot  cotton  market  as  compared  with 
middling  on  the  sixth  day  prior  to  the  actual  delivery.  These  actual 
or  commercial  differences  are  determined  in  the  following  manner: 
The  committee  on  spot  quotations  meets  every  day  and  on  the  basis 
of  the  day's  actual  sales  in  the  spot  market  quotes  prices  for  each  of 
the  full  grades  of  so-called  white  cotton.  This  committee,  which  is 
changed  every  month,  is  usually  made  up  of  members  of  the  exchange 
who  are  actively  engaged  in  buying  and  selling  cotton.  To  guard 
against  bias,  it  has  been  the  invariable  practice  to  select  the  committee 
from  both  buyers  and  sellers.  Until  recently  the  spot-quotation 
committee  could,  by  itself  alone,  change  any  or  all  quotations,  even 
though  this  might  involve  a  change  in  grade  differences.  The  rules 
of  the  New  Orleans  Cotton  Exchange  were  amended  in  February, 
1908,  however,  so  that  in  case  any  member  of  the  spot-quotation  com- 
mittee believes  that  the  prices  of  certain  grades  in  the  spot  market 
have  changed  more  than  the  price  of  middling — that  is,  that  differ- 
ences, as  well  as  the  prices  themselves,  have  changed — the  spot-quota- 
tion committee  is  obliged  to  meet  with  another  committee,  the  arbi- 
tration committee  on  classification,  as  a  revision  committee  before 
such  changes  in  differences  are  officially  quoted;  such  joint  meetings 
may  be  held  on  any  day.  This  change  in  rules  does  not  imply  any 
departure  from  the  principle  that  differences  applying  on  future  con- 
tracts must  correspond  to  the  commercial  differences  in  the  spot 
market,  but  is  designed  to  secure  a  more  careful  procedure  in  ascer- 
taining exactly  what  changes  in  conmiercial  differences  may  have 
taken  place. 

In  addition  to  quoting  prices  for  the  regular  grades  of  cotton,  the 
spot-quotation  committee  also  quotes  tinged  and  stained  cotton  at  a 
range  of  discounts  off  the  prices  for  the  regular  grades. 

The  actual  application  of  differences  to  cotton  delivered  on  contract 
in  New  Orleans  is  conducted  by  arbitrators,  who  examine  samples 
of  the  cotton  tendered.  The  prices  quoted  by  the  spot-quotation  com- 
mittee, however,  automatically  determine  the  differences  for  full 
grades  tendered  on  contract;  that  is,  for  cotton  the  samples  of  which 
exactly  correspond  to  the  official  exchange  types  of  any  deliverable 
full  grade  the  arbitrators  apply  the  dil^rences  shown  by  the  of- 
ficial spot  quotations  for  the  day  pj^egtoig  the  issuance  of  notice  of 
delivery.    For  cotton  which  exjigcly  corresponds  to  types  for  a  half 
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grade  they  apply  differences  halfway  between  those  for  the  two  ad- 
jacent full  grades.  For  all  other  cotton,  including  tinged  and  stained 
grades,  the  arbitrators  establish  differences  on  their  own  judgment, 
using,  however,  as  a  guide  the  official  spot  quotations  for  the  full 
grades  and  the  officially  quoted  range  of  discounts  for  irregular 
grades. 

The  fundamental  principle  of  the  New  Orleans  system  is  that  the 
differences  applying  on  contract  deliveries  shall  be  identical  with 
the  actual  differences  established  in  the  spot  market  by  the  compe- 
tition of  buyers  and  sellers  at  the  time  of  delivery.  The  New  Orleans 
system  may  be  referred  to  as  the  "  fluctuating-difference "  or  the 
"  commercial-difference  "  system. 

METHODS  OF  ESTABLISHING  DIFFERENCES  IN   NEW  TORK. 

Prior  to  1888  the  New  York  Cotton  Exchange  employed  substan- 
tially the  same  system  as  that  now  used  in  New  Orleans.  The  dif- 
ferences applying  on  contract  deliveries  were  those  existing  in  the  spot 
market  at  the  time  of  delivery.  In  that  year,  however,  the  rules  of 
the  New  York  Cotton  Exchange  were  amended  so  that  differences 
between  middling  and  other  grades  deliverable  on  contract  should 
be  arrived  at  not  from  the  actual  selling  value  of  the  various  grades 
in  the  spot  market  at  the  time  of  delivery,  but  should  be  established 
or  "  fixed  "  at  stated  periods  by  a  committee  of  the  exchange,  officially 
known  as  the  committee  on  the  revision  of  spot  quotations,  but  com- 
monly spoken  of  as  the  revision  committee.  At  first  this  revision 
committee  was  required  to  meet  once  a  month  during  the  active  cotton 
season,  or  nine  times  a  year.  In  October,  1897,  however,  the  rules 
were  again  amended  and  meetings  of  the  revision  committee  were 
limited  to  two  a  year,  namely,  on  the  second  Wednesday  of  September 
and  the  third  Wednesday  of  November.  This  provision  is  still  in 
force.  The  grade  differences  established  by  the  committee  at  its  Sep- 
tember meeting  hold  good  for  settlements  of  deliveries  on  future  con- 
tracts until  the  November  meeting,  while  those  established  in  Novem- 
ber can  not  be  changed  until  the  following  September.  This  system 
may  be  referred  to  as  the  "  fixed-difference  "  or  "  periodic-difference  " 
system. 

The  rules  of  the  New  York  Cotton  Exchange  provide  no  standard 
by  which  the  revision  committee  shall  act  in  fixing  differences.  On 
account  of  the  narrowness  of  the  New  York  spot  market,  the  com- 
mittee can  not  revise  differences  purely  on  the  basis  of  local  trans- 
actions. It  is  not,  however,  compelled  by  any  rule  to  fix  them  in 
accordance  with  the  commercial  differences  prevailing  at  the  time 
in  the  leading  spot  markets.  The  revision  committee  is,  of  course, 
supposed  to  take  account  of  these  commercial  differences,  but  it  is 
bound  by  no  roles  whatever. 
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This  system  of  fixed  or  periodic  differences  for  settlement  of 
deliveries  on  future  contracts  has  been  the  source  of  great  complaints 
It  is  one  of  the  principal  subjects  covered  by  this  report 

It  is  obvious  that  the  differences  established  by  the  New  York 
revision  committee  may,  and  indeed  at  times  must,  be  out  of  line  with 
the  actual  relative  values  of  the  several  grades  of  cotton  in  spot 
markets.  In  the  first  place,  in  the  absence  of  any  rules  to  govern  the 
action  of  the  revision  committee,  it  may  in  the  first  instance  fix 
differences  which  do  not  accord  with  the  actual  commercial  differ- 
ences at  the  time.  This  it  may  do  either  through  ignorance  of  the 
commercial  differences,  or  because  it  does  not  consider  the  current 
conunercial  differences  as  a  proper  standard,  or  even  with  the  delib- 
erate intent  of  making  the  differences  erroneous  for  improper  pur- 
poses. In  the  second  place,  even  though  the  differences  as  originally 
fixed  correspond  to  commercial  differences,  they  are  bound  before 
the  date  of  the  next  revision  to  become  more  or  less  out  of  line,  be- 
cause commercial  differences  fluctuate  with  changes  in  the  supply 
and  demand  for  specific  grades.  During  the  ten  months  from  Novem- 
ber to  the  following  September,  while  no  change  can  be  made  in  the 
New  York  differences,  changes  in  commercial  differences  in  the  spot 
markets  are  sure  to  occur,  and  the  same  is  true,  to  a  more  limited 
extent,  of  the  period  of  two  months  between  the  September  and 
November  meetings.  These  disparities  between  the  differences  estab- 
lished by  the  New  York  revision  committee  and  the  actual  commer- 
cial differences  are  bound  to  result  in  injury  to  certain  classes  of 
dealers  in  future  contracts.  The  injury  may  arise  in  either  of  two 
ways,  which,  however,  are  closely  interrelated : 

First.  The  buyer  or  less  often  the  seller  of  a  future  contract  may 
be  injured  by  being  compelled  to  receive  or  deliver,  respectively, 
certain  grades  of  cotton  at  prices  at  variance  with  their  actual  mar- 
ket relation  to  middling;  that  is,  the  buyer  may  be  obliged  to  take 
certain  grades  above  their  true  relative  value,  or  the  seller  may  be 
forced  to  deliver  them  at  less  than  their  true  relative  value. 

Second.  Because  of  the  attempt  of  buyers  to  avoid  this  first  loss, 
errors  in  grade  differences  tend  to  depress  the  price  of  future  con- 
tracts as  compared  with  the  spot  price  of  middling  cotton,  and  this 
relative  depression  causes  loss  to  certain  operators. 

LOSSES  DUB  TO  RECEIVING  CONTRACT  COTTON  AT  ERRONEOUS  DIFFERENCES. 

The  risk  of  injury  falls  chiefly  upon  the  buyer  of  the  contract  rather 
than  upon  the  seller.  This  is  due  to  the  seller's  option  of  selecting 
what  grades  he  will  deliver.  The  possible  injury  to  the  buyer  of 
a  future  contract  by  being  compelled  to  accept  delivery  on  the  basis 
oi  lalse  differences  is  apparent.    For  the  purpose  of  simplicity,  it 
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may  be  assumed  that  an  operator  has  bought  a  future  contract  as  a 
speculation,  expecting  to  take  up  the  cotton  at  the  time  of  maturity 
and  hoping  to  sell  it  then  in  the  spot  market  at  an  advance  on  the 
price  he  has  paid  for  the  future.  If  the  contract  called  for  the  de- 
livery of  middling  cotton  only,  this  transaction  would  involve  only 
a  single  element  of  risk,  namely,  the  possibility  that  middling  cotton 
in  the  spot  market  might  decline  before  the  contract  matured,  so  that 
when  the  cotton  was  received  it  would  have  to  be  sold  at  a  loss.  Under 
a  basis  contract,  however,  the  seller  has  the  option  of  delivering  any 
one  of  a  large  number  of  grades;  the  buyer  can  not  specify  what 
grades  he  will  accept.  But  if  the  differences  applying  on  settlement 
of  future  contracts  are  identical  with  the  commercial  differences  ex- 
isting in  the  spot  market  at  the  time  of  settlement,  the  holder  of  the 
future  contract  is  substantially  as  well  off  as  he  would  be  if  it  called 
for  middling  cotton  only.  If  he  is  compelled  to  accept  some  other 
grade,  he  will  get  it  at  a  price  corresponding  to  its  true  relative  value 
as  compared  with  middling,  and  he  can  sell  it  in  the  spot  market  at 
the  same  relative  valuation,  making  the  same  profit  or  loss  on  his 
entire  transaction  as  he  would  make  under  a  specific  contract  for  mid- 
dling. In  other  words,  his  risk  would  be  the  same  as  and  no  greater 
than  his  risk  in  making  an  advance  purchase  of  middling  only.  To 
be  sure,  the  seller  may  deliver  to  him,  not  a  single  grade,  but  an  assort- 
ment of  grades,  in  which  case  the  buyer  will  be  put  to  some  incon- 
venience and  expense  in  sorting  them  out  and  delivering  them  in  even- 
running  lots  such  as  are  ordinarily  desired  by  spinners.  This  expense, 
however,  is  fairly  constant,  and  the  buyer  is  able  to  allow  for  it  in 
making  his  bid  for  a  future  contract.  As  shown  below,  the  antici- 
pation of  this  expense  results  in  a  normal  discount  in  the  price  of 
future  contracts  as  compared  with  that  of  spot  cotton. 

Tlie  transaction  is,  however,  wholly  different  if  the  buyer  must 
receive  whatever  grade  of  cotton  the  seller  may  select,  not  at  the  com- 
mercial differences,  but  at  fixed  differences  not  corresponding  to  the 
commercial  difference-s.  Here  a  multiplied  risk  is  thrown  upon  him. 
In  addition  to  the  risk  of  a  decline  in  the  value  of  middling,  he  must 
take  the  risk  that  some  one  or  more  grades  may  decline  more  than 
middling.  Suppose,  for  example,  that  the  buyer  of  a  basis  contract 
receives,  instead  of  middling  cotton,  good  ordinary  cotton  at  a  differ- 
ence of  1  cent  off  the  price  of  middling  at  a  time  when  he  can  dispose 
of  that  grade  in  the  spot  market  at  the  same  difference.  Obviously  he 
has  suffered  no  injustice.  Suppose,  however,  that  he  is  compelled 
to  receive  good  ordinary  cotton  at  a  difference  of  1  cent  off — ^this 
difference  perhaps  having  been  established  months  in  advance — 
when  the  commercial  difference  in  the  spot  market  is  2  cents  off.  It 
is  clear  that  if  he  resells  this  cotton  he  will  suffer  a  loss, 
H.  Doc.  912, 60-1 2 
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Owing  to  the  option  of  the  seller  under  a  basis  contract  to  deliver 
any  grade  or  grades  he  sees  fit,  the  buyer  will,  of  course,  ordinarily 
be  compelled  to  receive,  under  a  fixed-difference  system,  those  grades 
for  which  differences  are  most  favorable  to  the  seller;  that  is,  those 
which  under  the  established  differences  are  most  overvalued  as  com- 
pared with  their  spot  value.  In  other  words,  the  buyer  has  to  take 
the  risk  of  the  most  unfavorable  change  in  price  which  can  occur  in 
any  one  among  a  large  number  of  different  grades  of  cotton. 

The  illustration  here  presented  shows  only  the  effect  of  false 
differences  upon  a  purely  speculative  transaction,  in  which  there  must 
necessarily  be  some  risk,  but  in  which  the  risk  is  greatly  increased  by 
the  periodic-difference  system.  It  is  not,  however,  merely  speculators, 
who  are  affected.  Many  cotton  merchants  buy  or  sell  future  con- 
tracts, not  for  the  purpose  of  speculation,  but  to  avoid  speculation; 
that  is,  they  buy  or  sell  them  as  "  hedges  "  against  some  other  transac- 
tion. The  nature  and  the  great  importance  of  the  hedging  function 
and  the  effect  of  errors  in  differences  upon  it  will  be  more  fully  ex- 
plained later.  It  is  sufficient  to  state  here  that,  whereas  under  a  com- 
mercial-difference system  the  cotton  merchant  who  buys  a  hedge  in 
the  expectation  of  taking  up  the  cotton  can  escape  speculative  risks, 
under  a  periodic-difference  system  the  extra  and  peculiar  risk  which 
has  been  shown  to  exist  is  thrown  upon  him.  The  case  of  a  seller  of 
a  hedge,  however,  as  shown  later,  is  quite  different. 

The  seller  of  a  contract  will,  of  course,  be  injured  if,  in  mftlring  a 
delivery,  he  is  forced  to  deliver  cotton  at  differences  which  under- 
value it;  that  is,  at  unduly  wide  differences  for  low  grades  or  at 
unduly  narrow  differences  for  high  grades.  As  a  matter  of  fact,  as 
will  appear  later,  the  seller  of  a  contract,  because  of  his  privilege  of 
selecting  what  grades  he  will  tender,  is  able  either  to  avoid  loss  or 
materially  to  limit  the  loss  arising  from  such  errors  in  differences. 

TENDENCY  OF  ERRORS  IN   DIFFERENCES  TO  INCREASE   DISCOUNT  IK 

CONTRACT  PRICE. 

The  danger  to  the  buyer  of  a  future  contract  that  he  may  be  com- 
pelled to  accept  cotton  at  false  differences  naturally  results  in  the 
second  condition  above  mentioned,  namely,  in  a  depression  of  the 
price  of  future  contracts  as  compared  with  the  spot  price  of  middling 
cotton;  that  is  to  say,  buyers,  confronted  with  the  danger  of  having 
to  accept  cotton  on  contract  at  an  overvaluation,  attempt  to  offset 
that  loss  by  offering  less  for  such  contracts. 

Suppose,  for  example,  a  merchant  proposes  to  buy  a  basis  future 
contract  at  a  time  when  the  price  of  spot  middling  cotton  is  10.25 
cents  and  when  he  anticipates  no  probable  change  in  the  price.    If 
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he  knows  that  when  delivery  is  made  on  this  future  contract  he  will 
receive  whatever  grades  may  be  delivered  at  their  true  values  relative 
to  middling,  he  will  be  prepared  to  offer,  say,  10  cents  for  the  future 
contract  Suppose,  however,  that  the  commercial  difference  off  mid- 
dling for  a  low  grade  like  good  ordinary  at  the  time  he  enters  into  the 
future  contract  is  2  cents  (or  that  he  has  reason  to  believe  that  it 
will  become  2  cents  by  the  time  delivery  is  made) ,  but  that  the  fixed 
difference  applicable  for  good  ordinary  on  contract  deliveries  is  only 
1  cent  off.  He  then  foresees  that  in  case  he  pays  10  cents  for  his  basis 
contract  he  may  be  forced  to  take  a  delivery  of  good  ordinary  at  9 
cents,  or  1  cent  off  middling,  whereas  he  could  resell  this  good  ordi- 
nary cotton  in  the  spot  market  only  at  a  difference  of  2  cents  off 
middling,  or,  in  the  case  assumed,  for  not  over  8.25  cents.  In  order 
to  avoid  this  loss,  he  naturally  will  bid  only  9  cents  instead  of  10  cents 
for  his  future  contract 

The  tendency,  therefore,  of  a  relative  overvaluation  of  any  grade 
of  cotton  under  a  fixed-difference  system  is  to  depress  the  price  of 
future  contracts  as  compared  with  the  spot  price  of  middling  cotton. 
If  the  arbitrary  differences  were  so  fixed  as  relatively  to  undervalue 
all  other  grades  of  cotton  as  compared  with  middling — that  is,  if 
they  were  too  narrow  on  grades  above  middling  and  too  wide  on 
grades  below  middling — the  tendency  would  be  to  advance  the  con- 
tract price  as  compared  with  the  spot  price.  In  fact,  it  might  seem 
that  if  the  error  were  sufficiently  pronounced  the  contract  price  might 
even  be  forced  to  a  premium  above  the  spot  price.  Since,  however, 
middling  cotton  is  always  deliverable  on  contract  at  exactly  the  con- 
tract price,  this  would  result  in  two  prices  for  middling  cotton  at 
the  same  time  in  the  same  market,  which  is  an  absurdity.  It  is  true 
thai  such  abnormal  conditions  have  at  times  occurred,  but  almost 
invariably  as  the  result  of  an  unusual  condition  in  the  future  market, 
such  as  a  ^  squeeze  "  or  a  ^'  comer ; "  and  any  marked  premiums  in  the 
contract  price  over  the  spot  price  have  almost  without  exception  been  of 
brief  duration.  Since  it  costs  something  to  make  actual  deliveries  on 
contract,  a  small  premimn  might  remain  in  force  for  some  little  time. 
In  practice  it  has  scarcely  ever  happened  that  differences  on  all 
grades  above  middling  were  too  narrow  at  the  same  time  that  those 
on  all  grades  below  middling  were  too  wide.  The  chances  are  very 
strong  under  a  system  of  fixed  or  periodic  differences  that  at  least 
some  grades  will  be  relatively  overvalued.  It  does  not  matter  that  some 
grades  may  be  relatively  undervalued  at  the  same  time,  since  these 
grades  will  not  be  tendered  on  contract.  The  seller,  having  the  option 
of  delivering  whatever  grades  he  may  find  it  most  advantageous  to 
deliver,  will  of  course  tender  those  which  are  overvalued. 

It  follows  that  errors  in  grade  differences  in  nearly  all  instances 
tend  to  depress  the  price  of  future  contracts  as  compared  with,  the 
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spot  price  of  middling  cotton ;  that  is,  they  tend  to  increase  the  dis- 
count in  the  contract  price  beyond  the  normal.  Since,  as  stated  above, 
deliveries  on  future  contracts  are  likely  to  consist  of  a  mixed  assort- 
ment of  grades  which  are  less  convenient  to  dispose  of  than  an  equal 
quantity  of  even-running  cotton,  there  is  normally,  even  in  a  market 
using  the  commercial-difference  system,  a  margin  of  from  15  to  25 
points  between  the  spot  price  of  middling  cotton  and  the  contract  price 
for  delivery  in  the  current  or  spot  month.  This  margin  is  not  abso- 
lutely constant  even  under  the  commercial-difference  system.  It 
varies  with  cross  currents  of  speculation.  The  future  price  as  a  rule 
responds  more  quickly  to  new  conditions  or  to  rumors  than  does  the 
spot  price,  so  that  this  margin  is  not  a  fixed  quantity.  Such  an  abnor- 
mal condition  as  a  squeeze  or  a  comer,  moreover,  may  disturb  this 
parity  very  sharply.  As  a  rule,  however,  under  the  commercial-differ- 
ence system  variations  in  the  margin  are  comparatively  moderate  and 
usually  of  limited  duration.  Under  the  fixed-difference  system,  on 
the  other  hand,  where  the  differences  applicable  on  future  contracts 
sometimes  become  very  far  out  of  line  with  commercial  differences, 
the  discount  in  the  contract  price  often  widens  out  far  beyond  the 
extreme  point  which  it  can  reach  under  a  commercial-difference  sys- 
tem. As  shown  below,  the  discount  in  the  New  York  market  has 
reached  nearly  200  points,  or  eight  times  the  assumed  normal 
margin. 

Of  course,  after  the  contract  price  has  thus  been  sent  to  an  unusual 
discount,  a  revision  of  fixed  contract  differences,  or  a  change  in  the  com- 
mercial differences  while  the  contract  differences  remain  unchanged, 
may,  by  reducing  the  disparity  between  the  two  sets  of  differences, 
tend  to  restore  this  discount  more  nearly  to  a  normal  point.  But," 
starting  with  the  assumption  that  conditions  are  normal,  it  is  clear 
that  the  result  of  errors  in  differences  is  almost  invariably  to  send  the 
contract  price  to  a  discount,  since  sellers  will  naturally  deliver 
grades  which  arc  overvalued,  thus  forcing  buyers  to  reduce  their  bids 
for  future  contracts. 

IMPORTANCE    OF    MAINTAINING    PARITY    BETWEEN    SPOT    AND    CONTRACT 

PRICES. 

It  is  obvious  that  an  abnormal  depression  of  the  price  of  future 
contracts  as  compared  with  the  spot  price  of  middling  cotton,  such  as 
results  from  errors  in  contract  differences,  must  cause  loss  to  a  large 
number  of  holders  of  contracts.  The  number  of  persons  affected  by 
such  losses  is  vastly  greater  than  the  number  who  actually  receive 
the  cotton  on  contract  at  overvalued  differences;  for,  as  is  well 
known,  vast  numbers  of  contracts  are  purchased,  not  with  the  inten- 
tion of  taking  up  cotton,  but  with  the  idea  of  reselling  them.  Of 
course,  the  losses  of  one  class  of  operators  through  such  relative  de- 
pression  of  the  contract  are  at  least  partly  balanced  by  gains  of 
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other  operators.  This,  however,  does  not  justify  a  system  which  will 
permit  such  abnormal  depression  of  the  contract  price- 
In  the  same  way,  the  narrowing  of  the  discount  in  the  contract 
price  after  that  discount  has  once  been  sent  to  an  abnormal  figure  may 
cause  loss  to  sellers  of  future  contracts,  since,  when  they  attempt  to 
"  cover  "  their  short  sales — that  is,  buy  in  other  contracts  to  offset 
those  previously  sold — ^they  will  be  forced  to  pay  a  correspondingly 
higher  price.  In  this  case  those  who  had  purchased  contracts  when 
the  discount  was  greatest  will  benefit  As  will  be  shown  more  clearly 
later,  the  risk  of  the  seller  is  much  less  than  that  of  the  buyer.  More- 
over, the  fact  that  either  party  to  the  contract  instead  of  only  one 
may  be  injured  is  no  justification  of  improper  differences;  on  the  con- 
trary both  risks  should,  as  far  as  possible,  be  avoided. 

Such  disturbances  in  the  normal  parity  between  the  spot  middling 
price  ^nd  the  contract  price  therefore  increase  the  risks  attending 
future  operations.  Any  increase  of  risk  which  can  be  prevented  is 
clearly  an  evil.  Abnormal  disturbances  of  the  parity  between  the  two 
prices  increase  the  difBculty  of  forecasting  the  course  of  the  price  of 
future  contracts.  Operators  in  futures  base  their  transactions  in  the 
main  upon  a  study  of  conditions  in  the  spot  market.  Under  a  proper 
and  normal  difference  system  they  can  assume  that  conditions  which 
tend  to  advance  or  depress  the  price  of  middling  cotton  in  the  spot  mar- 
ket will  likewise  tend  to  advance  or  depress  the  price  of  basis  middling 
future  contracts.  As  a  matter  of  fact,  most  operators,  as  a  result  of 
failure  to  understand  thoroughly  the  influence  of  grade  differences, 
do  make  that  assumption  even  when,  because  of  improper  differences, 
there  is  really  no  such  parity.  Where  such  parity  does  not  exist, 
conditions  affecting  the  value  of  middling  in  the  spot  market  become 
practically  worthless  as  a  guide  to  the  operator  in  futures,  since  the 
prices  become  dependent  on  artificial  rather  than  on  natural  condi- 
tions. A  few  operators  of  unusual  resources  and  cleverness  may 
find  profit  in  such  abnormal  disturbances  in  this  parity  between  spot 
middling  and  contract  prices ;  but  it  is  apparent  that  the  rank  and  file 
of  operators  will  find  their  transactions  much  more  hazardous  in  case 
the  two  prices  do  not  move  in  substantial  harmony.  An  absolutely 
constant  margin  between  the  two  prices  can  not  be  hoped  for,  since, 
as  already  stated,  the  future  market  fluctuates  more  frequently  and 
often  more  violently  than  the  spot  market;  but  under  a  proper  work- 
ing of  the  future  system  such  disturbances  should  not  continue  for 
any  considerable  period  of  time. 

MAINTENANCE  OF  PARITY  ESSENTIAL  TO  PROPER  CONDUCT  OF  "  HEDGING  " 

TRANSACTIONS. 

The  injury  resulting  from  a  disturbance  of  the  normal  parity  is 
perhaps  best  illustrated  in  the  case  of  "hedging"  transactions.  Hedg- 
ing is  a  legitimate  and  one  of  the  most  important  functions  of  i\it\vs^ 
trading.   Whereas  a  vast  amount  of  business  m  iul\XT^  Ha  \vxi<(\vxfi^o\i- 
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ably  of  a  highly  speculative  character,  the  hedging  function  is  pri- 
marily intended  to  reduce  the  element  of  speculation  in  transactions 
in  spot  cotton.  Hedging,  in  other  words,  is  a  sort  of  insurance  against 
loss,  the  theory  being  that  by  means  of  hedges  the  merchant  can  cal- 
culate with  approximate  certainty  on  a  fixed  margin  of  pre^t,  f<»e- 
going  hopes  of  extraordinary  gains  for  the  sake  of  protection  against 
extraordinary  losses. 

The  protection  afforded  the  cotton  merchant  by  hedging  may  best 
be  illustrated  by  a  concrete  example :  Let  it  be  assumed  that  a  cotton 
merchant  in  the  South  has  contracted  in  the  late  summer  months,  when 
the  old  crop  of  cotton  is  practically  exhausted  and  before  the  new 
crop  has  been  gathered,  to  deliver  10,000  bales  of  middling  cotton  to 
a  spinner  in  Fall  River,  Mass.,  in  the  following  January  at  a  fixed 
price.  Since  at  the  time  this  contract  is  made  he  does  not  have  the 
10,000  bales  of  middling  cotton  on  hand  and  has  no  means  of  imme- 
diately securing  it,  obviously  he  may  suffer  a  heavy  loss  if,  befcnre 
he  can  purchase  this  cotton,  the  price  advances  sharply,  as  it  may 
easily  do  owing  to  any  one  of  a  number  of  causes.  By  means  of  hedg- 
ing, this  risk  can  very  largely  be  avoided.  In  order  to  escape  such 
risk,  the  merchant,  at  the  time  he  enters  into  his  agreement  to  sell 
to  the  spinner,  buys  future  contracts  for  a  corresponding  nmnber 
of  bales  on  some  cotton  exchange.  He  bases  the  transaction  on  the 
assumption  that  any  advance  in  the  price  of  middling  cotton  in  the 
spot  market  will  be  accompanied  by  a  substantially  similar  advance 
in  the  price  of  future  contracts.  If  such  proves  to  be  the  case,  any 
loss  which  the  merchant  suffers  by  reason  of  being  compelled  to  pay 
an  advanced  price  for  actual  cotton  is  offset  by  his  profit  on  the  future 
contracts  purchased  as  a  hedge,  which  he  sells  out  at  the  higher  price 
whenever  he  has  secured  the  actual  cotton  in  the  spot  market  For 
instance,  suppose  that  the  merchant  in  question  had  agreed  to  deliver 
the  10,000  bales  of  middling  cotton  to  the  spinner  at  8  cents  and  had 
immediately  purchased  future  contracts  for  10,000  bales  at  7^  cent& 
If  he  is  compelled  to  pay  10  cents  for  his  middling  cotton  in  the  spot 
market,  he  would  suffer  a  loss,  since  his  agreement  to  deliver  at  8 
cents  must,  of  course,  be  fulfilled.  If,  however,  while  the  spot  market 
advances  from  8  cents  to  10  cents,  his  future  contract,  purchased  as 
a  hedge,  advances  by  a  similar  amount — from  7^  to  9i  cents — the 
loss  of  2  cents  on  the  spot  cotton  will  be  coimterbalanced  by  a  profit 
of  2  cents  on  his  future  contracts. 

If,  on  the  other  hand,  the  price  of  spot  cotton  declines  prior  to 
the  time  that  he  makes  his  purchase,  the  merchant  will,  of  course,  save 
on  such  purchase.  The  contract  which  he  purchased  as  a  hedge  will 
under  normal  conditions  also  decline.  But  one  decline  should  oftsei 
the  other. 

The  hedging  function  is  by  no  means  as  simple  as  might  appear 
:6rmi  this  brief  description,  but  it  is  oomplicated^  among  other 
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reasons,  because  of  the  large  numlier  of  grades  deliverable  on  future 
contracts  and  because  the  commercial  differences  between  these  grades 
are  subject  to  change  under  the  operation  of  the  law  of  supply  and 
demand.  Spinners,  as  just  stated,  usually  desire  specific  grades, 
and  it  is  primarily  the  function  of  the  cotton  merchant  to  supply 
spinners  with  such  grades.  In  ordinary  business  the  cotton  mer- 
chant uses  the  quotation  of  some  future  month  as  a  basis  for  calcu- 
lating a  price  to  the  spinner,  and  then  adds  to  that  basis  a  certain 
number  of  points  to  cover  his  expenses  and  profit  In  the  case  of 
grades  other  than  middling  he  also  either  adds  or  deducts  a  certain 
number  of  points  to  cover  the  difference'on  or  off  middling  at  which 
he  expects  to  get  the  particular  grade  desired  in  the  spot  marldet. 
An  immense  business  in  spot  cotton  is  at  present  thus  effected  by 
using  the  future  price  as  a  basis. 

The  risk  of  fluctuations  in  grade  differences  is  often  a  serious  one. 
Thus,  a  cotton  merchant  may  undertake  to  deliver  a  spinner  good 
middling  cotton  at,  say,  80  points  on  the  price  of  January  futures, 
allowing,  say,  40  points  for  expenses  and  profit  and  40  points  for 
the  difference  on  middling  which  he  may  have  to  pay  for  good  mid- 
dling in  the  spot  market.  As  a  matter  of  fact,  there  may  be  such 
a  shortage  of  good  middling  that  the  merchant  will  be  forced  to  pay 
for  that  grade  100  points  difference  on  middling.  In  this  case, 
since  his  contract  bought  as  a  hedge  is  expected  to  advance  only  in 
correspondence  with  the  price  of  middling,  the  additional  advance 
in  good  middling,  indicated  by  the  widening  of  the  difference,  would 
mean  a  loss  to  the  merchant.  This  risk  of  fluctuation  in  grade  dif- 
ferences properly  falls  on  the  merchant.  He  assumes  this  element 
of  risk,  but  relies  on  his  future  contract  purchased  as  a  hedge  to  re- 
move the  other  element  of  risk  as  to  the  basis  price  itself. 

The  principle  of  hedging,  especially  in  so  far  as  buying  hedges  are 
concerned,  rests  on  the  assumption  that  the  price  of  future  contracts 
for  the  current  or  spot  month  will  maintain  a  fairly  constant  parity 
with  the  spot  price  of  middling  cotton.  A  cotton  merchant  who 
has  purchased  a  future  contract  as  a  hedge  at  a  certain  margin  or 
discount  below  the  spot  price  of  middling  cotton  will  suffer  a  loss  if, 
by  the  time  he  is  ready  to  sell  out  his  hedge  contract,  the  discount  in 
the  contract  price  has  been  increased.  If  the  buyer  had  the  option 
of  demanding  on  his  future  contract  grades  which  he  required  for 
his  engagements  with  spinners,  he  would,  of  course,  be  protected. 
But,  as  repeatedly  stated,  that  option  lies  entirely  with  the  seller. 

AIJLEGED   CORRECTION   OF   ERRORS   BY   DISCOUNT   IN   CONTRACT  PRICE. 

It  is  dear,  therefore,  that  the  fixed-difference  system,  which  is  bound 
to  result  in  variations  between  the  differences  applicable  on  future 
contracts  and  the  commercial   differences,  must  almost  iuevitabbj 
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cause  injury  to  certain  holders  of  contracts,  either  by  compelling  them 
to  accept  grades  of  cotton  on  delivery  at  a  relative  overvaluation  or 
by  increasing  the  discoimt  in  the  contract  price  as  compared  with  the 
spot  price.  The  second  of  these  conditions  is  a  result  of  the  attempt 
of  operators  to  evade  the  first. 

Some  defenders  of  the  fixed-difference  system  have  contended 
that  discounting  the  contract  price  is  really  a  remedy  for  any  injury 
arising  from  the  overvaluation  of  grades.  In  other  words,  they  con- 
tend that  the  effect  of  errors  in  differences  can  readily  be  offset  by 
simply  varying  the  contract  price,  and  that  nobody  is  injured  thereby. 
The  argument  is  that  such  "Errors  are  therefore  largely  immaterial. 
The  situation  has  been  pronounced  by  some  advocates  of  the  New 
York  system  as  being  similar  to  the  purchase  of  goods  for  10  cents 
less  10  per  cent,  or  for  9  cents  cash. 

If  future  contracts  were  in  all  cases  very  short  time  contracts,  or  if 
the  error  in  the  differences  were  a  constant  error,  this  argument  would 
hold  good ;  but  in  the  normal  course  of  business  a  vast  number  of  con- 
tracts are  entered  into  many  months  in  advance  of  maturity,  and  the 
buyer  has  then,  of  course,  no  opportunityto  revise  his  bid  in  order  to 
counterbalance  the  effect  of  unforeseen  disparities  between  contract 
and  commercial  differences  which  may  and  usually  do  occur  later. 
Thus,  operators  in  futures,  particularly  merchants  using  the  future 
market  for  hedging  purposes,  frequently  buy,  in  the  summer  months, 
contracts  which  do  not  mature  until  after  the  November  meeting 
of  the  New  York  revision  committee.  It  follows  that  such  operators 
may  suffer  heavy  loss  as  a  result  of  the  failure  of  the  revision  com- 
mittee to  establish  contract  differences  which  will  be  substantially 
identical  with  the  actual  or  commercial  differences  at  the  time  of 
revision,  or  as  a  result  of  differences  which  may  later  prove  to  be 
out  of  line  with  such  commercial  differences.  In  the  same  way 
losses  may  be  suffered  by  those  who  buy  contracts  after  the  differ- 
ences are  fixed  by  the  New  York  committee,  because  of  subsequent 
changes  in  the  commercial  differences. 

In  case  such  disparities  occur  between  the  arbitrary  and  the  com- 
mercial differences,  the  holder  of  future  contracts  must  either  take 
the  cotton  at  the  improper  arbitrary  differences,  and  of  course  at  a 
loss,  or — what  is  more  frequently  done — sell  out  his  contracts;  but 
when  he  comes  to  sell  out  his  contracts  he  must  do  so  at  a  loss,  since 
the  new  buyer  is  now  informed  of  this  disparity  in  the  differences, 
and  will,  therefore,  to  protect  himself,  offer  only  a  reduced  price. 

To  be  sure,  the  first  buyer  of  a  contract  may  not  himself  suffer  the 
entire  loss  due  to  the  relative  decline  in  the  price  of  futures  as  com- 
pared with  that  of  spot  cotton  between  the  time  the  contract  is  made 
and  the  time  it  matures.  If  he  finds  that  the  discount  in  the  contract 
price  has  increased,  and  foresees  that  it  is  likely  to  continue  to  in- 


8UMMABT.  16 

crease,  he  may  sell  out  his  contract  immediately,  and  in  this  way 
limit  his  loss.  In  that  case,  however,  he  merely  shifts  the  loss  to 
another  buyer.  The  latter  may,  of  course,  shift  part  of  it  to  another, 
and  so  on.  The  loss  due  to  the  relative  decline  in  the  contract  price, 
however,  is  in  no  way  reduced  by  these  transactions,  but  is  merely  dis- 
tributed among  two  or  more  operators  instead  of  falling  entirely  upon 
one. 

An  especially  fallacious  element  in  this  argument  that  errors  in 
differences  can  be  automatically  corrected  is  that  it  assumes  that  the 
buyer  knows,  approximately,  at  the  time  he  buys  the  contract,  what 
grades  are  to  be  delivered  to  him  months  later.  The  argument  is  that 
the  surplus  grades  of  the  crop  will  be  tendered  on  contract,  and  that 
the  buyer  will  reduce  his  bids  for  contracts  sufficiently  to  offset  the 
effect  of  any  errors  in  differences  for  such  surplus  grades.  As  a  mat- 
ter of  fact,  although  the  surplus  grades  generally  constitute  the  bulk 
of  deliveries,  these  surplus  grades  comprise  a  rather  wide  range,  while 
odd  lots  of  other  grades  are  often  delivered.  A  more  important  point 
is  that  contracts  are  purchased  in  great  numbers  before  the  crop  is 
gathered,  and  that  on  account  of  changes  in  weather  the  general 
character  of  a  crop,  and  consequently  of  the  surplus  grades,  may 
prove  entirely  different  from  what  was  expected  at  the  time  contracts 
were  purchased. 

EFFECT  OF  ERRORS  IN   DIFFERENCES  ON   SELLERS  OF  CONTRACTS. 

While  buyers  of  future  contracts  are  thus  very  likely  to  suffer  loss 
through  errors  in  contract  differences,  sellers  of  contracts,  on  the 
other  hand,  often  profit  by  just  such  errors.  Although  errors  may  be 
such  as  relatively  to  undervalue  certain  grades,  the  option  of  the 
seller  as  to  the  grades  which  he  will  deliver  generally  enables  him 
to  avoid  delivery  of  such  undervalued  grades.  Usually  there  will  be 
some  grades  which  are  overvalued,  and  these,  if  available,  he  can 
deliver  at  an  abnormal  profit.  Again,  if  he  has  sold  his  contracts 
short  when  he  had  no  cotton  on  hand,  and  with  the  intention  of  buy- 
ing in  other  contracts  later,  the  seller  will  also  usually  profit  by  errors 
in  differences,  since,  as  just  shown,  the  tendency  of  such  errors  in  most 
cases  is  to  depress  the  contract  price,  thus  enabling  him  to  buy  in  a 
contract  on  more  favorable  terms.  Similarly,  a  cotton  merchant  who 
sells  a  contract  as  a  hedge  instead  of  as  a  speculation  usually  profits 
by  errors  in  differences.  Thus,  if  the  contract  price  declines  more 
rapidly  than  the  spot  price,  as  it  ordinarily  will  do  if  the  contract 
differences  are  incorrect,  such  a  hedging  merchant  can  sell  his  actual 
cotton  in  the  spot  market  and  buy  in  his  hedge  contract  at  an  undue 
profit.  The  fact  that  some  merchants  have  thus  reaped  excessive 
profits  as  a  result  of  errors  in  differences  probably  goes  far  to  explain 
tlieir  preference  for  the  fixed-difference  system. 
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Short  sellers  of  contracts  might,  of  course,  be  injured  if  the  mar- 
gin between  the  spot  and  the  contract  price,  instead  of  thus  widening, 
were  to  be  reduced,  or  if  the  contract  price  were  to  rise  above  the  spot 
price,  since  in  such  cases  they  would,  on  covering  their  short  sales,  be 
compelled  to  pay  a  relative  advance  for  contracts.  As  just  shown,  how- 
ever, the  usual  tendency  of  errors  in  differences,  starting  with  a  nor- 
mal margin,  is  to  increase  the  discount  in  the  contract  price.  After 
the  contract  price  has  reached  an  abnormal  discount  c(»nmercial  dif- 
ferences may,  of  course,  so  change  that  this  discount  will  be  reduced. 
In  that  case  the  seller  of  contracts  may  be  injured,  and  probably  will 
be  injured,  if  he  has  sold  short  without  having  cotton  on  hand.  The 
very  fact,  however,  that  the  discount  is  abnormally  large  puts  sellers 
on  guard.  Moreover,  if  the  seller,  instead  of  speculating,  is  a  hedging 
merchant  who  has  cotton  against  which  he  has  sold  contracts,  he  may 
still  very  materially  limit  his  loss,  since,  instead  of  bujdng  in  ccm- 
tracts  at  the  advanced  price  to  cover  those  previously  sold,  he  can  de- 
liver the  actual  cotton  on  them.  In  making  such  delivery,  it  is  true, 
he  may,  unless  he  is  able  to  deliver  middling  cotton  itself,  be 
forced  to  accept  differences  which  undervalue  his  cotton  as  com- 
pared with  the  commercial  differences  existing  when  the  delivery  is 
made.  However,  it  is  probable  that  out  of  the  wide  range  of  grades 
tenderable  on  contract  the  seller  will  be  able  to  select  some  grade 
which  will  not  thus  be  undervalued  by  the  fixed  differences,  or  which 
will  be  undervalued  much  less  than  other  grades,  so  that  he  can  avoid 
or  limit  his  loss. 

It  is  clear,  therefore,  that  the  buyer  of  a  basis  contract  under  the 
periodic-difference  system  is  compelled  to  bear  a  risk  enormously 
greater  than  that  borne  by  the  seller.  However,  aside  from  the  ques- 
tion as  to  whether  the  buyer  or  the  seller  is  more  frequently  injured, 
disturbances  in  the  margin  between  the  contract  price  and  the  spot 
price  which  result  from  errors  in  differences  obviously  make  oper- 
ations in  the  future  market  correspondingly  more  hazardous.  It  can 
not  be  disputed  that  any  avoidable  disturbances  of  this  margin  are 
clearly  an  evil. 

HEAVY   LOSSES  DUE  TO   NEW   YORK   REVISION   OF   NOVEMBER,   1906. 

A  striking  instance  of  the  effect  of  the  fixed-difference  system 
of  the  New  York  Cotton  Exchange  upon  certain  classes  of  opera- 
tors occurred  in  the  season  of  1906-7.  This  instance  illustrates 
the  evils  which  may  occur  under  periodic  differences.  Near  the 
close  of  September,  1906,  there  was  a  terrific  Gulf  storm  which 
caused  immense  damage  to  cotton  over  a  large  area  of  the  cotton  belt. 
The  result  was  an  abnormal  proportion  of  low  grades.  Commercial 
differences  widened  sharply ;  that  is,  the  price  of  the  low  grades  fell 
reJatively  to  that  of  middling  and  the  price  of  high  grades  advanced 


relatively  to  middling.  The  cotton  trade  looked  to  the  revision  com- 
mittee of  the.New  York  Cotton  Exchange  to  increase  differences  at 
its  November  meeting  in  accordance  with  this  widening  of  the  actual 
or  commercial  differences,  and  particularly  on  low  grades,  since  it  was 
at  once  appreciated  that  these  would  be  the  grades  chiefly  delivered 
on  oontract  in  that  season. 

Instead  of  widening  differences  on  low  grades  sufficiently  to  con- 
form to  the  commercial  differences,  the  revision  committee  of  the  New 
York  Cotton  Exchange  made  only  a  slight  change  in  differences  for 
these  grades.  Thus,  the  difference  off  middling  for  low  middling  was 
increased  only  from  0.88  cent  to  0.50  cent,  although  the  difference  off 
for  this  grade  in  several  leading  markets  in  the  South  was  1  cent  or 
more,  and  the  average  difference  in  21  leading  markets  was  0.88  cent. 
In  the  case  of  good  ordinary  cotton  the  New  York  difference  was  in- 
creased only  from  1  cent  to  1.25  cents  off  middling,  although  the  dif- 
ference in  New  Orleans  and  some  other  large  markets  for  this  grade 
was  almost  2  cents,  and  the  average  difference  in  18  markets  was  about 
1.56  c^its.  The  differences  on  middling  in  New  York  for  the  high 
grades  were  increased  more  sharply,  but  this  was  a  matter  of  less  in- 
terest to  the  cotton  trade,  because  it  was  apparent  that  practically  no 
high-grade  cotton  would  be  delivered  on  contract  in  the  season  of 
1906-7. 

The  effect  of  this  improper  revision  was  to  cause  a  severe  decline 
in  the  price  of  future  contracts  and,  consequently,  enormous  losses  to 
holders  of  contracts  in  the  New  York  market.  Those  who  had  bought 
contracts  prior  to  the  revision  with  the  expectation  that  the  revision 
ccxnmittee  would  make  a  proper  change  in  grade  differences  were  con- 
fronted by  the  prospect  that  they  would  be  tendered  low-grade  cotton 
at  the  narrow  differences  thus  fixed  by  the  revision  committee,  or,  in 
other  words,  at  much  above  its  value  in  the  spot  market  relative  to 
middling.  As  a  natural  result  there  was  a  rush  to  sell  out  contracts, 
and  this,  in  connection  with  heavy  short  selling  by  those  who  under- 
stood the  effect  of  this  improper  revision,  sent  the  contract  price  to 
an  abnormal  discount  as  compared  with  the  price  of  spot  middling. 
Throughout  the  year  1906,  before  the  November  revision,  it  is  true, 
the  discount  had  been  greater  than  usual,  but  generally  not  over  60  to 
70  points.  After  this  meeting  of  the  revision  committee  on  November 
21  it  increased  rapidly,  until  in  February  it  amounted  to  almost  200 
points.  The  price  of  spot  middling  on  February  1, 1907,  was  11  cents, 
while  that  of  future  contracts  maturing  in  February  was  only  9.04 
cents. 

Many  of  the  victims  of  this  disturbance  of  the  parity  were  specu- 
lators, and  for  this  reason  the  matter  has  been  lightly  dismissed  by 
sraae.  Without  commenting  upon  the  injustice  of  this  argument,  it 
is  important  to  emphasize  that  the  losses  resulting  from  the  increa^ 
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in  the  margin  between  the  spot  and  the  contract  price  as  a  result  of 
this  improper  revision  fell  also  very  heavily  upon  cotton  merchants 
who,  instead  of  speculating,  had  purchased  contracts  in  the  New  York 
market  as  hedges  for  the  very  purpose  of  avoiding  speculation  in  their 
transactions  in  spot  cotton.  Instead  of  thus  escaping  speculative 
risks,  such  merchants  found  that  they  had  lost  enormously  because  of 
such  hedges.  Their  hedges  proved  to  be  worse  than  no  hedge  at  all. 
The  losses  of  cotton  merchants  thus  using  the  New  York  market 
for  hedging  purposes  reached  in  the  aggregate  many  millions  of  dol- 
lars. Several  failures  in  the  cotton  trade  were  attributed  directly, 
and  apparently  with  justice,  to  this  improper  revision.  It  is  true  that 
many  of  these  cotton  merchants  had  committed  themselves,  in  con- 
tracts with  spinners,  to  the  delivery  of  high-grade  cotton  at  about  the 
usual  differences  on  middling,  and  were  compelled  to  pay  very  un- 
usual premiums  for  these  grades  when  they  later  attempted  to  buy 
them  in  the  open  market.  The  fact  that  losses  of  this  sort  were  heavy, 
however,  by  no  means  changes  the  fact  that  losses  on  hedges  alone 
were  extremely  severe;  and  it  is,  of  course,  no  defense  of  the  action 
of  the  revision  committee. 

ALLEGED  CONSPlItdVCY  IN   THE  NEW   YORK  REVISION   OF  NOVEMBER,  1906. 

This  revision  of  November,  1906,  and  its  consequent  losses,  caused 
intensely  bitter  feeling  in  the  cotton  trade.  Dissatisfaction  was 
aggravated  because  of  a  well-founded  belief  that  some  members  of 
the  revision  committee  were  short  of  the  market  at  the  time  the  re- 
vision was  made  and  thus  reaped  heavy  profits  from  the  subsequent 
fall  in  the  contract  price,  and  that  others  were  carrying  considerable 
stocks  of  low-grade  cotton  which  they  could,  by  reason  of  the  unduly 
narrow  differences  off  for  such  grades,  deliver  on  contracts  at  an  over- 
valuation. Charges  were  freely  made  that  members  of  the  revision 
committee  had  deliberately  abused  their  trust  and  had,  in  their  own 
interest,  established  differences  which  they  knew  to  be  false. 

Several  members  of  the  committee  admitted  that  they  were  short 
of  the  New  York  market  or  were  carrying  cotton  at  the  time  of  the 
revision.  Undoubtedly  such  members  made  large  profits  as  a  result. 
Most  of  these  members  contended  that  this  did  not  influence  their 
votes.  Others  admitted  that  in  their  opinion  it  was  practically  im- 
possible for  members  of  a  revision  committee  who  were  extensively 
interested  in  the  market  to  avoid  being  influenced  by  personal  con- 
siderations. 

Several  members  of  the  committee  were  opposed  to  any  revision 
whatever,  and,  although  in  a  minority,  they  succeeded  in  preventing 
a  proper  revision.  Those  members  who  opposed  a  wider  revision,  in 
defending  their  action,  generally  took  the  ground  that  they  believed 
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that  current  reports  of  damage  to  the  crop  were  greatly  exaggerated, 
and  that  they  endeavored  to  establish  differences  which,  taking  into 
account  the  entire  ten  months  intervening  before  the  next  revision 
date,  would  be  fair.  This  defense  only  illustrates  the  inherent  defect 
of  a  system  of  fixing  differences  to  apply  for  months  in  advance.  If 
this  theory  be  adopted,  it  then  is  the  duty  of  a  committee  to  attempt 
to  establish  differences  which  will  conform  not  to  current  but  to  pos- 
sible future  commercial  conditions,  and  the  system  degenerates  into 
mere  guesswork,  which,  as  the  result  in  this  case  proved,  may  be  very 
far  from  the  mark. 

Some  members  attempted  to  excuse  their  action  on  the  ground  that 
the  differences  reported  by  southern  markets  at  the  time  of  revision 
were  incorrect,  but  careful  investigation  shows  that,  although  there 
were  occasional  errors  in  quoting  commercial  differences  in  some  mar- 
kets, there  had  unquestionably  been  a  material  increase  in  differences 
throughout  the  South  generally  prior  to  the  meeting  of  the  committee. 
Others  argued  that  the  character  of  the  crop  was  greatly  injured  by 
weather  conditions  after  the  revision.  While  there  was  unfavorable 
weather  after  the  meeting  took  place,  the  bulk  of  the  crop  had  been 
gathered  at  the  time  the  committee  met,  and  the  known  damage  to 
the  crop  at  that  time,  which  was  reflected  in  spot  prices,  was  so  seri- 
ous as  to  demand  a  much  more  radical  revision  than  was  actually 
made. 

The  New  York  Cotton  Exchange  has  no  standard  by  which  the 
revision  committee  is  required  to  act  in  fixing  differences.  It  is 
therefore  almost  impossible  to  reach  a  definite  conclusion  as  to  the 
justice  of  charges  of  improper  motives  in  this  or  in  other  cases.  It 
is  a  common  occurrence  for  members  of  the  revision  committee  to 
be  short  of  the  market,  so  that  this  fact,  in  itself,  is  no  proof  of  dis- 
honesty. The  investigation  indicates  that  so  far  as  a  majority  of 
the  committee  was  concerned  the  revision  of  November,  1906,  was 
not  the  result  of  intentional  abuse  of  trust.  On  the  other  hand, 
circumstances  point  clearly  to  the  fact  that  certain  members  of  the 
committee  were  influenced  by  considerations  of  personal  profit. 

It  is  proven  beyond  question  that  the  committee  had  the  power 
to  fix  improper  differences;  that  some  members  of  the  committee 
had  very  strong  personal  motives  for  establishing  such  improper 
differences;  and,  further,  that  the  result  of  their  action  did  enable 
them  to  reap  large  profits  just  as  certainly  as  though  they  had  delib- 
erately intended  to  establish  false  differences  for  that  specific  pur- 
pose. While,  therefore,  it  can  not  be  asserted  absolutely  that  the 
action  of  any  members  of  the  committee  was  taken  with  such  delib- 
erate intent,  the  evidence  at  least  condemns  beyond  question  a  system 
which  makes  such  abuse  possible,  and,  indeed,  extremely  probable. 
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OTHER  ALLEGED  ABUSES  OF  POWER  BY  REVISION  COMMITTBES. 

In  the  opinion  of  many  members  of  the  cotton  trade  intentional 
abuse  of  trust  by  revision  committees,  or  at  least  by  individual  mem- 
bers of  such  committees,  has  been  a  common  occurrence  in  New  York. 
Substantially  the  charge  is  that  a  clique  of  New  York  spot  merchants 
have  had  a  predominating  voice  in  the  management  of  the  New  York 
Cotton  Exchange,  and  consequently  in  the  appointment  of  revision 
committees;  and  that  they  have  deliberately  abused  this  power  by 
selling  future  contracts,  and  thereafter  securing  the  establishment 
of  differences  under  which  they  could  deliver  certain  grades  of  cotton 
which  they  had  on  hand,  or  which  they  contemplated  buying  in  the 
South,  at  a  relative  overvaluation,  or  of  differences  which  would  re- 
sult in  forcing  a  decline  in  the  contract  price,  thus  enabling  them  to 
cover  short  sales  at  a  profit.  It  is  alleged  that  certain  spot  interests 
in  New  York  have  thus  systematically  "  milked  "  the  market  and 
have  reaped  enormous  profits. 

Such  charges,  even  if  true,  are  very  difficult  of  proof.  It  is  a  fact 
that  for  several  years  members  of  the  revision  committee  at  New 
York  have  been  drawn  chiefly  from  a  limited  number  of  spot  cotton 
firms,  but  that  any  considerable  number  of  such  firms  have  regularly 
acted  in  concert  to  establish  improper  differences  is  unlikely.  That 
the  system  has  been  abused  occasionally  in  this  manner,  however,  can 
not  be  doubted. 

DISTURBANCES  OF  PARITY  BETWEEN   SPOT  AND  CONTRACT  PRICES  IN  THB 
NEW  YORK  MARKET  A   FREQUENT  OCCURRENCE. 

Defenders  of  the  New  York  fixed-difference  system  have  at- 
tempted to  maintain  that  serious  errors  in  differences  have  been  alto- 
gether exceptional.  This  contention  can  not  be  sustained.  A  detailed 
study  of  conditions  in  the  New  York  market  for  a  series  of  years, 
fully  presented  in  the  body  of  the  report,  shows  that  the  contract  dif- 
ferences of  the  New  York  Cotton  Exchange  have  frequently  been  at 
variance  with  the  commercial  differences  in  southern  markets,  and 
that  this  has  frequently  resulted  in  disturbances  of  the  parity  be- 
tween the  spot  and  the  contract  price.  Furthermore,  such  disturb- 
ances have  been  much  more  marked  since  the  fixed-difference  sys- 
tem was  adopted  than  they  were  before  that  date.  Thus,  from  1880 
to  1888,  when  the  commercial-difference  system  was  employed  at  New 
York,  the  margin  between  the  spot  and  the  contract  price  showed  a 
marked  degree  of  constancy.  During  the  period  from  1888  to  1897, 
when  the  revision  committee  was  required  to  meet  nine  times  a  year — 
although  it  seldom  changed  differences — disturbances  in  the  margin 
were  not  frequent  or  severe  except  in  the  crop  year  1888-89.  During 
most  of  this  period,  however,  prices  of  cotton  were  low  and  the  range 
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of  fluctuation  for  any  given  year  only  moderate,  so  that  errors  in  dif- 
ferences were  small  in  absolute  amount.  From  1897,  when  the  pol- 
icy of  holding  only  two  revision  meetings  yearly  was  begun,  down  to 
the  present  time,  however,  disparities  in  differences  have  frequently 
been  serious,  and  disturbances  of  the  parity  between  the  spot  and  the 
future  price  have  been  not  only  pronounced  but  continuous  over 
rather  long  periods.  Prices  have  ranged  most  of  the  time  much 
higher  than  before,  so  that  commercial  differences  have  been  greater 
in  absolute  amount  and  have  varied  more.  It  has  been  no  uncommon 
thing  during  the  past  ten  years  for  the  margin  between  spot  and  con- 
tract prices  to  exceed  50  or  60  points.  Moreover,  the  margin  has  not 
been  constantly  wide,  but  has  fluctuated  greatly.  This  is  a  very  im- 
portant point.  It  would  be  largely  immaterial  what  the  margin  be- 
tween the  two  prices  was  if  it  were  only  uniform,  since  operators  in 
futures  could  then  allow  for  it ;  but  with  frequent  and  severe  fluctua- 
tions in  the  margin,  such  as  have  occurred  in  recent  years,  a  very  un- 
settling element  is  introduced  into  future  transactions. 

DI8TUBBANCES  OF  MARGIN  LESS  SEVERE  UNDER  COMMERCIAL-DIFFERENGB 

SYSTEM. 

These  disturbances  in  the  normal  parity  between  the  spot  and  con- 
tract prices  at  New  York  have  been  largely  attributable  to  the  fixed- 
difference  system.  This  is  indicated  by  the  fact  that  in  the  New 
Orleans  market,  where  commercial  differences  are  applied  in  settle- 
ment of  future  contracts,  disturbances  of  that  parity  have  been  much 
less  frequent  and  much  less  severe,  as  appears  from  detailed  statistics 
covering  many  years. 

The  New  Orleans  system,  to  be  sure,  has  by  no  means  worked  with 
perfection.  There  have  been  temporary  errors  of  moderate  amount 
in  quoting  commercial  differences,  and  these  have  resulted  in  tem- 
porary disturbances  in  the  margin  between  the  contract  and  the  spot 
price.  It  has,  however,  been  possible  to  rectify  these  errors  promptly, 
so  that  the  extent  and  duration  of  the  disturbances  have  been  limited. 
Thus,  in  the  season  of  1906-7,  the  margin  in  New  Orleans  over  several 
weeks  exceeded  50  points,  but  the  vigorous  complaint  which  followed 
soon  brought  a  reestablishment  of  proper  differences,  and  the  normal 
margin  was  restored.  Still  later,  in  1907,  the  contract  price  was  again 
considerably  out  of  line  with  the  spot  price,  but  this  error  was  speedily 
corrected. 

During  the  past  few  months  the  margin  between  the  spot  price  and 
the  price  of  current  contracts  in  the  New  Orleans  market  has  also 
been  very  wide,  at  times  exceeding  70  points.  Such  an  abnormal 
discount  has  continued  for  a  considerable  time.  The  Bureau  has 
^ot  made  an  exhaustive  investigation  of  this  very  recent  disturbance 
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in  the  New  Orleans  market,  but  apparently  differences  off  for  some 
low  grades  were  too  narrow.  Some  exceptional  conditions  have,  how- 
ever, also  recently  been  in  operation. 

A  particular  complaint  against  the  New  Orleans  market  is  that, 
instead  of  going  to  an  abnormal  discount,  the  contract  price  has 
rather  frequently  gone  to  a  premium  over  the  spot  price.  It  is  al- 
leged by  some  that  this  is  due  to  a  tendency  to  undervalue  cotton  de- 
livered on  future  contracts  by  means  of  improper  grade  differences 
and  by  means  of  an  unduly  rigid  classification.  While  this  cause  has 
perhaps  contributed,  the  occasional  premiums  in  the  contract  price 
are  apparently  due  in  larger  measure  to  the  fact  that  the  contract 
market  in  New  Orleans  is  much  narrower  than  in  New  York,  and 
more  susceptible  to  squeezes.  On  the  whole,  statistics  show  clearly 
that  the  New  Orleans  system  has  resulted  in  maintaining  a  much  more 
nearly  uniform  parity  between  spot  and  contract  prices  than  has  been 
maintained  in  New  York  under  the  fixed-difference  system.  More- 
over, as  already  stated,  in  the  New  York  market  itself  the  parity  be- 
tween the  two  prices  was  well  maintained  from  1880  to  1888,  when 
commercial  differences  were  employed  there. 

EFFECT  OF  ERRORS  IN  DIFFERENCES  ON  STOCK  OF  COTTON  AT  NEW  YORK. 

There  has  been  considerable  controyersy  with  regard  to  the  effect 
of  the  fixed-difference  system  of  the'  New  York  Cotton  Exchange 
upon  the  quality  and  the  quantity  of  the  stock  of  cotton  in  the  New 
York  market.  Some  opponents  of  the  fixed-difference  system  as- 
sert that  differences  have  intentionally  been  made  erroneous  at  times, 
with  consequent  overvaluation  of  certain  grades,  for  the  purpose  of 
attracting  such  grades  to  New  York  and  of  maintaining  a  stock  there 
as  a  reserve  against  future  contracts.  Some  defenders  of  the  system 
practically  admit  this,  but  argue  that  only  by  such  overvaluation  of 
grades  can  a  stock  of  cotton  be  maintained  at  New  York.  Opponents 
of  the  system  argue  that  errors  in  differences  tend  to  render  the  stock 
at  New  York  unsatisfactory  in  character  by  attracting  thither  only 
the  surplus  or  temporarily  undesirable  grades.  Some  such  opponents 
of  the  system  maintain  that  under  a  proper  method  of  establishing 
differences  New  York  would  secure  a  much  better  assortment  of 
grades.  Defenders  of  the  system,  however,  claim  that  New  York  is 
naturally  a  carrying  market  for  surplus  grades  rather  than  a  market 
for  grades  currently  in  demand,  and  that  consequently  it  can  expect 
to  receive,  under  any  conditions,  only  those  grades  which  for  the  time 
being  are  not  in  active  demand  by  spinners. 

The  New  York  market  must,  of  course,  if  it  is  to  exist  at  all, 
carry  some  reserve  of  actual  cotton  as  a  protection  against  sales  of 
contracts.  Otherwise  the  market  might  easily  be  "cornered''  be- 
cause of  its  distance  from  the  cotton  belt.    Years  ago  New  York  was 
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a  broad  spot-cotton  market  where  large  quantities  of  the  various 
grades  were  received  and  resold  to  spinners.  In  recent  years,  how- 
ever, the  great  bulk  of  cotton  consumed  by  spinners  has  been  shipped 
directly  to  them  from  the  cotton  belt  instead  of  being  sent  first  to 
cotton  merchants  in  New  York.  Whereas  in  the  early  seventies  the 
spot  business  at  New  York  amounted  to  roughly  500,000  bales  yearly, 
or,  say,  15  per  cent  of  the  crop,  in  recent  years  it  has  rarely  amounted 
to  200,000  bales,  or  to  -2  per  cent  of  an  average  crop.  This  great 
shrinkage,  both  relative  and  absolute,  in  the  volume  of  spot  trans- 
actions in  the  New  York  market  is  a  source  of  great  concern  to  oper- 
ators in  futures. 

That  overvaluing  contract  differences  have  actually  been  established 
by  the  New  York  Cotton  Exchange  has  already  been  shown.  Whether 
such  overvaluation  has  been  intentional,  for  the  purpose  of  attract- 
ing a  stock  of  cotton,  can  not  be  definitely  proved.  In  any  event, 
the  question  arises  whether  such  artificial  differences  actually  tend  to 
attract  a  stock  of  cotton  to  the  New  York  market.  The  natural 
effect  of  errors  in  differences  which  overvalue  certain  contract  grades 
is  to  bring  about  a  discount  in  the  contract  price  itself  sufiicient  to  off- 
set such  errors.  If  this  readjustment  of  the  contract  price  were 
instantaneous,  any  attempt  to  use  false  differences  thus  to  build  up 
a  stock  of  spot  cotton  at  New  York  would  at  once  defeat  its  pur- 
pose. Such  readjustment  of  'he  contract  price  is  not  immediate, 
however,  but  is  often  delayed  by  cross  currents  of  speculation,  such, 
for  instance,  as  the  "  covering  "  purchases  of  short  interests.  Dur- 
ing the  period  of  such  readjustment,  therefore,  there  is  an  opportu- 
nity to  deliver  cotton  on  contract  at  New  York  at  an  undue  profit. 
To  this  extent  the  establishment  of  false  differences  which  overvalue 
certain  grades  may  temporarily  draw  cotton  to  New  York  which 
would  not  otherwise  go  there.  The  tendency  to  attract  cotton  in 
this  way  is,  however,  necessarily  limited  to  short  periods,  since  the 
relative  decline  in  the  contract  price  due  to  erroneous  differences 
must  ultimately  bring  it  about  that  the  net  price,  allowing  for  the 
differences,  does  not  exceed  the  prices  of  similar  grades  in  other 
markets.  Moreover,  such  overvaluing  of  grades  by  means  of  false 
differences  by  its  very  nature  tends  to  attract,  and  has,  in  fact,  at- 
tracted, the  surplus  or  temporarily  undesirable  grades  of  the  crop 
rather  than  a  representative  assortment  of  grades,  and  has  thus 
made  the  New  York  stock  undesirable,  as  a  rule,  to  the  average  spin- 
ner. To  the  extent  that  the  buyer  is  thus  discouraged  from  enter- 
ing the  New  York  market,  that  market  is  unquestionably  narrowed. 
It  is  a  fair  question,  therefore,  whether  the  practice  of  establishing 
improper  differences  in  the  New  York  market  has  not  tended,  on 
the  whole  and  in  the  long  run,  to  keep  cotton  from  going  to  that 
H.  Doc.  912,  60-1 3 
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market  rather  than  to  attract  it  there.  In  any  event,  such  a  policy 
of  overvaluing  differences  is  improper  and  uncommercial.  It  is  an 
attempt  to  establish  arbitrarily  a  price  in  defiance  of  natural  laws. 
The  natural  and  equitable  way  would  be  to  make  the  differences  cor- 
rect and  let  the  basis  contract  price  itself  advance,  if  necessary,  to 
attract  cotton. 

ATTEMPTED  DEFENSES  OF  FIXED  DIFFERENCES. 

In  spite  of  the  arbitrary  character  of  the  fixed-difference  sys- 
tem, the  serious  injury  to  large  numbers  of  operators  which  has  ac- 
companied it,  and  the  danger  of  deliberate  abuse  to  which  it  is  always 
open,  many  operators  in  the  cotton  market,  including  some  southern 
merchants,  contend  that  the  advantages  of  the  system  outweigh  its 
defects.  They  urge  that  it  is  necessary  to  have  a  system  under  which 
differences  can  be  known  for  some  definite  period  in  advance,  on 
the  ground  that  otherwise  a  merchant  can  not  conduct  a  spot-cotton 
business  with  any  reasonable  degree  of  certainty.  The  argument  is 
that  cotton  merchants  usually  operate  on  a  very  narrow  margin  of 
profit — sometimes  not  over  one-eighth  of  a  cent  a  pound — and  that 
it  is  impossible  for  them  to  take  the  risk  that  grade  differences  apply- 
ing on  contract  deliveries  may  be  changed  after  they  enter  into  such 
commitments.  For  instance,  it  is  argued  that  a  cotton  merchant  who 
purchases  a  lot  of  low-grade  cotton  like,  say,  good  ordinary,  in  the 
interior,  and  who  at  once  sells  a  distant  future  contract  against  it  at 
a  time  when  the  difference  for  good  ordinary  is  1  cent  off,  can  not 
afford  to  take  the  risk  that  by  the  time  delivery  is  actually  made  the 
difference  may  have  widened  to  2  cents  off,  since  any  such  reduction 
in  the  delivery  value  of  the  cotton  would  ordinarily  be  far  in  excess  of 
his  anticipated  profit  on  the  transaction.  If,  however,  the  differences 
existing  at  the  time  contracts  are  thus  entered  into  remain  unchanged 
until  actual  delivery,  the  seller,  it  is  argued,  can  calculate  his  profits 
with  absolute  precision.  This  merely  means  that  some  one  else  must 
bear  the  inevitable  and  natural  risk  of  the  market  changes  in  grade 
differences ;  that  is  to  say,  the  supporters  of  this  argument  show  a 
desire  to  reduce  this  part  of  the  business  to  a  "  sure  thing  "  for  the 
seller. 

As  a  corollary  of  the  above  argument,  it  is  urged  that,  by  reason 
of  being  able  thus  to  calculate  their  profits  with  exactness,  merchants 
are  able  to  pay  the  grower  of  cotton  a  higher  price  for  his  product 
than  they  can  when  they  are  obliged  to  take  into  consideration  the 
risk  of  fluctuations  in  grade  differences.  The  contention  is  that,  in 
proportion  as  the  risk  of  the  merchant  is  increased,  he  is  compelled 
to  demand  a  wider  margin  of  compensation  for  such  risk,  and  conse- 
quently to  offer  reduced  prices  to  the  grower. 

In  considering  this  second  point,  it  must  be  l>orne  in  mind  that  if 
the  fixed  contract  differences  are  wrong  the  tendency  is  usually  to 
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send  the  contract  price  itself  to  a  discount  relative  to  the  price  of 
spot  middling  cotton.  In  other  words,  the  risk  of  fluctuations  in 
grade  differences  which  the  seller  thus  escapes  is  thrown  upon  the 
buyer;  but  the  buyer,  in  turn,  endeavors  to  escape  it  by  reducing  his 
bids  for  contracts.  The  certainty  as  to  the  fixed  differences  is  more 
than  offset  by  the  greater  uncertainty  produced  in  the  basis  price  itself 
by  such  differences.  While  occasionally  the  fixed-difference  system 
may  permit  the  cotton  merchant  to  pay  somewhat  higher  prices  for 
spot  cotton  than  he  could  under  commercial  differences,  it  is  certain 
that  this  can  not  be  a  constant  feature  of  that  system.  If  this  were 
the  case,  it  would  mean  that  New  York,  with  its  fixed-difference 
system,  could  regularly  pay  higher  prices  for  cotton  than  New  Or- 
leans, which  in  turn  would  result  in  drawing  practically  all  the  trade 
to  New  York.  That  this  has  by  no  means  happened  is  a  substantial 
refutation  of  the  argument.  Indeed,  it  is  the  firm  belief  of  many 
persons  in  the  cotton  trade  that  the  effect  of  the  fixed-difference 
system  has  been  to  depress  the  price  paid  the  farmer  for  his  cotton, 
instead  of  to  increase  it.    This  matter  will  be  discussed  in  a  later  part. 

FIXED  DIFFERENCES  UNJUST  TO  THE  BUYER. 

The  main  argument  in  favor  of  fixed  differences,  as  above  pre- 
sented, considers  only  the  position  of  the  seller  of  future  contracts. 
The  answer  to  it  is  that,  in  return  for  any  such  additional  security  to 
the  seller,  the  insecurity  of  the  buyer  is  correspondingly  aggravated. 
The  injustice  of  thus  adding  to  the  disadvantage  of  the  buyer  is  all 
the  more  indefensible,  because,  by  the  very  nature  of  a  basis  contract, 
his  disadvantage  is  necessarily  great.  That  a  basis  contract,  in  con- 
nection with  fixed  differences,  throws  the  risk  of  fluctuations  in  gi'ade 
differences  upon  the  buyer  is  apparent.  Advocates  of  the  fixed- 
difference  system  frankly  admit  this,  but  contend  that  it  is  alto- 
gether proper.  Their  argument  is  that  the  buyer  of  any  commodity 
necessarily  takes  the  risk  of  fluctuations  in  its  value  subsequent  to  the 
date  of  purchase.  This  argument  overlooks  the  vitally  important 
distinction  between  a  basis  contract  and  a  specific  contract.  It  is 
unquestionably  true  that  in  ordinary  contracts  for  specific  property, 
such  as  a  piece  of  real  estate,  the  buyer  who  agrees  to  take  such 
property  at  a  future  date  at  a  fixed  price  has  no  just  reason  to  com- 
plain because,  after  he  enters  into  such  a  contract,  its  value  declines. 
It  is  his  business  to  take  the  risk  of  such  subsequent  change  in  value. 
The  argument  that  he  should  take  the  entire  risk  of  change  in  value 
under  a  basis  contract,  however,  by  no  means  follows.  The  option 
of  the  seller,  under  a  basis  contract,  of  tendering  such  grades  as  he 
may  desire  creates  a  fundamental  distinction  between  such  basis  con- 
tract and  a  specific  contract.  The  buyer  is  absolutely  unable  to 
know  with  any  degree  of  certainty  what  grades  of  cotton  he  will 
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be  compelled  to  take.  If,  in  addition,  he  is  compelled  to  take  such 
unspecified  grades  at  arbitrary  values  relative  to  middling,  then  the 
contract  really  assumes  much  of  a  gambling  character.  A  contract 
of  this  sort,  while  extremely  advantageous  to  the  seller,  becomes  for 
the  buyer  almost  a  lottery.  The  seller  not  only  has  the  privilege  of 
selecting  any  grades  which  he  may  desire  to  tender,  without  notifying 
the  buyer  what  they  are,  but  also  has  the  obvious  inducement  to  select 
those  grades  which  it  will  be  of  the  greatest  advantage  to  himself  to 
deliver  and  usually  of  the  greatest  disadvantage  to  the  buyer  to 
receive. 

On  the  other  hand,  the  risk  to  the  seller  of  a  future  contract  under 
a  commercial-difference  system  is  very  much  less  than  defenders  of 
fixed  differences  maintain,  because  of  this  very  option  of  the  seller 
to  select  the  grades  which  he  will  deliver.  It  is  true  that,  where 
commercial  differences  are  applied  on  contract  settlements,  if  the 
seller  has  only  a  single  grade  of  cotton  which  he  expects  to  deliver  on 
a  future  contract,  he  may  incur  an  imexpected  loss  if,  before  the  time 
of  delivery,  the  spot  price  of  that  grade  declines  as  compared  with 
middling  cotton.  Most  cotton  merchants,  however,  handle  large 
numbers  of  grades,  and  most  of  them,  moreover,  do  not  expect  to 
deliver  any  large  part  of  their  cotton  in  settlement  of  future  contracts, 
but  rather  to  sell  it  directly  to  spinners.  It  seldom  happens  that  all 
the  grades  which  the  seller  has  decline  relatively  to  middling.  He 
can  therefore  select  that  grade  or  those  grades  for  delivery  on  his 
future  contract  which  have  not  relatively  declined,  or  those  which 
have  declined  least,  and  can  thus,  in  a  great  majority  of  instances, 
escape  loss  or  materially  limit  his  loss. 

The  option  of  the  seller,  therefore,  makes  his  risk  in  entering  into 
future  contracts  under  a  commercial-difference  system  insignificant 
as  compared  with  the  risk  which,  by  reason  of  that  option,  the  buyer 
must  take  under  a  fixed-difference  system.  The  fixed-difference 
system  is,  therefore,  an  injustice;  and  it  is  no  answer  to  say  that  the 
injustice  is  not  concealed  but  is  known  to  both  parties  to  the  contract. 

CONTENTION  THAT  DIFFERENCES  SHOULD  BE  ABSOLUTELY  PERMANENT. 

To  meet  objections  to  the  fixed-difference  system,  and  particu- 
larly the  danger  that  revision  committees  may  abuse  their  power, 
some  members  of  the  New  York  Cotton  Exchange  who  oppose  the 
commercial-difference  system  have  advocated  the  establishment  of 
permanent  differences  either  of  absolute  amount  or  based  on  per- 
centages. It  is  true  that  intentional  abuse  of  power  by  revision 
committees  would,  under  such  a  system,  be  eliminated.  It  is  con- 
ceded that  there  would  be  nothing  like  a  constant  margin  between 
the  spot  and  the  contract  price,  but  that,  on  the  contrary,  the  margin 
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between  the  two  prices  would  almost  continually  fluctuate  as  a 
result  of  the  adjustment  of  the  contract  price  to  disparities  between 
the  differences  thus  permanently  fixed  and  the  continually  vaiying 
commercial  differences  in  spot  markets.  It  is  urged,  however,  that 
all  interests  would  be  on  an  equal  footing,  so  that  one  operator  could 
forecast  the  probable  effect  of  such  disparities  in  differences  as  well 
as  another.  As  a  matter  of  fact,  this  is  by  no  means  the  case.  In- 
stead, such  a  system  of  permanent  differences  would  almost  cer- 
tainly work  to  the  advantage  of  veteran  operators  of  large  resources, 
and  particularly  to  the  advantage  of  manipulators  of  the  future 
market.  It  would  mean  the  continuation  of  an  extra  element 
of  chance,  whereas  a  proper  system  of  conducting  future  operations 
should  reduce  as  far  as  possible  the  element  of  chance.  Anything 
which  unnecessarily  increases  the  risk,  or  which  unnecessarily  re- 
quires operators  to  consider  more  factors  in  judging  the  probable 
course  of  prices,  unjustly  adds  to  the  natural  advantage  which  a 
few  operators  with  superior  sources  of  information  and  of  superior 
ability  already  have  over  their  competitors.  A  system  of  permanent 
differences  is  particularly  objectionable,  because  it  would  destroy 
the  fimdamental  basis  of  hedging,  which  is  one  of  the  most  useful 
as  well  as  one  of  the  most  legitimate  functions  of  the  future  market. 
Successful  hedging  operations,  as  already  shown,  are  dependent 
upon  a  fairly  constant  parity  between  the  spot  and  the  contract 
price. 

ALLEGED   ABUSES   OF   THE    COMMERCIAL-DIFFERENCE   SYSTEM. 

"While  advocates  of  fixed  differences  admit  that  the  system  has 
been  attended  by  serious  evils,  they  contend  that  these  evils  are  less 
serious  than  those  occurring  under  the  commercial-difference  system. 
In  fact,  they  assert  that  it  is  because  of  the  abuses  attending  the  com- 
mercial-difference system  in  New  York  years  ago  that  the  fixed- 
difference  system  was  adopted.  The  substance  of  such  complaints 
against  commercial  differences  is,  first,  that  the  committees  which 
establish  spot  quotations  or  the  arbitrators  who  apply  the  differences 
on  contract  deliveries  often  are  deceived  by  large  operators  who 
manipulate  prices  of  cotton  in  the  spot  market  so  as  to  bring  about 
improper  differences  to  be  used  in  settlement  of  contracts;  and,  sec- 
ond, that  those  who  establish  or  apply  such  differences  act  from 
motives  of  self-interest  or  are  knowingly  subservient  to  such  large 
operators,  and  still  more  frequently  that  they  are  careless  in  quoting 
the  market.  It  is  asserted  that  abuses  of  this  character  occurred  in 
the  New  York  market  years  ago,  when  the  commercial  difference  sys- 
tem was  in  effect,  and  that  they  still  occur  on  an  extensive  scale  in 
the  New  Orleans  market. 
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An  instance  which  caused  especial  complaint  occurred  in  the  early 
part  of  September,  1907,  when  differences  for  several  low  grades  in 
New  Orleans  were  widened  by  a  half  cent  on  a  single  day,  but  nar- 
rowed by  a  half  cent  three  days  later.  A  change  of  a  half  cent  in 
actual  differences  in  a  day  very  rarely  occurs  in  the  spot  market,  and 
this  widening  of  differences  in  New  Orleans  in  September,  1907,  and 
the  almost  immediate  restoration  of  the  former  differences  were  cited 
as  conclusive  evidence  of  manipulation  or  misquotation.  There  was 
imquestionably  a  serious  error  somewhere.  Whether  there  was 
deliberate  abuse  of  trust,  it  is  impossible  to  say.  Several  other 
instances  of  a  similar  character  are  discussed  in  the  body  of  the 
report.  Few  of  the  specific  complaints  charging  such  abuses  of 
trust  were  found  to  have  any  substantial  foundation,  and  it  can 
scarcely  be  said  that  any  were  conclusively  proved.  The  diflSculty  of 
determining  the  merit  of  such  charges  is,  of  course,  very  great.  One 
thing,  at  least,  is  clear,  namely,  that  errors,  intentional  or  otherwise, 
can  be  at  once  corrected  under  the  New  Orleans  system  and  can  not 
be  so  corrected  under  the  New  Yofk  system. 

The  opportunity  for  improper  establishment  of  differences  under 
the  New  Orleans  system,  whether  through  manipulation  of  the  spot 
market  by  large  operators  or  through  deliberate  abuse  of  power,  or 
carelessness  on  the  part  of  quotation  committees  or  arbitrators,  is, 
in  fact,  narrowly  limited  by  the  very  nature  of  the  system  and  by  the 
rules  under  which  it  is  conducted.  In  the  first  place,  operators  who 
seek  to  manipulate  spot  prices  with  a  view  to  misleading  quotation 
committees  and  arbitrators  are  confronted  by  the  fact  that  there  are 
always  other  operators  in  the  market  whose  interests  are  just  the 
reverse  of  their  own.  Moreover,  even  though  the  market  may  be 
manipulated  to-day,  such  opposing  interests  can  probably  put  an  end 
to  such  manipulation  to-morrow,  and  the  effect  of  such  errors  in  dif- 
ferences may  be  terminated,  since  the  spot  quotations,  which  deter- 
mine the  contract  differences,  are  established  daily. 

In  the  second  place,  if  spot-quotation  committees  or  arbitrators 
make  mistakes  or  intentionally  abuse  their  power,  they  can  effectively 
be  called  to  account.  This  is  possible  because  definite  standards  exist" 
by  which  committees  and  arbitrators  are  bound  to  act.  The  rules 
provide  that  committees  must  quote  actual  prices  as  they  find  them, 
and  any  dealer  can  challenge  the  accuracy  of  such  quotations,  where- 
upon almost  immediate  correction  is  possible.  Similarly,  arbitrators 
are  bound  to  follow  commercial  differences  in  valuing  cotton  deliv- 
ered on  contract.  Under  the  commercial-difference  system,  therefore, 
errors  in  differences,  whether  due  to  manipulation,  to  intentional  mis- 
quotation, or  to  carelessness,  can  be  and  usually  are  very  speedily 
corrected.  In  New  York,  on  the  other  hand,  if  an  improper  revision 
is  made  in  November,  whether  intentionally  or  unintentionally,  the 
differences  established  must  remain  unchanged  for  ten  months. 
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The  practice  of  the  New  Orleans  Cotton  Exchange  also  provides 
numerous  safeguards  against  intentional  abuse  of  power  by  the  quo- 
tation committee.  Members  of  this  committee  are  invanably  chosen 
from  both  buyers  and  sellers  and  not  from  any  single  interest. 
Again,  the  arbitrators  who  apply  the  differences  are  drawn  by  lot. 
They  are  not  furnished  the  names  of  the  parties  interested  in  the  de- 
livery, and  they  are  expressly  forbidden  to  act  upon  any  lot  of  cotton 
in  which  they  are  personally  interested.  Moreover,  appeal  may  be 
taken  from  their  award  to  other  arbitrators  similarly  chosen. 

While  charges  of  intentional  or  unintentional  error  in  the  quotation 
of  the  spot  market  or  in  the  arbitration  of  the  value  of  cotton  in  New 
Orleans  are  beyond  question  exaggerated,  on  the  other  hand  serious 
errors  have  at  times  occurred.  Committees  have  at  times  undoubtedly 
failed  to  exercise  proper  care  in  establishing  quotations.  Owing  to 
the  radically  opposite  views  of  buyers  and  sellers,  dissatisfaction  is 
bound  to  occur  even  if  quotations  were  always  absolutely  accurate; 
but  there  is  undoubtedly  need  of  improvement  in  the  application  of 
the  commercial-difference  system  in-  New  Orleans.  It  can  not  be 
impressed  too  forcibly  upon  those  responsible  for  the  conduct  of  the 
commercial-difference  system  that  complete  and  faithful  performance 
of  their  duties  is  absolutely  necessary.  In  proportion  as  they  neglect 
this  responsibility  they  discredit  the  system. 

FIXED  DIFFERENCES  A  DEFIANCE  OF  COMMERCIAL  PRINCIPLES. 

Aside  from  its  tendency  to  disorganize  the  future  market  and  to 
favor  the  seller  to  the  disadvantage  of  the  buyer,  the  fixed-differ- 
ence system  is  to  be  condemned  on  the  broader  ground  that  it  violates 
fundamental  commercial  principles.  The  underlying  principle  of 
a  basis  middling  contract  undoubtedly  is  that  the  seller,  instead  of 
delivering  middling  cotton  only,  may  deliver  other  grades  in  lieu  of 
middling.  These  other  grades  must,  of  course,  be  delivered  on  some 
basis.  The  natural  basis  unquestionably  is  their  relative  values  com- 
pared with  middling,  at  the  time  of  delivery,  as  established  in  the 
spot  market  under  the  free  working  of  the  law  of  supply  and  demand. 
This  basis  is  historically  the  only  one  originally  contemplated;  it 
has  been  the  only  one  ever  seriously  considered  in  New  Orleans  and 
Liverpool,  the  greatest  spot  markets  of  the  world,  and  it  was  the  only 
one  seriously  considered  in  New  York  for  many  years  after  future 
trading  was  established  therqjf  The  fixed-difference  sj^stem  was 
adopted  at  New  York  only  after  that  market  had  ceased  to  be  one  of 
the  large  spot  markets  of  the  country. 

The  relative  values  of  the  various  grades  of  cotton,  and  therefore 
the  differences  between  those  grades  and  middling,  vary  as  the  result 
of  natural  laws.  This  fluctuation  in  the  differences  is  as  natural  a 
feature  of  the  cotton  market  as  are  fluctuations  in  the  price  of  mid- 
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dling  cotton  itself.  This  being  the  case,  there  is  no  sound  reason  why 
an  exchange  should  arrogate  to  itself  the  power  to  ^'  fix  '^  these  differ- 
ences any  more  than  it  should  assume  to  regulate  or  fix  the  price  of 
middling  cotton  itself.  Any  such  "  fixing  "  of  differences  clearly  is  a 
defiance  of  the  natural  laws  of  trade.  It  is  doubly  objectionable  be- 
cause such  fixing  of  differences  is  left  to  a  committee  of  men  who 
may  be,  and  some  of  whom  usually  are,  heavily  interested  in  the 
future  market,  and  who  thus  are  subjected  to  the  temptation  to  fix 
differences  improperly  in  order  that  they  may  reap  inordinate  gains. 

Even  if  this  question  of  self-interest  could  be  eliminated,  however, 
the  New  York  system  would  be  scarcely  less  objectionable.  In  the 
first  place,  even  when  the  differences  established  by  the  committee  in 
the  first  instance  are  in  accord  with  commercial  differences,  they  are 
almost  certain  to  become  out  of  line  during  the  period,  whether  two 
months  or  ten  months,  before  the  next  revision.  Since  commercial 
differences  are  subject,  under  the  influence  of  supply  and  demand,  to 
constant  change,  there  can  be  no  possible  certainty  that  the  differences 
fixed  on  the  third  Wednesday  of  November,  on  the  basis  of  the  com- 
mercial differences  then  existing,  will  agree  with  the  commercial 
differences  three  months  or  six  months  later.  If  they  do  agree,  it  is 
a  mere  chance.  In  the  second  place,  if  the  committee  attempts  to 
establish  differences,  not  on  the  basis  of  the  commercial  differences  at 
the  time  of  the  revision,  but  on  the  basis  of  an  anticipated  average  of 
differences  for  the  period  covered,  its  action  becomes,  by  the  very 
nature  of  things,  little  more  than  sheer  guesswork.  Furthermore, 
since  the  New  York  revision  committee  is  practically  unfettered  by 
any  restrictions — that  is,  since  there  is  no  established  rule  or  standard 
to  govern  its  action — the  cotton  trade  is  compelled  to  guess  what  the- 
ory the  revision  committee  will  adopt  as  to  its  duty;  and  in  case  it 
is  believed  that  the  committee  will  base  its  action  on  the  probable 
average  commercial  differences  of  the  ensuing  period  rather  than  on 
the  current  differences,  the  trade  must  guess  what  the  committee's 
guess  of  that  average  will  be.  That  a  great  business  like  the  cotton 
business,  affecting,  as  it  does,  millions  of  producers  and  tens  of  mil- 
lions of  consumers,  should  be  conducted  on  the  basis  of  guesswork  is 
preposterous. 

Advocates  of  the  fixed-difference  system,  while  admitting  that 
the  differences  fixed  by  the  New  York  committee  have  often  been  at 
the  time,  or  have  subsequently  becon^,  out  of  line  with  commercial 
differences,  have  advanced  the  argument  that  in  the  long  run  the  ar- 
bitrary differences  of  the  New  York  Cotton  Exchange  have  averaged 
about  the  same  as  the  commercial  differences  in  southern  markets. 
This  argument  means  that  differences  which  may  be  radically  wrong 
to-day  may  prove  to  be  right,  or  to  err  in  the  opposite  direction, 
several  months  later.    This  argument,  even  if  correct,  is  absurd.    The 
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loss  which  one  buyer  of  a  future  contract  suffers  through  having  to 
accept  grades  of  cotton  at  an  overvaluation  or  through  an  increased 
discount  in  the  price  of  his  contract  due  to  such  overvaluation  of 
grades,  is  in  no  way  offset  by  the  gain  of  some  other  operator  due  to 
a  subsequent  readjustment  of  differences  or  to  a  subsequent  reduction 
in  the  discount  in  the  contract  price.  Abnormal  fluctuations  in  the 
relation  of  the  contract  price  to  the  spot  price  are  not  less  disastrous 
even  if  an  average  of  them  happens  to  correspond  with  what  should 
be  the  constant  relation.  Instead,  an  abnormal  increase  in  the  dis- 
count and  a  subsequent  decrease  in  the  discount  are  alike  objection- 
able. The  argument  is  on  a  par  with  that  of  the  humorist  who  con- 
tended that,  although  his  watch  lost  an  hour  one  day  and  gained  an 
hour  the  next,  it  was.  still  a  good  watch  because  it  averaged  correct 
in  the  long  run. 

The  fixed-difference  system  is,  indeed,  a  weak  and  unbusiness- 
like effort  to  evade  the  risk  of  fluctuations  in  grade  differences.  That 
risk  clearly  exists.  It  is  not  met  by  fixing  the  contract  differences, 
since  this  merely  increases  by  that  much  the  risk  of  fluctuations  in 
the  contract  price  itself.  The  adjustment  of  contract  differences  ac- 
cording to  commercial  values  is  not  only  just  and  equitable  in  theory, 
but  tends  to  safeguard  the  interests  of  all  operators  in  the  future 
market,  and  particularly  of  merchants  using  that  market  for  hedging. 
The  arbitrary  fixing  of  differences,  with  the  consequent  readjustment 
of  the  contract  price,  on  the  other  hand,  is  not  only  inequitable  and 
uncommercial  in  theory,  but  extremely  mischievous  in  its  practical 
results. 

NECESSITY   OF   A   RETURN   TO   A    COMMERCIAL   BASIS   IN    THE   NEW   YORK 

MARKET. 

It  is  clearly  incumbent  upon  the  New  York  Cotton  Exchange  to 
readopt  the  commercial-difference  principle,  at  least  in  its  broad  out- 
lines. Whether  the  commercial-difference  system  in  its  entirety,  as 
employed  in  New  Orleans,  should  be  adopted  by  the  New  York 
Cotton  Exchange,  or  whether  some  modification  of  that  system 
should  be  permitted,  is,  however,  an  open  question.  A  rigid  appli- 
cation of  the  commercial-difference  system  would  demand  that 
contract  differences  be  changed  whenever  a  change  occurred  in  com- 
mercial differences,  and,  moreover,  that  they  be  based  upon  spot 
quotations  in  the  delivery  market  itself.  Owing  to  the  narrowness 
of  the  New  York  spot  market,  it  is  impracticable  thus  to  use  the 
New  York  quotations  as  a  basis  for  establishing  contract  differences ; 
consequently.  New  York  must  base  its  revisions  in  the  main  on  the 
differences  prevailing  in  leading  southern  markets.  Again,  the  dis- 
tance of  New  York  from  the  cotton  belt  and  the  fact  that  the  New 
York  market  is  primarily  a  surplus*grade  market  where  cotton  is 


82  COITOX    EXCHANGES— GRADK    DIFFERENCES. 

ordinarily  held  for  some  time  are  factors  which  properly  may  be 
taken  into  account  in  considering  modifications  of  the  commercial- 
difference  system. 

Two  questions,  therefore,  arise:  First,  as  to  the  frequency  with 
which  revisions  shall  be  made,  and,  second,  as  to  the  basis  for  deter- 
mining what  the  actual  commercial  differences  really  are. 

With  respect  to  the  frequency  of  revisions,  it  is  significant  that 
most  of  those  who  oppose  the  present  New  York  system  nevertheless 
assert  that  differences  should  not  be  subject  to  constant  revision,  but 
should  be  changed  only  at  stated  periods. 

A  considerable  portion  of  the  members  of  the  New  York  Cotton 
Exchange  appear  to  favor  a  system  providing  for  not  more  than  three 
or  possibly  four  revisions  each  year.  An  attempt  was  made  in  the 
latter  part  of  1907  to  amend  the  by-laws  of  the  New  York  Cotton 
Exchange  so  that  one  additional  revision  sliould  be  held  in  Decem- 
ber, making  three  in  all  for  the  year.  This  proposed  amendment 
was  lost  on  a  tie  vote.  It  is  unnecessary  to  discuss  suggestions  of  this 
sort,  since  it  is  clear  that  within  a  period  of  a  few  months  it  is  possi- 
ble— ^and,  indeed,  extremely  probable — ^that  disparities  will  occur 
between  differences  thus  fixed  and  the  commercial  differences. 

A  more  practicable  suggestion  is  that  the  revision  committee  shall 
be  required  to  act  monthly.  In  support  of  this  proposition,  it  is  urged 
that  ordinarily  changes  in  commercial  differences  within  a  period  of 
thirty  Jays  arc  unimportant,  and  that  for  so  short  a  period  changes 
can  be  foreseen  with  reasonable  certainty. 

AVliile  recognizing  the  fundamental  propriety  of  settling  contract 
deliveries  on  the  basis  of  strictly  current  commercial  differences,  the 
Bureau  is  disposed  to  the  view  that  a  system  of  revisions  at  least  as 
frequent  as  once  a  month,  all  thmgs  considered,  might  prove  as  nearly 
satisfactory  and  equitable  in  the  case  of  the  New  York  market  as  any 
system  that  could  be  adopted.     It  is  true  that  during  the  period  from 
iVsS  to  1SP7,  when  revision  meetings  were  held  monthly  during  the 
active  part  of  the  crop  season,  the  system  did  not  give  entire  satisfac- 
tion.    It  is  probable,  however,  that,  in  view  of  the  recent  agitation 
airainst  tlie  action  of  revision  connnittees,  a  return  to  monthly  re- 
vLMons  would  he  followed  bv  more  faithful  work  on  the  part  of  such 
coininiiiees  than  was  stvured  durinir  the  earlier  period.    In  A*^^^^^ 
of  a  return  t<.  niontlilv  revisions,  however,  these  revisions  shodd  be 
held  tliroudioiit  the  erop  vear  and  not  merely  darmg  the  active  sea^^ 
son,  since  previous  experience  has  shown  that  it  is  i"  the  su^ 
months  that  .lisparities  between  the  contract  differences  m  .New  XJ- 
and  ilie  eonur.ereial  differences  in  southern  markets  bAT— 
nuwt  juvnouneed.  , 

With  resjx^ct  to  the  second  question,  i.  c,  the  ^^^^^ 
ing  coniniercial  diiferences,  it  is  probable  that  an  ave    "* 
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quotations  of  several  representative  southern  markets  would  give  rea- 
sonable satisfaction,  particularly  if  allowances  were  made  for  the 
relative  importance  of  these  markets,  and,  more  especially,  for  dis- 
crepancies in  local  standards  of  classification.  The  suggestion  has 
been  made  that  the  New  York  Cotton  Exchange  employ  its  own 
agents  and  station  them  in  the  South  for  the  express  purpose  of  re- 
porting quotations  in  those  markets,  these  experts  to  be  furnished 
with  exact  duplicates  of  the  standard  types  of  the  New  York  Cotton 
Exchange,  so  that  the  prices  which  they  reported  would  always  be 
on  the  New  York  basis  of  classification.  The  differences  reported  by 
such  experts  could  then  be  averaged,  with  some  allowances  for  the 
relative  importance  of  markets,  by  the  New  York  revision  committee. 
Such  a  system  of  determining  differences  seems  altogether  desirable. 
If,  however,  for  any  reason  it  is  impracticable,  a  properly  adjusted 
average  of  the  oflScial  quotations  for  representative  markets  would 
probably  answer  the  purpose. 

It  has  been  argued  that  a  return  to  commercial  differences,  whether 
revised  daily  or  monthly,  would  really  mean  the  destruction  of  the 
New  York  Cotton  Exchange,  on  the  ground  that  the  New  York  mar- 
ket would  be  unable  to  maintain  a  sufficient  stock  of  cotton  as  a 
reserve  against  its  future  business.  It  is  difficult  to  see,  however,  why 
a  return  to  commercial  differences  should  increase  the  difficulty  under 
which  the  New  York  market  already  labors  in  this  respect.  For 
years  the  New  York  Cotton  Exchange  operated  under  a  system  of 
monthly  revisions  in  the  active  part  of  the  season.  Under  that 
system,  despite  some  abuses,  the  New  York  market  transacted  a  large 
business  in  futures  and  as  large  a  business  in  spot  cotton  as  it  trans- 
acts at  present,  and  this  was  at  a  time  when  conditions  in  other  re- 
spects were  not  radically  different  from  those  now  existing.  The 
argiunent  that  a  system  of  monthly  revisions  is  utterly  impracticable 
is  not,  therefore,  supported  by  the  practical  test  of  experience. 

Moreover,  the  effect  of  a  difference  system  upon  the  business  of  the 
New  York  market  alone  is  not  a  proper  basis  for  framing  the  rules 
of  an  exchange.  The  first  consideration  is  that  these  rules  shall  be 
equitable  and  commercial.  If  the  New  York  Cotton  Exchange  can 
not  exist  under  such  rules,  then  it  has  no  right  to  exist  at  all. 
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Department  of  Commerce  and  Labor, 

Office  of  the  Secretary, 

Washington,  May  39^  1908. 
Sir:  I  have  the  honor  to  submit  herewith  a  copy  of  the  letter  of 
submittal  and  summary  of  Parts  II  and  III  of  the  Report  of  the 
Commissioner  of  Corporations  on  Cotton  Exchanges,  said  Part  II 
relating  to  Classification  of  Cotton,  and  Part  III  relating  to  Range 
of  Grades  Deliverable  on  Contract. 

The  body  of  these  two  parts  in  full  is  now  being  printed,  and  copies 
thereof  will  be  transmitted  shortly. 

Very  respectfully,  Oscar  S.  Straus, 

Secretary. 
The  Speaker  of  the  House  of  Representatives, 

Washington,  D,  C. 
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Department  op  Commebce  and  Labor, 

Bureau  of  Corporations, 
WasUngtan,  May  £9,  1908. 
Sir  :  I  have  the  honor  to  submit  herewith  Part  II  and  Part  III  of 
the  report  on  the  operations  of  cotton  exchanges,  made  in  accordance 
with  House  resolution  795,  of  February  4,  1907.  These  parts  deal 
with  cotton-exchange  methods  of  classification  of  cotton  and  with  the 
range  of  contract  grades.  Subsequent  parts  will  take  up  the  effects 
of  exchange  rules  and  other  conditions  upon  the  price. 

METHODS  OF  CLASSIFICATION. 

For  the  purposes  of  delivery  on  future  contracts  cotton  is  classed 
into  a  number  of  grades — 18  in  New  York  and  about  the  same  in  New 
Orleans,  these  two  being  the  only  American  markets  doing  a  future 
business.  The  classification  is  based  chiefly  on  color  and  amount  of 
dirt  and  trash  in  the  cotton.  Many  criticisms  have  been  made  upon 
the  rules  of  classification  in  both  these  exchanges  and  upon  the  way 
in  which  these  rules  have  been  applied.  Many  difficulties  are  in- 
herent; the  classification  of  cotton  will  probably  never  be  an  exact 
science,  but  must  always  depend  more  or  less  upon  the  discretion  of 
experts,  and  be  open  to  honest  differences  of  opinion.  Moreover, 
there  are  no  uniform  standards  of  grades  in  the  cotton  trade.  Grades 
of  the  same  name  in  different  exchanges  differ  considerably  in  quality. 
This  in  itself  causes  much  of  the  difference  of  opinion. 

Badically  different  methods  of  classification  are  employed  in  the 

New  York  and  New  Orleans  exchanges.    The  New  Orleans  system 

is  largely  a  private  affair  between  the  parties,  the  exchange  merely 

furnishing  the  arbitrators.    Each  lot  of  cotton  when  tendered  for 

delivery  is  submitted  to  such  arbitrators,  and  they,  having  before 

them  the  price  differences  "  off "  or  "  on  "  middling  cotton  officially 

quoted  by  the  exchange,  determine  what  differences  shall  be  applied 

respectively  to  the  various  grades  of  cotton  in  the  particular  lot, 

though  ihey  necessarily  determine  also,  as  part  of  this  process,  what 

these  ^;rades  ar^, 

m 


IV  LBTTEB  OF  SUBMITTAL. 

The  New  York  system  is  distinctly  different.  New  York  has  what 
is  called  a  certificated  stock  of  cotton,  and  the  New  York  exchange 
officially  determines,  through  its  classification  committee,  what  cot- 
ton shall  be  admitted  to  that  stock  and  its  grade  therein,  while  the 
inspection  fund  of  the  exchange  is  responsible  to  the  owner  of  such 
cotton  for  mistakes  made  by  the  conmiittee  in  such  classification.  All 
cotton  intended  for  contract  delivery  in  New  York  is  submitted,  upon 
arriving  at  that  port,  to  the  classification  committee.  If  accepted,  a 
certificate  is  issued  setting  forth  its  grades.  This  cotton  thereafter 
is  dealt  in  on  the  basis  of  that  certificate,  unless  the  same  be  changed 
by  reclassification.  The  classification  at  New  York  is  thus  much  more 
closely  bound  up  with  the  exchange  itself,  and  its  effects  are  more 
a  part  of  the  operations  of  the  exchange  than  in  New  Orleans. 

A  number  of  criticisms  have  been  made  against  the  New  York  sys- 
tem as  to  principle.  Thus,  lots  of  cotton  are  certified  as  having  so 
many  bales  of  such  and  such  grades,  but  without  identifying  the 
grades  of  the  individual  bales.  The  result  is  that  when  the  buyer 
receives  a  lot  of  cotton  he  can  not,  from  the  certificate,  sort  it  out  into 
even-running  grades,  because  he  has  no  means  of  knowing  which 
bales  belong  to  the  given  grades.  To  sort  it  out  he  must  examine  the 
cotton  itself,  at  considerable  expense  and  delay.  This  increases  the 
reluctance  of  buyers  to  accept  the  actual  delivery  of  cotton  on  future 
contracts. 

Another  criticism  is  that  the  New  York  rules  do  not  provide  for 
the  exclusion  of  extremely  weak  or  "  perished  "  staple  cotton,  as  the 
New  Orleans  system  practically  does.  While  the  New  York  classi- 
fication committee  asserted  that  as  a  matter  of  principle  they  would 
not  admit  perished  staple,  nevertheless,  so  far  as  the  rules  are  con- 
cerned, the  grades  are  determined  chiefly  by  color  and  amount  of 
trash,  and  there  is  no  definite  standard  by  which  weak  or  perished 
staple  can  be  determined  and  excluded,  and  some  such  cotton  has 
actually  been  certificated.  It  seems  probable  that  the  amount  is  not 
large,  but  the  presence  of  any  of  it  is  extremely  objectionable,  owing 
to  the  seller's  option  of  selecting  grades  to  be  delivered.  The  admis- 
sion of  even  a  small  amount  of  such  low  grades  has  a  very  injurious 
effect  in  depressing  disproportionately  the  price  of  future  contracts. 
The  charge,  however,  that  the  New  York  stock  is  the  refuse  accumu- 
lation of  many  years  is  disproved  by  the  fact  that  in  September, 
1904,  the  entire  stock  was  reduced  to  15,600  bales,  of  which  a  con- 
siderable part  was  of  high  grade. 

Criticisms  have  been  made  also  as  to  the  application  of  the  New 
York  system.  There  has  been  considerable  overclassification  or 
overgrading  by  the  New  York  committee.  This  is  conclusively 
proved  by  the  payments  from  the  insj^ection  fund.  This  fund,  it 
will  be  remembered,  is  used  to  indemnify  the  owners  of  certificated 
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ootUm  for  mistakes  in  grading  by  the  classification  committee.  From 
1890  to  1906,  sixteen  years,  these  payments,  including  the  net  pay- 
ments for  rejections,  averaged  less  than  $1,250  a  year,  a  total  of  less 
than  $20,000,  while  for  the  single  year  ended  April  30,  1908,  under  a 
reform  management,  the  net  total  was  almost  $27,000.  This  great 
increase  in  these  payments  shows  that  the  previous  classification  must 
have  been  far  too  high. 

A  specific  instance  of  deliberate  overgrading  took  place  in  the 
latter  part  of  1906,  when  the  board  of  appeals  of  the  New  York  ex- 
change instructed  the  classification  committee  to  admit  to  the  certifi- 
cated stock  all  cotton  which  passed  the  preliminary  and  informal 
examination  of  the  assistant  inspectors  at  the  dock,  although  the 
same  might  later  have  been  held  rejectable  by  the  classification  com- 
mittee on  its  final  classification.  This  cotton,  thus  forced  in,  was  to 
take  the  lowest  grade  of  the  certificated  stock. 

This  ruling  was  in  direct  conflict  with  the  by-laws  of  the  exchange. 
The  classification  committee  entered  a  protest,  and  even  noted  upon 
certificate  slips  of  such  rejectable  cotton,  "  should  have  been  rejected." 
When  the  new  management  of  the  exchange  came  into  office  in  June, 
1907,  this  practice  \^as  stopped. 

A  contrary  criticism  has  been  made  of  the  New  Orleans  exchange, 
to  the  effect  that  there  is  an  undergrading  there,  and  while  the  proof 
of  this  is  not  conclusive  it  is  probable  that  in  certain  cases  it  is  true. 
It  is  quite  likely  that  the  effect  of  the  general  opinion  of  the  exchange 
has  been  to  cause  the  arbitrators  to  be,  consciously  or  unconsciously, 
too  severe  in  their  classification  at  certain  times.  A  number  of 
southern  merchants  have  made  such  assertions  very  vigorously. 

The  Bureau  does  not  consider  the  New  York  system  of  classifying 
and  certificating  cotton,  as  distinguished  from  its  "  fixed-difference  " 
system,  as  wrong  on  general  principle.  Under  the  conditions  sur- 
rounding the  New  York  business  it  is  a  proper  development,  capable 
of  proper  application.  The  principal  difficulties  on  both  exchanges 
have  been  with  the  careless  or  improper  manner  of  applying  their 
rules.  In  regard  to  certain  details,  however,  a  number  of  changes, 
most  of  which  have  already  been  widely  discussed,  seem  desirable. 

The  New  York  rules,  as  well  as  New  Orleans,  should  expressly 
provide  some  method  by  which  extremely  weak  or  perished  staple 
should  be  definitely  excluded  from  the  certificated  stock. 

The  New  York  certificate  of  classification  should  identify  each  in- 
dividual bale  by  grade.  It  is  objected  that  increased  expense  of  han- 
dling and  of  storage  would  result,  but  it  seems  probable  that  this  in- 
creased expense  would  be  no  greater  than  the  expense  now  thrown  on 
the  receiver  of  cotton  in  attempting  to  identify  or  reclassify  a  mixed 
lot  of  bales,  and  such  identification  would  also  greatly  facilitate  the 
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handling  of  certificated  cotton  and  its  segregation  into  even-running 
lots  for  consumption. 

There  should  certainly  be  a  system  of  uniform  grades  throughout 
the  cotton  trade,  if  possible.  It  would  greatly  simplify  the  business 
and  stop  a  number  of  abuses.  The  practical  difficulties  in  the  way  of 
arriving  at  such  a  system  are  considerable,  and  probably  the  best  that 
can  be  done  at  present  is  to  make  a  persistent  effort  to  approach 
gradually  such  an  ideal,  as  near  as  may  be. 

RANOE  OF  CX)NTRACT  GRADES. 

Very  numerous  criticisms  have  also  been  directed  at  the  large 
nuinber  of  grades  now  deliverable  on  future  contracts  on  both  cotton 
exchanges.  It  must  always  be  remembered  that  the  buyer  of  a  future 
contract  has  no  option  as  to  grades.  He  must  take  whatever  the 
seller  chooses  to  deliver  to  him.  There  are  now  18  grades  deliverable 
on  New  York  and  New  Orleans  contract,  covering  a  very  wide  range. 
In  practice  it  frequently  happens  that  deliveries  on  a  single  contract 
embrace  ten  different  grades  and  half  grades,  so  that  lots  thus  deliv- 
ered are  often  greatly  mixed.  This  is  true  both  in  New  Orleans  and 
in  New  York,  though  not  to  so  great  an  extent  in  the  former  place. 

So  far  as  spinners  are  concerned,  the  practical  certainty  of  receiving 
several  different  kinds  of  cotton  on  one  contract  makes  it  impossible 
for  them  to  buy  their  cotton  on  the  exchanges.  The  range  of  quality 
of  cotton  which  can  ordinarily  be  used  by  a  given  spinner  is  extremely 
limited,  owing  to  the  mechanical  restrictions  of  his  mill  and  the 
requirements  of  his  particular  custom.  So  limited,  indeed,  is  this 
spinner's  range  that  it  is  wholly  out  of  the  question  to  so  restrict  the 
range  of  grades  on  exchanges  as  to  make  this  contract  generally 
acceptable  to  spinners  and  still  maintain  a  practical  future  market 
The  spinner  will  probably  always  buy  directly  through  spot  transac- 
tions, although  he  should  be  able  to  use  the  exchange  for  hedging 
purposes. 

It  is  obvious  that  the  more  mixed  a  delivery  is  the  less  desirable  it 
is.  It  has  happened  that  sellers 'of  contracts  have  deliberately 
tendered  lots  of  very  indiscriminate  character  for  the  purpose  of  forc- 
ing the  buyer  to  sell  out  his  contract  rather  than  receive  the  cott<on, 
making  it  possible  for  the  seller  to  buy  in  the  contract  at  a  profit.  The 
present  wide  range  of  deliverable  grades  makes  this  possible. 

On  the  other  hand,  there  must  be  a  considerable  range  of  grades,  as, 
unlike  certain  other  great  staples,  there  is  a  very  wide  range  of  actual 
difference  in  the  quality  of  a  given  crop  of  cotton ;  there  is  also  a  de- 
mand for  most,  if  not  all,  of  these  grades.  This  is  often  expressed  in 
the  phrase  that  '^  the  contract  must  be  broad  enough  to  take  care  of 
the  crop." 
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The  contract  must  also  be  broad  enough  to  induce  general  trading 
thereon,  and  thus  furnish  the  broad  market  necessary  to  fulfill  the 
true  functions  of  an  exchange.  There  is  no  reasonable  obligation, 
however,  to  take  care  of  that  part  of  the  crop  which  is  for  most  pur- 
poses unspinnable,  and  the  admission  of  very  low  grades  of  such  un- 
merchantable or  unspinnable  cotton  into  the  exchange  stocks  creates 
several  evils.  The  effect  of  such  cotton  is  to  depress  the  price  of 
future  contracts,  and  this  tends  to  affect  unfavorably  the  value  of  the 
entire  crop,  the  great  bulk  of  which  is  of  much  better  quality.  It  is 
certainly  wholly  improper  that  a  small  fraction  of  very  low  grade 
cotton  should  be  allowed  on  exchange  contracts  if  it  has  such  effect. 
The  extent  of  this  particular  effect,  however,  will  be  considered  fully 
in  a  later  part.  Secondly,  this  low-grade  cotton  is  the  cause  of  by 
far  the  greater  part  of  the  numerous  difficulties  and  controversies  as 
to  classification  and  the  establishing  of  price  differences  in  both 
markets.  In  the  third  place,  the  producer  is  encouraged  to  grow  and 
pick  a  low  quality  of  cotton. 

Low-middling  clause. — ^The  most  practical  suggestion  for  a  limita- 
tion of  the  present  range  of  grades  is  the  so-called  low-middling 
clause;  that  is,  the  exclusion  of  all  white  cotton  below  the  grade  of 
low  middling,  and  possibly  all  tinged  or  stained  cotton  below  that  in 
value.  The  Bureau  is  strongly  inclined  to  favor  such  a  change;  it 
would  not  only  eliminate  a  number  of  the  lowest  grades  now  deliver- 
able, which  are  objectionable  both  on  account  of  the  controversies  to 
which  they  give  rise  and  on  account  of  their  unfortunate  effect  in 
reducing  the  contract  price,  but  it  would  &lso  tend  to  exclude  sub- 
stantially all  unspinnable  cotton.  It  must  be  remembered  that  the 
amount  of  so-called  unspinnable  cotton,  while  comparatively  small, 
has  a  disproportionate  effect  upon  the  price  of  all  future  contracts, 
so  that  the  benefit  to  the  rest  of  the  crop  by  its  elimination  would 
be  much  greater  than  any  hardship. thereby  created  as  to  this  small 
fraction  of  the  crop. 

As  distinct  from  the  limitation  of  the  present  range  of  tenderable 
grades,  a  number  of  suggestions  have  been  made  for  restricting  de- 
liveries on  single  contracts  within  that  range  so  as  to  make  the  con- 
tract a  more  certain  and  advantageous  one. 

These  suggestions  may  be  commented  on  briefly. 

First.  A  "  specific  "  contract :  It  is  wholly  out  of  the  question  to 
make  the  contract  an  absolutely  specific  one ;  that  is,  to  provide  that 
only  one  particular  grade  shall  be  delivered.  In  view  of  the  fact 
that  future  contracts  are  largely  made  before  the  quality  of  the  crop 
is  known,  very  few  sellers  of  future  contracts  would  dare  to  agree 
to  deliver  any  particular  grade  of  cotton  on  an  exchange  contract, 
owing  to  constant  danger  of  intentional  manipulation  resulting  in 
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corners  and  squeezes.    Such  a  restriction  would  practically  destroy 
the  future  market  by  making  it. very  narrow. 

Second.  That  not  more  than  three  grades  of  cotton  should  be  deliv- 
ered on  any  single  contract.  Tne  Bjp:eau  regards  this  not  only  as 
impracticable,  but  as  having  little  fiCd^roptage  over  the  present  system. 

Third.  To  have  two  contracts,  one  for  the  delivery  of  middling 
cotton  and  above,  and  the  other  for  the  delivery  of  middling  cotton 
and  below.  Such  an  arrangement  would  be  wholly  experimental  and 
its  results  are  not  easy  to  calculate. 

Fourth.  That  all  deliveries  should  be  substantially  "even  run- 
ning;" that  is,  that  on  any  single  contract  only  a  range  of  a  half 
grade  either  way  from  the  medium  grade  tendered  should  be  deliver- 
able, the  seller  having  still  the  option,  however,  of  selecting  sudi 
medium  grade.  It  is  not  believed  that  this  is  entirely  practical,  or 
even  that  it  would  accomplish  the  results  desired,  inasmuch  as  the 
buyer  would  still  be  left  in  great  uncertainty  as  to  what  grades  would 
ultimately  be  delivered.  This  system  also  would  greatly  add  to  the 
difficulties  of  classification  and  the  controversies  arising  therefrom. 

Fifth.  Possibly  a  more  practical  suggestion  is  that  of  a  premium 
for  even-running  deliveries,  to  be  inserted  in  the  contract  itself. 

A  further  and  a  practical  suggestion  is  that  the  seller,  on  the  day 
that  he  issues  notice  of  delivery,  which  in  New  York  is  three  days  and 
in  New  Orleans  five  days  before  the  delivery,  shall  specify  the  grade 
or  grades  of  cotton  which  he  intends  to  deliver.  This  would  give  to 
the  buyer  an  opportunity  to  make  provision  for  disposing  of  it  in  ac- 
cordance with  its  quality. 

It  is  believed  that  by  the  adoption  of  the  low-middling  clause  many 
of  the  difficulties  of  classification  would  be  removed ;  much  of  the  evil 
effect  of  very  low  cotton  on  contract  prices,  as  well  as  the  controver- 
sies as  to  "  differences,"  would  be  eliminated ;  no  real  hardship  would 
be  worked ;  and,  if  a  proper  system  of  differences  were  fairly  applied 
thereto,  with  uniform  and  accurate  classification,  many  of  the  present 
tenable  objections  to  the  business  of  the  exchanges  would  be  removed. 

In  making  these  suggestions  the  various  objections  thereto,  whidi 
have  been  fully  heard,  have  been  carefully  considered,  and  while 
numerous  other  suggested  reforms  have  been  also  considered,  only 
those  have  been  set  forth  here  which  seem  to  merit  serious  attention. 
The  importance  of  the  exchanges  of  New  York  and  New  Orleans  in 
the  cotton  trade,  and  their  unquestioned  effect  on  all  concerned  in  this 
great  industry,  make  it  desirable  that  careful  consideration  be  given 
to  those  lines  of  improvement  which  seem  practical. 
Very  respectfully, 

Herbert  Knox  Smfth, 
Commissioner  of  CorporcUiaM. 

The  PREsmENT. 
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REPORT  OF  THE  COMMISSIONER  OF  CORPORATIONS 
ON  COTTON  EXCHANGES. 


Part  n.— CIASSmCATIOH  OP  COTTOH. 
Part  m— KAHGE  OP  QRADES  DEUVEEABLE  OK  CONTRACT. 


SUMMARY. 

COMPLAINTS  BEGABDING  CLASSIFICATION  OF  COTTON. 

The  classification  of  cotton  has  been  the  source  of  a  great  deal  of 
controversy.  Dissatisfaction  has  been  particularly  pronounced  in 
the  case  of  deliveries  on  future  contracts  of  the  New  York  and  New 
Orleans  cotton  exchanges,  the  only  ^exchanges  in  this  country  where 
a  future  business  is  conducted.  It  is  alleged  that  cotton  intended  for 
delivery  on  contract  in  New  York  has  been  systematically  overgraded, 
and  also  that  a  considerable  amount  of  cotton  has  been  deliverable 
on  contract  there  of  such  an  inferior  and  nondescript  character  as 
really  to  have  no  commercial  rating  whatever.  Complaints  against 
the  New  Orleans  Cotton  Exdiange  are  of  the  opposite  character, 
namely,  that  the  classification  there  has  been  too  severe,  and  that 
cotton  which  was  clearly  adapted  to  ordinary  spinning  purposes 
has  been  rejected  by  arbitrators  when  tendered  on  future  contracts. 

Aside  from  complaints  of  improper  classification  under  the  rules 
of  the  respective  exchanges,  the  absence  of  uniformity  in  the  basis 
of  classification,  not  only  as  between  New  York  and  New  Orleans,  but 
among  southern  spot  markets  generally,  has  been  productive  of 
numerous  controversies. 

DIFFICULTIES  ATTENDING  CLASSIFICATION. 

In  considering  these  complaints  it  should  be  constantly  borne  in 
mind  that  the  classification  of  cotton  is  not,  and  can  not  be,  an  exact 
science.  The  grade  of  a  bale  of  cotton  is  usually  established  from  a 
sample  of  only  a  few  ounces.  Since  a  bale  of  500  pounds  represents 
the  product  of  something  like  2^  acres  of  land,  a  classification  based 
on  80  small  a  sample  may  easily  give  rise  to  serious  controversy. 
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4  COTTON  EXCHANGES — CLASSIFICATION  OP  COTTON, 

The  investigation  has  shown  that  many  extreme  charges  regarding 
the  stock  of  cotton  at  New  York  can  not  be  fully  sustained.  A  pre- 
vailing impression  that  many  thousands  of  bales  of  cotton  in  the  New 
York  market  have  been  carried  for  many  years,  until  the  stock  is  little 
more  than  an  accumulation  of  rubbish,  is  disproved  by  the  fact  that 
the  entire  stock  at  New  York  has  on  several  occasions  in  recent  years 
been  reduced  to  a  very  small  quantity.  Thus,  in  October,  1900,  the 
total  certificated  stock  was  only  a  trifle  over  5,000  bales,  and  as  re- 
cently as  September,  1904,  it  was  only  15,600  bales.  At  the  latter 
date  a  considerable  part  of  the  stock  was  apparently  of  fairly  high 
grade.  Consequently  it  is  certain  that  the  amount  of  very  low  grade 
cotton  carried  over  in  New  York  for  any  considerable  period  of  years 
can  not  be  extremely  large.  On  the  other  hand,  there  is  some  cotton 
which  has  thus  been  carried  over  from  year  to  year.  The  president 
of  the  New  York  Cotton  Exchange,  in  November,  1907,  stated  to  the 
revision  committee  that  some  cotton  had  been  in  the  New  York  stod( 
for  four  years,  and  that  the  reason  it  had  not  been  purchased  for  con- 
sumption was  that  it  was  of  such  poor  quality  as  to  be  undesirable  at 
the  grade  differences  then  existing.  Moreover,  a  considerable  amount 
of  the  cotton  certificated  in  the  season  of  1906-7  was  of  very  poor 
quality.  The  1906-7  crop,  it  may  be  noted,  was  seriously  damaged 
by  unfavorable  weather. 

Since  the  tendency  of  the  New  York  market  is  to  attract  surplus 
grades  of  cotton,  it  follows  that  in  years  when  the  crop  is  of  high 
grade  the  receipts  at  New  York  should  be  mainly  of  high-grade 
cotton,  and  not  invariably  of  low  grades.  This  has  been  the  case. 
Simple  average  figures  compiled  from  the  records  of  the  exchange — 
accepting  for  the  moment  the  classification  of  the  inspection  bureau  as 
correct — indicate  that  for  the  crop  years  from  1890-91  to  1906-7,  in- 
clusive, 40.3  per  cent  of  the  cotton  certificated  was  above  middling  in 
value,  8.2  per  cent  middling  or  the  equivalent  of  middling  in  value, 
and  51.5  per  cent  below  middling  in  value.  These  figures  are  not  con- 
clusive because  the  classification  of  the  New  York  Cotton  Exchange,  as 
shown  below,  can  not  thus  be  accepted  at  its  face  value.  Moreover,  the 
figures  include  reclassifications  as  well  as  original  classifications,  and 
as  a  result  tend  to  exaggerate  the  prevailing  character  of  the  stock  in 
any  given  year.  At  the  same  time  they  are  prima  facie  evidence  that 
the  New  York  stock  has  not  been  composed  exclusively  of  extremely 
low  grades. 

These  figures,  it  should  be  noted,  represent  the  grade  at  the  time 
of  classification.  As  the  season  advances  the  more  desirable  grades  for 
the  time  being  are  removed  for  consumption,  thus  leaving  the  sto(& 

■^posed  mainly  of  the  less  desirable  or  surplus  grades.  Until  re- 
y  the  New  York  Cotton  Exchange  kept  no  records  rfiowing  the 
cter  of  the  certificated  stock  on  hand  at  any  given  date.    In  Ja&- 
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uary,  1907,  howeviOT,  the  exchange  commenced  the  publication  of  sta- 
tistics giving  the  certificated  stock  by  grades.  The  first  statement  in- 
dicated that,  out  of  a  total  stock  of  over  115,000  bales,  not  over  10 
per  cent  would  fall  under  the  designation  of  extremely  low  grade 
cotUm^  say  below  strict  good  ordinary,  assuming  the  classification  to 
have  been  correct  A  similar  statement  for  March  31, 1908,  however, 
showed  that,  out  of  a  total  certificated  stock  of  78,069  bales,  only 
2,200  bales  were  of  the  value  of  middling  and  above.  At  this  time 
there  were  11,512  bales  of  good  ordinary  and  about  10,500  bales 
of  low  middling  tinged  and  middling  stained  cotton.  These  low 
grades,  therefore,  constituted  about  30  per  cent  of  the  total  stock. 
At  the  end  of  April,  1908,  the  total  certificated  stock  had  been  reduced 
to  about  72,000  bales,  of  which  the  grades  of  good  ordinary,  low  mid- 
dling tinged,  and  middling  stained  comprised  about  20,700  bales. 
There  were  32,866  bales  of  strict  good  ordinary,  this  grade  represent- 
ing over  40  per  cent  of  the  total.  There  were  practically  9,500  bales 
of  low  middling.  Only  3,300  bales  of  the  72,000  were  in  grades  above 
low  middling.  The  character  of  the  stock  at  this  time  was,  therefore, 
distinctly  low.  The  season  was,  of  course,  well  advanced,  and  the 
stock  of  better  grades  had  been  heavily  drawn  upon  in  nearly  all 
markets.  It  should  be  repeated,  as  stated  in  Part  I,  that  since  the 
1st  of  January,  1908,  the  New  York  Cotton  Exchange  has  eliminated 
several  of  the  lowest  grades  of  cotton  formerly  recognized  by  its  con- 
tract, and  that,  therefore,  the  stock  at  present,  although  low,  is  never- 
theless better  than  it  would  have  been  if  the  former  contract  limits 
had  remained  in  effect. 

EVmENCE   OF   OVERCLASSIFICATION    AT   NEW   YORK. 

While  extreme  charges  against  the  grading  of  cotton  at  New  York 
have  undoubtedly  exaggerated  actual  conditions,  nevertheless  it  is 
certain  that  serious  overclassification  has  frequently  occurred  in  that 
market.  Members  of  the  New  York  Cotton  Exchange  have  repeat- 
edly asserted  that  the  certificated  stock  includes  no  unmerchantable 
cotton,  and  have  contended  that  this  is  proved  by  the  fact  that  the 
great  bulk  of  cotton  passed  by  the  inspection  bureau  sooner  or  later  is 
shipped  out  of  New  York  for  actual  consumption.  This  argument 
does  not  meet  the  issue.  Practically  no  cotton  is  raised  which  is  not 
merchantable  for  some  purpose  or  other.  This,  however,  does  not 
warrant  including  cotton  in  the  certificated  stock  by  calling  it  of  a 
higher  grade  than  it  actually  is.  The  inclusion  of  low-grade  cotton, 
if  properly  graded  and  if  properly  valued  by  means  of  a  correct  sys- 
tem of  price  "  differences,"  can  be  defended  on  some  grounds,  although 
the  inclusion  of  such  grades  may  not  be  best  for  the  interests  of  the 
trade  as  a  whole.  Overgrading  of  cotton,  however,  is  a  different  mat- 
ter and  clearly  indefensible. 
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The  New  York  system  is  distinctly  different.  New  York  has  what 
is  called  a  certificated  stock  of  cotton,  and  the  New  York  exchange 
officially  determines,  through  its  classification  committee,  what  cot- 
ton shall  be  admitted  to  that  stock  and  its  grade  therein,  while  the 
inspection  fund  of  the  exchange  is  responsible  to  the  owner  of  such 
cotton  for  mistakes  made  by  the  conmiittee  in  such  classification.  All 
cotton  intended  for  contract  delivery  in  New  York  is  submitted,  upon 
arriving  at  that  port,  to  the  classification  committee.  If  accepted,  a 
certificate  is  issued  setting  forth  its  grades.  This  cotton  thereafter 
is  dealt  in  on  the  basis  of  that  certificate,  unless  the  same  be  changed 
by  reclassification.  The  classification  at  New  York  is  thus  much  more 
closely  bound  up  with  the  exchange  itself,  and  its  effects  are  more 
a  part  of  the  operations  of  the  exchange  than  in  New  Orleans. 

A  number  of  criticisms  have  been  made  against,  the  New  York  sys- 
tem as  to  principle.  Thus,  lots  of  cotton  are  certified  as  having  ao 
many  bales  of  such  and  such  grades,  but  without  identifying  the 
grades  of  the  individual  bales.  The  result  is  that  when  the  buyer 
receives  a  lot  of  cotton  he  can  not,  from  the  certificate,  sort  it  out  into 
even-running  grades,  because  he  has  no  means  of  knowing  whidi 
bales  belong  to  the  given  grades.  To  sort  it  out  he  must  examine  the 
cotton  itself,  at  considerable  expense  and  delay.  This  increases  the 
reluctance  of  buyers  to  accept  the  actual  delivery  of  cotton  on  future 
contracts. 

Another  criticism  is  that  the  New  York  rules  do  not  provide  for 
the  exclusion  of  extremely  weak  or  "  perished  "  staple  cotton,  as  the 
New  Orleans  system  practically  does.  AVhile  the  New  York  classi- 
fication committee  asserted  that  as  a  matter  of  principle  they  would 
not  admit  perished  staple,  nevertheless,  so  far  as  the  rules  are  con- 
cerned, the  grades  are  determined  chiefly  by  color  and  amount  of 
trash,  and  there  is  no  definite  standard  by  which  weak  or  perished 
staple  can  be  determined  and  excluded,  and  some  such  cotton  has 
actually  been  certificated.  It  seems  probable  that  the  amount  is  not 
large,  but  the  presence  of  any  of  it  is  extremely  objectionable,  owing 
to  the  seller's  option  of  selecting  grades  to  be  delivered.  The  admis- 
sion of  even  a  small  amount  of  such  low  grades  has  a  very  injurious 
effect  in  depressing  disproportionately  the  price  of  future  contracts. 
The  charge,  however,  that  the  New  York  stock  is  the  refuse  accumu- 
lation of  many  years  is  disproved  by  the  fact  that  in  September, 
1904,  the  entire  stock  was  reduced  to  15,600  bales,  of  which  a  con- 
siderable part  was  of  high  grade. 

Criticisms  have  been  made  also  as  to  the  application  of  the  New 
York  system.  There  has  been  considerable  overclassification  or 
overgrading  by  the  New  York  conmiittee.  This  is  conclusively 
proved  by  the  payments  from  the  inspection  fund.  This  fund,  it 
will  be  remembered,  is  used  to  indenmify  the  owners  of  certificated 
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o&bUm  for  mistakes  in  grading  by  the  classification  committee.  From 
1890  to  1906,  sixteen  years,  these  payments,  including  the  net  pay- 
meats  for  rejections,  averaged  less  than  $1,250  a  year,  a  total  of  less 
than  $20,000,  while  for  the  single  year  ended  April  30, 1908,  under  a 
reform  management,  the  net  total  was  almost  $27,000.  This  great 
increase  in  these  payments  shows  that  the  previous  classification  must 
have  been  far  too  high. 

A  specific  instance  of  deliberate  overgrading  took  place  in  the 
latter  part  of  1906,  when  the  board  of  appeals  of  the  New  York  ex- 
change instructed  the  classification  committee  to  admit  to  the  certifi- 
cated stock  all  cotton  which  passed  the  preliminary  and  informal 
examination  of  the  assistant  inspectors  at  the  dock,  although  the 
same  might  later  have  been  held  rejectable  by  the  classification  com- 
mittee on  its  final  classification.  This  cotton,  thus  forced  in,  was  to 
take  the  lowest  grade  of  the  certificated  stock. 

This  ruling  was  in  direct  conflict  with  the  by-laws  of  the  exchange. 
The  classification  committee  entered  a  protest,  and  even  noted  upon 
certificate  slips  of  such  rejectable  cotton,  "  should  have  been  rejected." 
When  the  new  management  of  the  exchange  came  into  office  in  June, 
1907,  this  practice  was  stopped. 

A  contrary  criticism  has  been  made  of  the  New  Orleans  exchange, 
to  the  effect  that  there  is  an  undergrading  there,  and  while  the  proof 
of  this  is  not  conclusive  it  is  probable  that  in  certain  cases  it  is  true. 
It  is  quite  likely  that  the  effect  of  the  general  opinion  of  the  exchange 
has  been  to  cause  the  arbitrators  to  be,  consciously  or  unconsciously, 
too  severe  in  their  classification  at  certain  times.  A  number  of 
southern  merchants  have  made  such  assertions  very  vigorously. 

The  Bureau  does  not  consider  the  New  York  system  of  classifying 
and  certificating  cotton,  as  distinguished  from  its  "  fixed-difference  " 
system,  as  wrong  on  general  principle.  Under  the  conditions  sur- 
rounding the  New  York  business  it  is  a  proper  development,  capable 
of  proper  application.  The  principal  difficulties  on  both  exchanges 
have  been  with  the  careless  or  improper  manner  of  applying  their 
rules.  In  regard  to  certain  details,  however,  a  number  of  changes, 
most  of  whidi  have  already  been  widely  discussed,  seem  desirable. 

The  New  York  rules,  as  well  as  New  Orleans,  should  expressly 
provide  some  method  by  which  extremely  weak  or  perished  staple 
should  be  definitely  excluded  from  the  certificated  stock. 

The  New  York  certificate  of  classification  should  identify  each  in- 
dividual bale  by  grade.  It  is  objected  that  increased  expense  of  han- 
dling and  of  storage  would  result,  but  it  seems  probable  that  this  in- 
creased expense  would  be  no  greater  than  the  expense  now  thrown  on 
the  receiver  of  cotton  in  attempting  to  identify  or  reclassify  a  mixed 
lot  of  bales,  and  such  identification  would  also  greatly  facilitate  the 
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handling  of  certificated  cotton  and  its  segregation  into  even-running 
lots  for  consumption. 

There  should  certainly  be  a  system  of  uniform  grades  throughout 
the  cotton  trade,  if  possible.  It  would  greatly  simplify  the  business 
and  stop  a  number  of  abuses.  The  practical  difficulties  in  the  way  of 
arriving  at  such  a  system  are  considerable,  and  probably  the  best  that 
can  be  done  at  present  is  to  make  a  persistent  effort  to  approach 
gradually  such  an  ideal,  as  near  as  may  be. 

RANGE  or  CONTRACT  GRADES. 

Very  numerous  criticisms  have  also  been  directed  at  the  large 
nutnber  of  grades  now  deliverable  on  future  contracts  on  both  cotton 
exchanges.  It  must  always  be  remembered  that  the  buyer  of  a  future 
contract  has  no  option  as  to  grades.  He  must  take  whatever  the 
seller  chooses  to  deliver  to  him.  There  are  now  18  grades  deliverable 
on  New  York  and  New  Orleans  contract,  covering  a  very  wide  range. 
In  practice  it  frequently  happens  that  deliveries  on  a  single  contract 
embrace  ten  different  grades  and  half  grades,  so  that  lots  thus  deliv- 
ered are  often  greatly  mixed.  This  is  true  both  in  New  Orleans  and 
in  New  York,  though  not  to  so  great  an  extent  in  the  former  place. 

So  far  as  spinners  are  concerned,  the  practical  certainty  of  receiving 
several  different  kinds  of  cotton  on  one  contract  makes  it  impossible 
for  them  to  buy  their  cotton  on  the  exchanges.  The  range  of  quality 
of  cotton  which  can  ordinarily  be  used  by  a  given  spinner  is  extremely 
limited,  owing  to  the  mechanical  restrictions  of  his  mill  and  the 
requirements  of  his  particular  custom.  So  limited,  indeed,  is  this 
spinner's  range  that  it  is  wholly  out  of  the  question  to  so  restrict  the 
range  of  grades  on  exchanges  as  to  make  this  contract  generally 
acceptable  to  spinners  and  still  maintain  a  practical  future  market. 
The  spinner  will  probably  always  buy  directly  through  spot  transac- 
tions, although  he  should  be  able  to  use  the  exchange  for  hedging 
purposes. 

It  is  obvious  that  the  more  mixed  a  delivery  is  the  less  desirable  it 
is.  It  has  happened  that  sellers  *  of  contracts  have  deliberately 
tendered  lots  of  very  indiscriminate  character  for  the  purpose  of  forc- 
ing the  buyer  to  sell  out  his  contract  rather  than  receive  the  cotton, 
making  it  possible  for  the  seller  to  buy  in  the  contract  at  a  profit.  The 
present  wide  range  of  deliverable  grades  makes  this  possible. 

On  the  other  hand,  there  must  be  a  considerable  range  of  grades,  as, 
unlike  certain  other  great  staples,  there  is  a  very  wide  range  of  actual 
difference  in  the  quality  of  a  given  crop  of  cotton ;  there  is  also  a  de- 
mand for  most,  if  not  all,  of  these  grades.  This  is  often  expressed  in 
the  phrase  that  '^  the  contract  must  be  broad  enough  to  take  care  of 
the  crop." 
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The  contract  must  also  be  broad  enough  to  induce  general  trading 
thereon,  and  thus  furnish  the  broad  market  necessary  to  fulfill  the 
true  functions  of  an  exchange.  There  is  no  reasonable  obligation, 
however,  to  take  care  of  that  part  of  the  crop  which  is  for  most  pur- 
poses unspinnable,  and  the  admission  of  very  low  grades  of  such  un- 
merchantable or  unspinnable  cotton  into  the  exchange  stocks  creates 
several  evils.  The  effect  of  such  cotton  is  to  depress  the  price  of 
future  contracts,  and  this  tends  to  affect  unfavorably  the  value  of  the 
entire  crop,  the  great  bulk  of  which  is  of  much  better  quality.  It  is 
certainly  wholly  improper  that  a  small  fraction  of  very  low  grade 
cotton  ^ould  be  allowed  on  exchange  contracts  if  it  has  such  effect. 
The  extent  of  this  particular  effect,  however,  will  be  considered  fully 
in  a  later  part.  Secondly,  this  low-grade  cotton  is  the  cause  of  by 
far  the  greater  part  of  the  numerous  difficulties  and  controversies  as 
to  classification  and  the  establishing  of  price  differences  in  both 
markets.  In  the  third  place,  the  producer  is  encouraged  to  grow  and 
pick  a  low  quality  of  cotton. 

Low-MiDDLiNG  CLAUSE. — ^Thc  most  practical  suggestion  for  a  limita- 
tion of  the  present  range  of  grades  is  the  so-called  low-middling 
clause;  that  is,  the  exclusion  of  all  white  cotton  below  the  grade  of 
low  middling,  and  possibly  all  tinged  or  stained  cotton  below  that  in 
value.  The  Bureau  is  strongly  inclined  to  favor  such  a  change;  it 
would  not  only  eliminate  a  number  of  the  lowest  grades  now  deliver- 
able, which  are  objectionable  both  on  account  of  the  controversies  to 
which  they  give  rise  and  on  account  of  their  unfortunate  effect  in 
reducing  the  contract  price,  but  it  would  &lso  tend  to  exclude  sub- 
stantially all  unspinnable  cotton.  It  must  be  remembered  that  the 
amount  of  so-called  unspinnable  cotton,  while  comparatively  small, 
has  a  disproportionate  effect  upon  the  price  of  all  future  contracts, 
so  that  the  benefit  to  the  rest  of  the  crop  by  its  elimination  would 
be  much  greater  than  any  hardship. thereby  created  as  to  this  small 
fraction  of  the  crop. 

As  distinct  from  the  limitation  of  the  present  range  of  tenderable 
grades,  a  number  of  suggestions  have  been  made  for  restricting  de- 
liveries on  single  contracts  within  that  range  so  as  to  make  the  con- 
tract a  more  certain  and  advantageous  one. 

These  suggestions  may  be  commented  on  briefly. 

First.  A  "  specific  "  contract :  It  is  wholly  out  of  the  question  to 
make  the  contract  an  absolutely  specific  one;  that  is,  to  provide  that 
only  one  particular  grade  shall  be  delivered.  In  view  of  the  fact 
that  future  contracts  are  largely  made  before  the  quality  of  the  crop 
is  known,  very  few  sellers  of  future  contracts  would  dare  to  agree 
to  deliver  any  particular  grade  of  cotton  on  an  exchange  contract, 
owing  to  constant  danger  of  intentional  manipulation  resulting  in 
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comers  and  squeezes.    Such  a  restriction  would  practically  destroy 
the  future  market  by  making  it. very  narrow. 

Second.  That  not  more  than  three  grades  of  cotton  should  be  deliv- 
ered on  any  single  contract.  Tne  Bjp:eau  regards  this  not  only  as 
impracticable,  but  as  having  little  ficd^aptage  over  the  present  system. 

Third.  To  have  two  contracts,  one  for  the  delivery  of  middling 
cotton  and  above,  and  the  other  for  the  delivery  of  middling  cotton 
and  below.  Such  an  arrangement  would  be  wholly  experimental  and 
its  results  are  not  easy  to  calculate. 

Fourth.  That  all  deliveries  should  be  substantially  "even  run- 
ning;" that  is,  that  on  any  single  contract  only  a  range  of  a  half 
grade  either  way  from  the  medium  grade  tendered  should  be  deliver- 
able, the  seller  having  still  the  option,  however,  of  selecting  sudi 
medium  grade.  It  is  not  believed  that  this  is  entirely  practical,  or 
even  that  it  would  accomplish  the  results  desired,  inasmuch  as  the 
buyer  would  still  be  left  in  great  uncertainty  as  to  what  grades  would 
ultimately  be  delivered.  This  system  also  would  greatly  add  to  the 
difficulties  of  classification  and  the  controversies  arising  therefrom. 

Fifth.  Possibly  a  more  practical  suggestion  is  that  of  a  premium 
for  even-running  deliveries,  to  be  inserted  in  the  contract  itself. 

A  further  and  a  practical  suggestion  is  that  the  seller,  on  the  day 
that  he  issues  notice  of  delivery,  which  in  New  York  is  three  days  and 
in  New  Orleans  five  days  before  the  delivery,  shall  specify  the  grade 
or  grades  of  cotton  which  he  intends  to  deliver.  This  would  give  to 
the  buyer  an  opportunity  to  make  provision  for  disposing  of  it  in  ac- 
cordance with  its  quality. 

It  is  believed  that  by  the  adoption  of  the  low-middling  clause  many 
of  the  difficulties  of  classification  would  be  removed ;  much  of  the  evil 
effect  of  very  low  cotton  on  contract  prices,  as  well  as  the  controver- 
sies as  to  "  differences,"  would  be  eliminated ;  no  real  hardship  would 
be  worked ;  and,  if  a  proper  system  of  differences  were  fairly  applied 
thereto,  with  uniform  and  accurate  classification,  many  of  the  present 
tenable  objections  to  the  business  of  the  exchanges  would  be  removed. 

In  making  these  suggestions  the  various  objections  thereto,  which 
have  been  fully  heard,  have  been  carefully  considered,  and  while 
numerous  other  suggested  reforms  have  been  also  considered,  only 
those  have  been  set  forth  here  which  seem  to  merit  serious  attention. 
The  importance  of  the  exchanges  of  New  York  and  New  Orleans  in 
the  cotton  trade,  and  their  unquestioned  effect  on  all  concerned  in  this 
great  industry,  make  it  desirable  that  careful  consideration  be  given 
to  those  lines  of  improvement  which  seem  practical. 
Very  respectfully, 

Herbert  Knox  SMrrn, 
Commissioner  of  Corporations, 

The  PREsmENT. 
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REPORT  OF  THE  COMMISSIONER  OF  CORPORATIONS 
ON  COTTON  EXCHANGES. 


Part  n.— CIASSIFICATIOH  OP  COTTOH. 
Part  m— KAHQE  OP  QRADES  DEUVEEABLE  OK  CONTRACT. 


SUMMARY. 

COMPLAINTS  BEGABDING  CLASSIFICATION  OF  COTTON. 

The  classification  of  cotton  has  been  the  source  of  a  great  deal  of 
controversy.  Dissatisfaction  has  been  particularly  pronounced  in 
the  case  of  deliveries  on  future  contracts  of  the  New  York  and  New 
Orleans  cotton  exchanges,  the  only  ^exchanges  in  this  country  where 
a  future  business  is  conducted.  It  is  alleged  that  cotton  intended  for 
delivery  on  contract  in  New  York  has  been  systematically  overgraded, 
and  also  that  a  considerable  amount  of  cotton  has  been  deliverable 
on  contract  there  of  such  an  inferior  and  nondescript  character  as 
really  to  have  no  commercial  rating  whatever.  Complaints  against 
the  New  Orleans  Cotton  Exdiange  are  of  the  opposite  character, 
namely,  that  the  classification  there  has  been  too  severe,  and  that 
cotton  which  was  clearly  adapted  to  ordinary  spinning  purposes 
has  been  rejected  by  arbitrators  when  tendered  on  future  contracts. 

Aside  from  complaints  of  improper  classification  under  the  rules 
of  the  respective  exchanges,  the  absence  of  uniformity  in  the  basis 
of  classification,  not  only  as  between  New  York  and  New  Orleans,  but 
among  southern  spot  markets  generally,  has  been  productive  of 
num^x)us  controversies. 

DIFFICULTIES  ATTENDING  CLASSIFICATION. 

In  considering  these  complaints  it  should  be  constantly  borne  in 
mind  that  the  classification  of  cotton  is  not,  and  can  not  be,  an  exact 
science.  The  grade  of  a  bale  of  cotton  is  usually  established  from  a 
sample  of  only  a  few  ounces.  Since  a  bale  of  500  pounds  represents 
the  product  of  something  like  2^  acres  of  land,  a  classification  based 
on  80  small  a  sample  may  easily  give  rise  to  serious  controversy. 
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Furthermore,  considerations  apparently  trifling  may  materially  affect 
the  judgment  of  a  classer,  as,  for  instance,  the  shadow  cast  by  a  pass- 
ing cloud.  The  grading  depends  almost  entirely  upon  the  personal 
judgment  of  the  individual  classers,  among  whom  there  are  certain 
to  be  great  differences  in  skill  and  experience. 

In  the  case  of  complaints  from  spinners,  the  further  consideration 
should  be  kept  in  mind  that  cotton  as  classed  for  contract  delivery  is 
mainly  graded  on  its  superficial  appearance — ^that  is,  its  color  and  the 
amount  of  trash  and  dirt  mixed  with  the  fiber — rather  than  by  the 
length,  strength,  and  general  character  of  the  staple.  The  latter 
considerations  are  exceedingly  important  in  determining  the  spinning 
value  of  the  cotton  as  distinct  from  grade.  They  are,  however,  so 
complex  that  they  are  to  a  large  extent  necessarily  disregarded  in 
classing  cotton  for  delivery  on  exchange  contracts. 

Still  another  source  of  difficulty  is  the  absence  of  a  uniform 
standard  of  grades.  Instead,  there  is  a  great  variety  of  so-called 
standards  in  different  markets,  and,  although  the  standards  of  several 
important  markets  correspond  fairly  closely,  there  is,  on  the  other 
hand,  great  divergence  between  the  standards  of  other  markets. 

The  New  York  Cotton  Exchange  professes  to  have  maintained 
standards  since  1886  substantially  identical  from  year  to  year.  Ap- 
parently no  other  American  exchange  has  done  this.  Many  southern 
exchanges  do  not  regularly  establish  standards  at  all,  while  others, 
including  the  New  Orleans  Cotton  Exchange,  vary  their  types  from 
year  to  year  to  correspond  with  the  character  of  individual  crops. 

METHODS  OF  CLASSIFICATION   IN   NEW  ORLEANS  AND  IN   NEW  YORK. 

In  New  Orleans  the  classification  of  contract  cotton  is  left  to  arbi- 
trators, who  also  adjust  the  price  "  differences  "  for  the  various  grades 
in  the  manner  explained  in  Part  I.  In  fact,  the  classification  of  con- 
tract cotton  in  New  Orleans  is  inseparably  involved  in  the  adjustment 
of  differences.  Although  the  arbitrators  endeavor  to  establish  in 
their  minds  the  grade  of  the  cotton  which  they  arbitrate,  they  do  not 
officially  call  it  by  any  grade  name,  or  make  any  record  of  its  grade; 
they  simply  determine  its  value  relative  to  middling. 

In  New  Orleans  the  samples  submitted  for  arbitration  are  drawn 
in  the  presence  of  both  the  deliverer  and  receiver  or  their  representa- 
tives, the  receiver  having  the  right  to  object  to  or  "  protest "  any  bales 
which  he  considers  below  contract  grade.  Either  party  has  the  right 
of  appeal  to  another  set  of  arbitrators,  also  chosen  by  lot.  The  New 
Orleans  Cotton  Exchange  assumes  no  responsibility  for  classification 
beyond  the  maintenance  of  types  and  the  selection  of  arbitrators. 

The  classification  of  contract  cotton  in  New  York,  on  the  other 
hand,  is  entirely  under  the  official  control  of  the  New  York  Cotton 
Exchange.    The  exchange  has  an  inspection  bureau  which  samples 
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cotton  intended  for  contract  delivery,  establishes  its  grade,  and  issues 
a  certificate  of  grade.  Such  certificate  holds  good  for  a  year,  or 
until  the  cotton  is  shipped  from  the  port  of  New  York,  subject  to  a 
demand  for  reclassification  by  any  holder  not  satisfied  with  the  classi- 
fication as  originally  established.  The  actual  work  of  grading  is 
performed  by  a  classification  committee  consisting  of  five  salaried 
employees  of  the  exchange.  This  committee  receives  the  samples 
drawn  at  the  dock  or  warehouse  by  assistant  inspectors  and  is  sup- 
posed to  grade  these  samples  in  accordance  with  the  established 
standards  of  the  exchange,  of  which  duplicate  sets  known  as  "  work- 
ing types  "  are  kept  in  the  classification  room.  Two  members  of  the 
committee  act  upon  the  set  of  samples  for  each  lot  and  in  case  of 
disagreement  a  third  member  is  called  in.  The  owner  may  appeal, 
in  which  case  the  cotton  must  be  reexamined  by  at  least  four  of  the 
five  members  of  the  committee,  whose  decision  is  final.  When  the 
grade  has  been  established,  the  inspector  in  chief  issues  a  grade  cer- 
tificate showing  the  number  of  bales  of  each  different  grade  in  the  lot 
thus  classed.  The  certificate  does  not,  however,  indicate  the  grade  of 
individual  bales,  so  as  to  identify  each  bale. 

Purchasers  of  cotton  on  contract  in  New  York  must  take  the  cotton 
at  the  grade  thus  established  by  the  classification  committee  and  pay 
the  seller  on  that  basis.  As  just  stated,  however,  the  purchaser  has 
the  right  to  demand  a  new  classification.  If  this  shows  the  cotton  to 
be  of  a  grade  inferior  to  that  originally  given  it  or  below  the  contract 
limit,  the  holder  of  the  certificate  has  a  claim  for  reimbursement 
from  the  inspection  fund  of  the  exchange.  Such  reclassification, 
while  in  the  nature  of  an  appeal,  is  conducted  by  the  classification 
conmiittee  in  the  same  manner  as  the  original  classification.  Since 
at  least  two  members  of  the  committee  were  the  original  classers, 
this  means  that  on  reclassifications,  and  also  on  appeals,  the  grade 
may  be  determined'  in  part  at  least  by  the  classers  who  made  the 
original  award.  Some  objections  urged  against  this  method  are 
discussed  below. 

COMPLAINTS  REGARDING  THE  CHARACTER  OF  THE   NEW  YORK   STOCK. 

Those  who  complain  that  a  large  part  of  the  stock  of  cotton  at 
New  York  is  of  an  unmerchantable  character  usually  charge  that  this 
stock  has  been-  used  for  the  purpose  of  depressing  the  price  of  future 
contracts,  and  indirectly  the  price  of  spot  cotton,  throughout  the 
country.  It  is  alleged  that  the  fear  of  buyers  of  contracts  at  New 
York  that  they  will  have  to  accept  inferior  cotton  on  contract  delivery 
induces  them  to  lower  the  price  which  they  bid  for  contracts.  As  a 
remedy  it  is  contended  that  some  of  the  lowest  grades  should  be  ex- 
cluded from  contract  delivery  altogether.  This  matter  is  referred  to 
later. 
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The  investigation  has  shown  that  many  extreme  charges  r^arding 
the  stock  of  cotton  at  New  York  can  not  be  fnlly  sustained.  A  pre- 
vailing impression  that  many  thousands  of  bales  of  cotton  in  the  New 
York  market  have  been  carried  for  many  years,  until  the  stock  is  little 
mo]*e  than  an  accumulation  of  rubbish,  is  disproved  by  the  fact  that 
the  entire  stock  at  New  York  has  on  several  occasions  in  recent  years 
been  reduced  to  a  very  small  quantity.  Thus,  in  October,  1900,  the 
total  certificated  stock  was  only  a  trifle  over  5,000  bales,  and  as  re- 
cently as  September,  1904,  it  was  only  15,600  bales.  At  the  latter 
date  a  considerable  part  of  the  stock  was  apparently  of  fairly  high 
grade.  Consequently  it  is  certain  that  the  amount  of  very  low  grade 
cotton  carried  over  in  New  York  for  any  considerable  period  of  years 
can  not  be  extremely  large.  On  the  other  hand,  there  is  some  cotton 
which  has  thus  been  carried  over  from  year  to  year.  The  president 
of  the  New  York  Cotton  Exchange,  in  November,  1907,  stated  to  the 
revision  committee  that  some  cotton  had  been  in  the  New  York  stodc 
for  four  years,  and  that  the  reason  it  had  not  been  purchased  for  con- 
sumption was  that  it  was  of  such  poor  quality  as  to  be  undesirable  at 
the  grade  differences  then  existing.  Moreover,  a  considerable  amount 
of  the  cotton  certificated  in  the  season  of  1906-7  was  of  very  poor 
quality.  The  1906-7  crop,  it  may  be  noted,  was  seriously  damaged 
by  unfavorable  weather. 

Since  the  tendency  of  the  New  York  market  is  to  attract  surplus 
grades  of  cotton,  it  follows  that  in  years  when  the  crop  is  of  high 
grade  the  receipts  at  New  York  should  be  mainly  of  high-grade 
cotton,  and  not  invariably  of  low  grades.  This  has  been  the  case. 
Simple  average  figures  compiled  from  the  records  of  the  exchange — 
accepting  for  the  moment  the  classification  of  the  inspection  bureau  as 
correct — indicate  that  for  the  crop  years  from  1890-91  to  1906-7,  in- 
clusive, 40.3  per  cent  of  the  cotton  certificated  was  above  middling  in 
value,  8.2  per  cent  middling  or  the  equivalent  of  middling  in  value, 
and  51.5  per  cent  below  middling  in  value.  These  figures  are  not  con- 
clusive because  the  classification  of  the  New  York  Cotton  Exchange,  as 
shown  below,  can  not  thus  be  accepted  at  its  face  value.  Moreover,  the 
figures  include  reclassifications  as  well  as  original  classifications,  and 
as  a  result  tend  to  exaggerate  the  prevailing  character  of  the  stock  in 
any  given  year.  At  the  same  time  they  are  prima  facie  evidence  that 
the  New  York  stock  has  not  been  composed  exclusively  of  extremely 
low  grades. 

These  figures,  it  should  be  noted,  represent  the  grade  at  the  time 
of  classification.  As  the  season  advances  the  more  desirable  grades  for 
the  time  being  are  removed  for  consumption,  thus  leaving  the  stock 
composed  mainly  of  the  less  desirable  or  surplus  grades.  Until  re- 
cently the  New  York  Cotton  Exchange  kept  no  records  showing  the 
character  of  the  certificated  stock  on  hand  at  any  given  date.    In  Jan- 
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uary,  1907,  howeviOT,  the  exchange  commenced  the  publication  of  sta- 
tistics giving  the  certificated  stock  by  grades.  The  first  statement  in- 
dicated that,  out  of  a  total  stock  of  over  115,000  bales,  not  over  10 
per  cent  would  fall  under  the  designation  of  extremely  low  grade 
cotton,  say  below  strict  good  ordinary,  assuming  the  classification  to 
have  been  correct  A  similar  statement  for  March  31,  1908,  however, 
showed  that,  out  of  a  total  certificated  stock  of  t8,069  bales,  only 
2,200  bales  were  of  tiie  value  of  middling  and  above.  At  this  time 
there  were  11,512  bales  of  good  ordinary  and  about  10,500  bales 
of  low  middling  tinged  and  middling  stained  cotton.  These  low 
grades,  therefore,  constituted  about  30  per  cent  of  the  total  stock. 
At  the  end  of  April,  1908,  the  total  certificated  stock  had  been  reduced 
to  about  72,000  bales,  of  which  the  grades  of  good  ordinary,  low  mid- 
dling tinged,  and  middling  stained  comprised  about  20,700  bales. 
There  were  32,866  bales  of  strict  good  ordinary,  this  grade  represent- 
ing over  40  per  cent  of  tiie  total.  There  were  practically  9,500  bales 
of  low  middling.  Only  3,300  bales  of  the  72,000  were  in  grades  above 
low  middling.  The  character  of  the  stock  at  this  time  was,  therefore, 
distinctly  low.  The  season  was,  of  course,  well  advanced,  and  the 
stock  of  better  grades  had  been  heavily  drawn  upon  in  nearly  all 
markets.  It  should  be  repeated,  as  stated  in  Part  I,  that  since  the 
1st  of  January,  1908,  the  New  York  Cotton  Exchange  has  eliminated 
several  of  the  lowest  grades  of  cotton  formerly  recc^nized  by  its  con- 
tract, and  that,  therefore,  the  stock  at  present,  although  low,  is  never- 
theless better  than  it  would  have  been  if  the  former  contract  limits 
had  remained  in  effect. 

EVIM:NCE   of  OVERCLASSIFICATION    at   new   YORK. 

While  extreme  charges  against  the  grading  of  cotton  at  New  York 
have  undoubtedly  exaggerated  actual  conditions,  nevertheless  it  is 
certain  that  serious  overclassification  has  frequently  occurred  in  that 
market.  Members  of  the  New  York  Cotton  Exchange  have  repeat- 
edly asserted  that  the  certificated  stock  includes  no  unmerchantable 
cotton,  and  have  contended  that  this  is  proved  by  the  fact  that  the 
great  bulk  of  cotton  passed  by  the  inspection  bureau  sooner  or  later  is 
shipped  out  of  New  York  for  actual  consumption.  This  argument 
does  not  meet  the  issue.  Practically  no  cotton  is  raised  which  is  not 
merchantable  for  some  purpose  or  other.  This,  however,  does  not 
warrant  including  cotton  in  the  certificated  stock  by  calling  it  of  a 
higher  grade  than  it  actually  is.  The  inclusion  of  low-grade  cotton, 
if  properly  graded  and  if  properly  valued  by  means  of  a  correct  sys- 
tem of  price  "  differences,"  can  be  defended  on  some  grounds,  although 
the  inclusion  of  such  grades  may  not  be  best  for  the  interests  of  the 
trade  as  a  whole.  Overgrading  of  cotton,  however,  is  a  different  mat- 
ter and  clearly  indefensible. 
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While  charges  of  overgrading  at  New  York  have  been  made  re- 
peatedly, there  is  a  practical  difficulty  in  determining  how  far  they 
are  justified,  particularly  in  the  case  of  cotton  certificated  more  than 
a  year  ago.  It  is  almost  impossible  to  determine  just  what  cotton  has 
been  carried  over  in  the  New  York  stock  from  one  year  to  another. 
Consequently,  complaints  of  overclassification  in  earlier  years  can  not 
be  absolutely  proved  or  disproved  by  physical  inspection.  Again, 
after  cotton  is  shipped  out  for  consumption,  the  samples  are  returned 
by  the  inspection  bureau  to  the  owner^  and  there  is  no  means  of  estab- 
lishing whether  or  not  the  cotton  has  been  overgraded.  The  prepon- 
derance of  testimony,  however,  leaves  no  doubt  that  cotton  has  been 
frequently  and  seriously  overgraded  by  the  inspection  bureau  of  the 
New  York  Cotton  Exchange.  The  inspection  bureau  was  reorgan- 
ized in  June,  1907,  immediately  after  the  election  of  a  new  board  of 
managers,  this  election  having  been  influenced  in  large  measure  by 
the  acute  dissatisfaction  in  the  cotton  trade  over  the  revision  of  No- 
vember, 1906  (fully  discussed  in  Part  I),  and  other  abuse&  The 
present  inspector  in  chief  admitted  that  at  times  prior  to  his  appoint- 
ment samples  submitted  to  the  classification  committee  had  not 
been  drawn  in  accordance  with  the  rules  and  might  not  have  fairly 
represented  the  bales  from  which  they  were  taken.  Several  members 
of  the  exchange,  moreover,  stated  that  the  work  of  the  inspection 
bureau  had  been  at  times  uneven  and  faulty.  Pronounced  and  specific 
complaints  of  overclassification  were  made  by  cotton  merchants  in  the 
South. 

Conclusive  evidence  of  overclassification  of  cotton  at  New  York 
prior  to  the  reorganization  of  the  inspection  bureau  in  1907  is  fur- 
nished by  the  record  of  payments  from  the  inspection  fund.  This  in- 
spection fund  is  derived  from  fees  charged  for  classification.  It  is 
responsible  to  owners  of  cotton  to  indemnify  them  in  case  on  rein- 
spection  the  grade  is  lowered,  or  in  case  cotton  which  had  previously 
been  admitted  to  the  certificated  stock  is  pronounced  unfit  to  remain 
in  that  stock  and  is  consequently  rejected.  If  cotton  on  reclassifica- 
tion were  pronounced  below  the  lowest  grade  tenderable  on  contract, 
the  owner  would  be  paid  for  it  in  cash  on  the  basis  of  the  current 
contract  price,  allowing,  of  course,  for  grade  differences,  plus  a 
penalty,  and  the  inspection  bureau  would  take  this  cotton  and  sell  it 
for  what  it  would  bring  in  the  spot  market. 

The  record  of  payments  from  the  inspection  fund  on  account  of 
claims  for  grade — that  is,  claims  due  to  the  fact  that  cotton  on  re- 
classification was  placed  in  a  lower  grade,  and  consequently  given 
a  lower  value  than  that  accorded  it  on  the  original  classifica- 
tion— for  the  period  from  1890  to  1906  shows  only  three  years  in 
which  the  payments  exceeded  $500,  and  that  the  avera^  yearly  pay- 
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ments  for  this  period  were  under  that  figure.  In  the  fiscal  year 
1891-92  (May,  1891,  to  April,  1892)  such  payments  amounted  to 
about  $2,300,  and  in  the  succeeding  year  to  $2,500,  but  these 
payments  were  unusually  large.  In  the  fiscal  year  ended  April  30, 
1907,  however,  they  increased  sharply,  while  for  the  fiscal  year  ended 
April  30,  1908,  they  amounted  to  almost  $12,000.  The  total  pay- 
ments on  account  of  absolute  rejections  (as  distinct  from  mere  reduc- 
tions in  grade)  from  1890  to  1906  were  less  than  $12,000,  or  an 
average  of  less  than  $750  per  year.  For  the  fiscal  year  ended  April 
30,  1908,  alone  they  amounted  to  almost  $15,000.  These  are  the  net 
payments;  that  is,  the  actual  loss  to  the  inspection  fund  after  credit- 
ing against  the  gross  payment  to  the  owner  of  the  rejected  cotton  the 
amount  realized  by  the  inspection  bureau  from  the  sale  of  such  cotton. 

The  exceedingly  large  payments  from  the  inspection  fund  since 
May  1,  1906,  and  particularly  during  the  year  from  May  1,  1907, 
to  April  30,  1908,  therefore  show  conclusively  that  large  amounts 
of  cotton  must  have  been  seriously  overgraded  on  the  original  classi- 
fication, and  also  that  considerable  cotton  had  been  admitted  to  the 
certificated  stock  which  should  have  been  excluded.  That  the  pay- 
ments from  the  inspection  fund  during  the  earlier  years  were  small, 
on  the  other  hand,  does  not  indicate  that  the  classification  at  that  time 
was  proper.  Instead,  it  probably  means  that  on  reclassification,  as 
well  as  on  the  original  classification,  the  tendency  was  to  overgrade 
the  cotton.  The  large  payments  of  the  fiscal  year  1906-7  were  doubt- 
less partly  due  to  the  peculiarly  low  character  of  the  cotton  that 
year,  which  rendered  classification  difiicult.  But  they  are  also  in  some 
measure  attributable  to  the  pressure  brought  upon  members  of  the 
classification  committee  as  a  result  of  growing  dissatisfaction  on  the 
part  of  members  of  the  exchange  with  the  management.  The  still 
larger  payments  of  1907-8  followed  the  reorganization  of  the  inspec- 
tion bureau,  which  was  a  result  of  the  dissatisfaction  noted,  and  were 
mainly  due  to  the  reclassification  of  cotton  which  was  first  classed 
prior  to  the  reorganization. 

In  connection  with  these  heavy  payments  from  the  inspection 
fund  it  should  be  stated  that  most  of  the  cotton  rejected  during  tlie 
period  mentioned  realized  on  forced  sale  from  8i  to  9  cents  or  more, 
the  average  for  several  hundred  bales  being  8.93  cents.  This  goes  to 
show  that  although  the  cotton  unquestionably  had  been  overgraded, 
it  nevertheless  had  a  conunercial  value. 

IKFEBIOR  COTTON  DELIBERATELY   FORCED   INTO  NEW   YORK   CERTIFICATED 
STOCK  BY  COTTON-EXCHANGE  AUTHORITIES. 

Not  only  has  cotton  really  below  the  standard  prescribed  for  con- 
tract delivery  been  certificated  at  New  York,  but  such  cotton  was  for 
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a  time  virtually  forced  into  the  New  York  stock  in  pursuance  of  a 
ruling  of  the  board  of  appeals  of  the  New  York  Cotton  Exchange, 
one  of  the  highest  committees  of  the  exchange,  and  against  the  judg^ 
ment  of  members  of  the  classification  committee.  This  remarkable 
ruling,  which  was  in  effect  during  part  of  the  season  of  1906-7,  appar- 
ently came  about  in  the  following  manner:  The  assistant  inspectors 
make  a  preliminary  classification  of  the  cotton  at  the  dock  or  ware- 
house ;  but  their  classification,  under  the  rules  of  the  New  York  Cot- 
ton Exchange,  is  not  binding  upon  the  classification  committee,  which 
may  reject  cotton  passed  by  the  assistant  inspectors.  It  had  hap- 
pened, however,  that  during  the  interval  between  the  original  inspec- 
tion at  the  dock  and  the  final  classification  by  the  classification  com- 
mittee, contracts  had  been  sold  against  such  cotton,  and  warehouse 
receipts  specifying  the  weight  but  not  the  grade  had  been  used  as 
collateral  in  obtaining  loans  from  banks;  so  that  the  subsequent  re- 
jection of  certain  bales  in  such  lots  by  the  classification  committee 
caused  considerable  inconvenience.  This  was  the  ostensible  excuse 
for  the  ruling  in  question.  Nevertheless,  the  by-laws  of  the  New  York 
Cotton  Exchange  distinctly  provide  that  no  delivery  of  cotton  shall 
be  considered  complete  until  a  duly  executed  certificate  signed  by  the 
inspector  in  chief  has  been  delivered  to  the  receiver,  such  certificate, 
of  course,  to  be  based  upon  the  decision  of  the  classification  committee. 
In  the  face  of  the  by-laws,  the  board  of  appeals  of  the  New  York 
Cotton  Exchange  ruled  in  the  latter  part  of  1906  that  where  cotton 
which  had  been  passed  by  the  assistant  inspectors  at  the  dock  was  later 
pronounced  by  the  classification  committee  to  be  below  any  deliver- 
able grade,  it  nevertheless  should  be  permitted  to  go  into  the  certifi- 
cated stock,  taking  the  lowest  grade  recognized  by  the  exchange. 
This  arbitrary  ruling  of  the  board  of  appeals  clearly  was  subversive 
of  the  entire  scheme  of  classification,  in  that  it  virtually  made  the 
assistant  inspector  at  the  dock,  instead  of  the  classification  committee, 
the  final  authority  for  the  admission  of  the  cotton  into  the  certificated 
stock. 

Members  of  the  classification  committee,  it  should  be  said,  while 
obeying  this  ruling  of  the  board  of  appeals,  did  so  under  protest  On 
the  grade  slips  for  lots  of  cotton  including  bales  which  in  their 
opinion  were  below  deliverable  grade  members  of  the  committee  noted 
that  fact  These  notations  or  protests  were  usually  in  one  of  the  fol- 
lowing forms: 

One  bale  [or bales]  under  grade;  should  have  been  re- 
jected. Valued  at  lowest  grade  called  for  on  contract  in  accord- 
ance with  decision  rendered  by  board  of  appeals. 

Certificate  issued  under  instructions  from  warehouse  and  de- 
livery committee  at  meeting  held  March  14, 1907. 
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These  protests  were  termed  by  members  of  the  classification  com- 
mittee their  "  declaration  of  independence."    One  member  said: 

The  reason  I  signed  those  slips  with  that  notation  was  to  de- 
fend myself  thereafter  for  calling  cotton  grades  that  I  knew  it 
was  not. 

This  certification  of  cotton  actually  below  tenderable  grade  is  es- 
pecially important  because  it  was  not  due  to  the  carelessness  of  the 
classification  committee,  or  to  the  dishonesty  of  any  individual  em- 
ployee, but  was  the  expression  of  a  deliberate  policy  of  one  of  the 
highest  conunittees  of  the  exchange,  which  should  have  taken  every 
precaution  to  protect  the  integrity  of  the  contract.  It  has  been  argued 
that  although  the  holder  of  a  contract  could  be  forced  to  accept  such 
cotton  he  could  in  turn  retender  it  at  the  false  valuation.  Obviously, 
this  was  no  justification.  On  this  ground  the  board  of  appeals  might 
have  ordered  the  classification  committee  to  certificate  sawdust. 
Again,  it  has  been  argued  that  the  receiver,  if  dissatisfied,  could  make 
claim  upon  the  inspection  fund.  But  there  was  no  ground,  under  this 
ruling,  on  which  the  committee  could  reverse  its  decision.  In  any 
event  the  argument  clearly  is  improper.  The  inspection  fund  was 
intended  to  provide  for  genuine  errors  in  classification  and  not  to 
place  a  premium  on  the  deliberate  certification  of  cotton  clearly  unfit 
for  contract  delivery. 

Members  of  the  New  York  Cotton  Exchange  have  also  attempted  to 
excuse  this  extraordinary  ruling  of  the  board  of  appeals  on  the  ground 
that  only  a  few  hundred  bales  of  rejectable  cotton  were  thus  deliber- 
ately allowed  to  go  into  the  certificated  stock.  They  have  further 
attempted  to  defend  the  classification  of  the  exchange  generally  on 
the  ground  that  the  amount  of  certificated  cotton  which  was  really 
below  tenderable  grade,  or  even  the  amount  which,  although  tender- 
able,  is  of  exceptionally  low  grade,  is  but  a  small  percentage  of  the 
total  certificated  stock.  They  argue  that  the  buyer  of  a  future  con- 
tract would  therefore  be  indifferent  to  the  possibility  of  receiving 
some  of  this  cotton.  This  argument  is  so  absurd  as  hardly  to  call  for 
discussion.  It  would  be  about  as  logical  for  a  man  to  say  that  he 
would  be  willing  to  stand  up  before  a  squad  of  soldiers  to  be  shot  at 
simply  because  only  a  portion  of  the  guns  were  loaded.  Such  cotton 
would  unquestionably  exert  an  influence  upon  the  buyer  out  of  all 
proportion  to  its  actual  amount  relative  to  the  total  stock,  because  he 
must  take  whatever  the  seller  chooses  to  tender  him.  When  the  new 
management  of  the  New  York  Cotton  Exchange  came  into  office,  in 
June,  1907,  this  practice  of  accepting  cotton  under  the  ruling  of  the 
board  of  appeals  was  promptly  stopped. 

This  ruling  of  the  board  of  appeals  has  been  emphasized  because 
it  illustrates  a  more  or  less  general  tendency  of  the  officials  of  the 
H.  Doc.  912,  60-1,  pt  2 2 
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New  York  Cotton  Exchange  to  depart  from  commercial  and  equitable 
principles  in  the  very  fundamentals  of  their  system.  It  may  easily 
be  that  larger  quantities  of  cotton  have  been  improperly  gikded  at 
New  Orleans.  Absolute  integrity  on  the  part  of  all  individuals 
can  not  be  hoped  for.  But  there  is  no  excuse  for  lack  of  int^rity 
in  the  system  itself.  A  large  part  of  the  complaint  regarding  over- 
classification  of  cotton  at  New  York,  however,  is  not  neceesarily 
complaint  against  the  system,  but  rather  against  its  practical  appli- 
cation by  the  classification  committee;  and  the  evils  can  largely  be 
remedied  by  greater  care  and  conscientiousness,  without  change  in  the 
system  itself.  Some  proposals  for  minor  changes  in  the  system  of 
classification  are,  however,  discussed  later. 

An  especial  reason  why  the  New  York  Cotton  Exchange  should 
endeavor  to  maintain  the  integrity  of  its  classification  is  that  under 
the  most  favorable  circumstances  the  stock  at  New  York  is  composed 
largely  of  the  least  desirable  grades  of  the  crop.  The  buyer  of  a  con- 
tract in  New  York  is  at  all  times  under  serious  disadvantage  in  this 
respect,  and  no  effort  should  be  spared  to  prevent  incorrect  or  im- 
proper classification. 

Owing  to  the  recent  elimination  of  several  of  the  lowest  grades  of 
cotton  from  the  deliverable  range  at  New  York  it  seems  reasonable  to 
hope  that  many  of  the  abuses  formerly  charged  against  classification 
in  that  market  will  not  be  repeated.  Efforts  have  already  been  made 
to  secure  more  accurate  grading  of  cotton,  and,  as  the  increased  pay- 
ments from  the  inspection  fund  above  noted  indicate,  such  efforts  have 
met  with  at  least  some  degree  of  success. 

OBJECTIONS  ADVANCED  AGAINST  CERTIFICATE  SYSTEM  IN  PRINCIPML 

Aside  from  complaints  of  overclassification  of  cotton  at  New 
York,  the  certificate  system  itself,  as  employed  in  that  market,  is 
condemned  by  some  as  fundamentally  incorrect  in  principle.  It  is 
argued  that  the  original  owner  of  cotton  who  submits  it  to  the  inspec- 
tion bureau  for  classification  will  naturally  use  every  influence  to  se- 
cure an  overclassification,  and  that  the  buyer  is  not  represented  at  the 
time  of  the  original  classification,  as  he  is  at  New  Orleans.  The  op- 
portunity of  the  buyer  subsequently  to  demand  a  reclassification  is 
considered  an  inadequate  protection  to  him ;  moreover,  if  the  decision 
is  against  him  he  has  to  bear  the  expense.  Another  complaint  is  that 
the  certificate  system  permits  large  operators  to  select  the  most  de- 
sirable certificates  for  sale  to  spinners,  while  leaving  the  most  unde- 
sirable grades  in  the  New  York  stock. 

It  is  further  urged  that  the  delivery  of  cotton  by  certificate  is  too 
easy  and  that  it  tends  to  favor  bearish  manipulation  because  the  seller 
can  deliver  6,000  or  10,000  or  100,000  bales  in  a  moment,  thus  possibly 
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forcmg  buyers  of  limited  resources  to  sell  out  at  a  sacrifice,  whereas 
under  the  New  Orleans  system  he  can  not  deliver  more  cotton  in  a 
day  than  he  can  physically  move  from  a  warehouse. 

There  does  not  appear  to  be  much  weight  to  complaints  against 
the  certificate  system  in  principle.  There  seems  to  be  little  objection 
to  the  system  if  it  is  only  properly  applied.  Indeed,  that  system 
has  some  manifest  advantages,  particularly  in  that  it  tends  to  avoid 
the  expense  and  labor  of  frequent  rehandling  and  resampling  of  cot- 
ton. The  principle  of  leaving  classification  to  a  body  of  salaried 
experts,  if  properly  safeguarded,  also  seems  altogether  unobjection- 
able. 

COMPLAINTS   AGAINST    NEW    ORLEANS   CLASSIFICATION. 

Complaints  against  the  New  Orleans  classification  are  in  substance 
that  cotton  which  was  merchantable  and  properly  tenderable  has  been 
rejected  or  has  been  undergraded.  Such  complaints  were  made  not 
oijy  by  members  of  the  New  York  Cotton  Exchange,  but  by  mer- 
chants in  the  South,  some  of  whom  had  shipped  cotton  to  the  New 
Orleans  market.  While  such  complaints  were  numerous,  most  of 
them  were  vague  and  indefinite ;  few  were  supported  by  tangible  evi- 
dence. One  of  the  most  frequently  cited  of  such  instances  occurred 
in  the  summer  of  1906,  when  a  firm  of  cotton  merchants,  members  of 
the  New  York  Cotton  Exchange,  shipped  approximately  a  thousand 
bales  of  cotton  to  New  Orleans  for  delivery  on  contract.  At  this 
time  there  was  a  rather  severe  comer  in  the  New  Orleans  market. 
Out  of  the  thousand  bales  shipped,  only  a  little  over  five  hundred 
were  accepted;  several  hundred  were  withdrawn  by  the  deliverers 
after  having  been  tentatively  tendered.  The  action  of  the  New 
Orleans  arbitrators  in  this  case  was  sharply  denounced  by  members 
of  the  New  York  Cotton  Exchange  as  showing  bias  in  favor  of  the 
New  Orleans  receivers. 

Careful  investigation  of  this  particular  case  showed  that  the  New 
York  shippers  had  sent  unbroken  certificated  lots,  many  of  which 
included  cotton  which  the  shippers  themselves  knew  was  of  such  low 
grade  that  its  acceptance  in  New  Orleans  was  doubtful.  Further- 
more, the  shippers  admitted  that  approximately  150  bales  of  this 
cotton  which  failed  to  pass  the  New  Orleans  arbitrators  could  not 
be  sold  over  factors'  tables  in  New  Orleans;  in  other  words,  that  it 
could  not  be  sold  in  one  of  the  largest  spot  markets  in  the  world. 

Since  there  was  a  sharp  corner  in  New  Orleans  at  that  time,  it 
would  obviously  have  been  to  the  interest  of  the  receivers  to  prevent 
the  delivery  of  this  cotton,  because  they  could  thus  punish  short  sellers 
the  more  severely.  It  is  possible  therefore  that  arbitrations  in  New 
Orleans  at  this  time  were  too  severe.    In  view  of  the  admissions  of 
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the  shippers  themselves,  however,  it  is  entirely  fair  to  state  that  com- 
plaints against  these  arbitrations  were  not  conclusively  sustained,  and 
this  was  true  of  the  other  specific  instances  brought  to  the  attention 
of  the  Bureau. 

It  is  not  contended,  however,  that  arbitrations  in  New  Orleans 
have  invariably  been  fair.  In  fact,  in  view  of  local  jealousies,  and 
particularly  in  view  of  the  fact  that  in  times  of  squeezes  and  comers 
there  is  great  temptation  for  receivers  to  attempt  to  influence  arbi- 
trators improperly,  and  that  arbitrators  themselves  might  be  uncon- 
sciously influenced  by  local  sentiment,  it  would  not  be  surprising  if 
abuses  of  this  sort  had  occurred.  Furthermore,  as  already  stated, 
southern  merchants  themselves  very  generally  assert  that  New  Or- 
leans arbitrations  are  unduly  severe.  The  fact,  however,  that  the 
arbitration  of  cotton  in  New  Orleans  is  left  to  men  drawn  by  lot, 
and  that  both  buyers  and  sellers  have  the  right  of  appeal  to  other 
arbitrators  similarly  chosen,  is  reasonable  protection  against  any 
general  abuse  of  power.  It  should  be  borne  in  mind  that  the  tendency 
of  a  shipper  naturally  is  to  force  cotton  through  which  is  hardly  up 
to  the  mark,  and  that  complaints  of  shippers  may  thus  naturally  be 
overdrawn. 

DIFFERENCE  BETWEEN    NEW   YORK   AND   NEW  ORLEANS   CONTRACTS. 

Moreover,  it  seems  probable  that  dissatisfaction  over  the  classifica- 
tion of  cotton  in  either  New  York  or  New  Orleans  is  partly  charge- 
able to  the  inherent  impossibility  of  securing  absolute  accuracy  in 
grading,  even  with  the  best  of  intentions  on  the  part  of  those  per- 
forming the  work.  Furthermore,  it  is  probable  that  many  com- 
plaints by  New  York  interests  regarding  New  Orleans  classifications 
have  been  due  to  a  failure  to  appreciate  the  material  difference  be- 
tween the  rules  of  the  two  exchanges.  In  particular,  the  provision 
of  the  New  Orleans  contract  that  no  cotton  below  the  value  of  good 
ordinary,  fair  color,  shall  be  deliverable  is  exceedingly  important, 
since  it  tends  to  exclude  a  great  deal  of  cotton  which  under  the  rules 
of  the  New  York  Cotton  Exchange  is  deliverable,  or  at  least  has  been 
deliverable  until  very  recently.  Moreover,  since  the  value  of  good 
ordinary  cotton  of  fair  color  may  change  from  season  to  season,  and 
even  during  a  given  season,  this  provision  results  in  a  variable  limit 
for  the  classification  of  irregular  cotton,  such  as  the  tinged  and 
stained  grades.  As  a  result  of  this  provision,  cotton  which  may 
properly  be  tenderable  at  one  time  in  New  Orleans  may  as  properly 
be  excluded  a  few  months  later.  This  fact  has  probably  b^n  over- 
looked in  many  disputes  over  classification  in  the  New  Orleans  mar- 
ket. In  the  same  way  some  complaints  against  the  New  York  classi- 
fication may  have  been  due  to  a  misunderstanding  of  the  rules  of  that 
exchange. 
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SUGGESTED  IMPROVEMENTS  IN  CLASSIFICATION. 
PROPOSED    ESTABLISHMENT    OF    UNIFORM    GRADE    STANDARDS. 

Numerous  suggestions  looking  to  improvement  in  methods  of  clas- 
sification in  both  the  New  York  and  New  Orleans  markets  are  dis- 
cussed in  the  body  of  the  report.  One  of  these  is  a  recommendation 
for  the  establishment  of  uniform  standards  of  the  leading  grades 
in  all  markets.  This  is  an  exceedingly  important  matter,  and,  while 
there  are  some  practical  difficulties  in  the  way  of  its  accomplishment, 
these  do  not  appear  to  be  insurmountable.  The  establishment  of 
such  uniform  standards,  even  if  applied  only  to  cotton  tendered  on 
future  contracts,  should  go  far  to  reduce  the  friction  which  has  been 
an  almost  constant  feature  of  classification  up  to  this  time.  An 
especial  advantage  of  such  standards,  aside  from  their  tendency 
to  reduce  controversies  over  grading,  is  that  they  would  tend  to 
harmonize  quotations  of  the  various  grades  in  different  markets. 
It  was  suggested  in  Part  I  of  this  report  that  the  New  York  Cotton 
Exchange  use  the  differences  of  several  southern  markets  as  a  basis 
for  determining  its  contract  differences.  One  objection  advanced 
against  this  plan  is  based  on  the  admitted  discrepancies  between  the 
standards  of  different  markets,  which  discrepancies,  of  course,  tend 
to  affect  the  quotations,  although  this  difficulty  can  be  largely  over- 
come. The  adoption  of  uniform  standards,  by  tending  to  promote 
uniformity  in  the  basis  of  quotation,  should  go  far  to  eliminate  this 
objection. 

Years  ago  an  attempt  was  made  to  secure  the  establishment  of 
uniform  standards  by  joint  action  on  the  part  of  the  leading  cotton 
exchanges,  but  the  movement  fell  flat,  and  similar  efforts  made  from 
time  to  time  by  the  New  York  Cotton  Exchange  have  failed  to  meet 
with  much  response  from  southern  markets  or  from  Liverpool.  There 
is  no  good  reason,  however,  why  such  efforts  should  be  abandoned. 
Instead,  an  earnest  attempt  should  be  made  at  once  to  secure  the 
establishment  of  uniform  standards.  A  provision  for  the  establish- 
ment of  such  standards  by  experts  to  be  selected  by  the  Secretary  of 
Agriculture  was  included  in  the  agricultural  appropriation  bill  for 
the  fiscal  year  1908-9.  It  is  not  proposed  to  make  the  introduction 
of  these  standards  compulsory. 

NEED  OF  PROVISION   FOR   REJECTION   OF   WEAK-STAPLE   COTTON. 

Another  important  suggestion  is  that  specific  provisions  be  adopted 
by  both  the  New  York  and  New  Orleans  exchanges  for  the  rejection 
of  cotton  of  extremely  weak  staple.  One  of  the  principal  complaints 
against  the  New  York  classification  is  that  cotton  of  extremely  weak 
staple,  or  so-called  "  perished  "  staple,  has  been  admitted  to  tiie  cer- 


14  COTTON  EXCHANGES — CLAfiSltlCATlON  O^  COtTdJT. 

tificated  stock,  principally  in  the  low-grade  crop  year  1906-7.  There 
can  be  no  doubt  that  this  charge  is  true.  Members  of  the  classifica- 
tion committee  itself  admitted  this,  but  asserted  that  the  total  amount 
was  small.  In  defense  of  their  action  members  of  the  committee 
pointed  out  that  the  rules  of  the  New  York  Cotton  Exchange  make 
no  provision  for  the  rejection  of  such  cotton,  and  that  members  of  the 
committee  are  not  required  to  test  the  soundness  or  strength  of  cotton, 
but  simply  to  grade  it  in  accordance  with  the  standards  of  the  ex- 
change with  respect  to  color  and  the  amoimt  of  dirt  and  other  foreign 
matter.  While  there  is  no  specific  rule  on  this  point,  however,  it  is 
clearly  improper  for  the  classification  committee  to  admit  to  the  cer- 
tificated stock  cotton  of  distinctly  perished  staple  and  consequently  of 
an  unmerchantable  character. 

The  rules  of  the  New  Orleans  Cotton  Exchange  likewise  contain  no 
specific  provision  for  rejecting  extremely  weak  or  so-called  perished 
staple  cotton.  The  New  Orleans  contract,  however,  as  just  stated, 
stipulates  that  no  cotton  shall  be  deliverable  which  has  a  less  market 
value  than  good  ordinary  of  fair  color.  Extremely  weak  or  per- 
ished staple  cotton  would,  as  a  rule,  be  excluded  by  this  provision. 
Furthermore,  since  in  New  Orleans  the  receiver  as  well  as  the  de- 
liverer is  represented  at  the  time  the  samples  are  drawn,  and  since  the 
receiver  has  the  right  to  object  to  or  "  protest "  any  samples  which  he 
considers  below  the  contract  limit,  the  absence  of  a  specific  provision 
from  the  rules  of  the  New  Orleans  Cotton  Exchange  for  the  rejection 
of  cotton  of  extremely  weak  staple  is  much  less  important  than  in  the 
case  of  New  York,  where  the  receiver  of  cotton  has  absolutely  no  voice 
in  the  original  classification.  A  certificate  system  under  which  the 
inspection  bureau  officially  undertakes  to  certify  to  the  grade  of  cot- 
ton involves  responsibilities  which  do  not  obtain  where  the  grading 
is  left  to  arbitration.  These  facts,  and  the  further  fact  that  com- 
plaints against  the  New  Orleans  classification,  instead  of  charging 
undue  laxity,  are  generally  to  the  effect  that  classification  in  that  mar- 
ket has  been  unduly  severe,  make  the  absence  of  specific  provisions  for 
the  rejection  of  extremely  weak  staple  cotton  in  New  Orleans  a  matter 
of  secondary  importance. 

Nevertheless,  it  is  desirable  that  both  exchanges  specifically  provide 
for  the  rejection  of  cotton  of  distinctly  weak  staple.  Similarly,  it  is 
desirable  that  both  exchanges  define  more  specifically  in  other  re- 
spects the  characteristics  of  cotton  which  shall  be  tenderable  an  con- 
tract. At  the  present  time  too  much  latitude  is  left  to  classification 
committees  and  arbitrators. 

USE  OF  WORKING  TYPES. 

Another  suggestion  relative  to  classification  in  both  the  Now 
York  and  New  Orleans  markets  is  that  those  who  perform  the  actual 
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work  of  classification  should  be  compelled  to  keep  constantly  before 
them  the  standard  types  of  the  respective  exchanges.  At  the  present 
time  this  is  not  invariably  done  in  either  exchange.  The  standard 
types  in  both  markets  are  kept  in  the  room  where  the  work  of  classi- 
fication or  arbitration  is  performed,  but  actual  reference  to  such 
standards  is  left  to  the  discretion  of  the  classers.  It  is  alleged  that 
failure  to  refer  regularly  to  these  standard  types  has  been  responsible 
for  many  errors  in  classification  in  both  markets.  Some  classers,  it 
is  true,  have  contended  that  constant  or  even  frequent  reference  to  the 
standard  types  was  not  necessary,  because  of  the  expertness  of  the 
classers.  It  was  argued  that  reference  to  such  standards  was  no  more 
necessary  than  reference  to  the  alphabet  after  one  has  learned  to 
read.  In  view,  however,  of  the  very  frequent  discrepancies  in  classi- 
fication, and  the  admitted  differences  of  opinion  even  among  experts, 
it  would  appear  that  more  frequent  or  even  constant  reference  to  the 
standard  types  of  the  respective  exchanges  is  eminently  desirable.  It 
is  difficult  to  see  how  a  rule  compelling  constant  reference  to  such 
types  could  possibly  be  a  disadvantage,  while  it  could  hardly  fail  to 
result,  in  the  main,  in  more  accurate  classification. 

It  also  seems  desirable  that  the  New  York  Cotton  Exchange  adopt 
working  types  for  the  half  grades  in  white  cotton  and  not  merely  for 
the  full  grades,  as  at  present.  The  New  Orleans  exchange  maintains 
types  for  such  half  grades  in  white  cotton.  On  the  other  hand,  the 
spot-quotation  committee  in  New  Orleans  does  not  quote  prices  for 
these  half  grades,  but  the  delivery  value  of  such  half  grades  is  fixed 
halfway  between  the  quoted  differences  for  adjacent  full  grades.  The 
quotation  of  such  half  grades  by  the  spot-quotation  committee  of  the 
New  Orleans  Cotton  Exchange  would  be  an  improvement  over  the 
present  method. 

METHODS  OF  APPEAL  AND  RECLASSIFICATION  AT  NEW  YORK. 

It  has  also  been  urged  that  instead  of  submitting  appeals  from 
classifications  in  the  New  York  market  to  the  entire  classification  com- 
mittee, which  includes  the  members  who  originally  classed  the  cotton, 
such  appeals,  and  reclassifications  also,  should  lie  entirely  with  an 
independent  committee.  The  present  practice  has  been  very  generally 
condemned.  On  the  other  hand,  in  New  Orleans,  where  appeals  are 
taken  to  an  independent  set  of  arbitrators,  reclassifications  often  show 
such  wide  divergence  from  the  original  awards  as  to  occasion  doubt 
as  to  whether  they  were  any  nearer  the  mark.  This  is  partly  due,  no 
doubt,  to  the  fact  that  in  New  Orleans  appeals  are  taken  to  a  very 
small  body  of  arbitrators,  whereas  the  chief  advantage  in  appeal  in 
the  case  of  cotton  appears  to  lie  in  securing  the  judgment  of  a  larger 
number  of  persons,  thereby  eliminating  as  far  as  possible  the  personal 


16  COTTON  fiXCHAKGES — CLASSIFICATION  OF  COTTON. 

equation  of  the  individual.  On  the  whole,  it  is  a  question  whether  an 
appeal  to  an  independent  body  would  be  an  improvement  over  the 
New  York  system,  particularly  since  there  is  reason  to  believe  that 
efforts  to  improve  the  work  of  the  classification  committee  at  New 
York,  as  a  result  of  recent  complaints,  will  go  far  to  insure  greater 
accuracy.  It  is  doubtful  whether  anything  would  be  gained  by  ex- 
cluding those  members  of  the  committee  who  originally  passed  on  the 
cotton  from  participation  in  reclassification.  It  might,  however,  be 
desirable,  while  permitting  those  members  to  be  present,  to  prohibit 
them  from  voting. 

PROPOSED    RESORT    TO    ARBITRATION    FOR    TINGED    AND    STAINED    COTTON. 

The  establishment  of  official  standards  for  tinged  and  stained  cottons 
is  a  subject  of  much  controversy.  Most  leading  southern  markets 
do  not  attempt  to  establish  standards  for  such  cottons  or  to  quote 
such  irregular  grades  at  specific  prices.  The  establishment  of  arbi- 
trary standards  for  such  cottons  and  the  fixing  of  differences  for 
them  on  contract  deliveries  are  regarded  by  some  as  among  the  most 
objectionable  practices  of  the  New  York  Cotton  Exchange,  and  it 
is  urged  that  the  grade  of  and  the  differences  for  such  cotton  should 
invariably  be  determined  by  arbitration.  -There  are  some  practical 
difficulties  in  combining  a  system  of  arbitration  with  the  certificate 
system,  and  if  these  can  not  be  overcome,  the  simplest  solution  ap- 
pears to  be  by  the  absolute  exclusion  of  a  still  larger  number  of 
such  tinged  and  stained  grades  from  the  privilege  of  contract  de- 
livery. 

IDENTIFICATION    OF    INDIVIDUAL    BALES    AT    NEW    YORK. 

Another  suggested  change  of  great  importance  is  that  every  bale  of 
cotton  in  the  New  York  stock  shall  be  identified  on  the  grade  certifi- 
cates, so  that  the  receiver  of  a  given  lot  of  cotton  can  instantly  know 
which  particular  bales  are  of  each  grade.  The  absence  of  such  practice 
at  New  York  has,  in  the  opinion  of  some,  been  designed  to  hamper  the 
purchaser  of  contracts  in  taking  up  cotton ;  certainly  it  has  had  that 
effect.  The  failure  to  identify  individual  bales  unquestionably  works 
great  hardship  on  receivers  of  cotton,  since  it  means  that  an  entire 
lot  of  cotton  may  have  to  be  resampled  in  order  to  locate  a  few  bales 
desired  at  any  particular  time.  It  has  been  argued  that  the  cost  of 
storage  and  other  warehousing  expenses  are  so  great  in  New  York 
that  such  identification  of  bales  is  impracticable.  This  argument  does 
not  appear  to  be  well  supported. 

It  has  also  been  suggested  that  cotton  be  classed  at  New  York  in 
even-running  lots  at  the  dock,  so  as  to  allow  a  range  of  but  one  full 
grade  on  any  one  certificate.    This  may  not  be  feasible.    The  mixture 
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of  grades  on  a  single  certificate  in  New  York  is  undoubtedly  very 
objectiotiable;  but  it  is  to  some  extent  unavoidable,  owing  to  the  rela- 
tively unskilled  class  of  labor  necessarily  employed  in  inspecting  cot- 
ton at  the  docks,  and  also  to  the  irregular  delivery  of  cotton  at  New 
York  by  transportation  companies.  It  is,  however,  at  least  practi- 
cable to  identify  individual  bales,  which  would  go  far  toward  accom- 
plishing the  object  desired. 

EXTENSION  OF  NEW  YORK  CERTIFICATB  SYSTEM  TO  SOUTHEBN  MARKETS. 

To  meet  complaints  against  the  character  of  the  New  York  stock 
some  members  of  the  New  York  Cotton  Exchange  have  for  years 
urged  the  extension  of  the  New  York  warehousing  and  certificate 
system  to  southern  markets.  Under  this  plan  cotton  would  be  stored 
in  licensed  warehouses  in  the  South.  Such  warehouses  would  be 
under  the  control  of  the  New  York  Cotton  Exchange  and  the  grade 
of  cotton  stored  in  them  would  be  established  by  the  inspection  bureau 
at  New  York  from  samples  sent  there.  Such  cotton  when  certificated 
would  be  tenderable  on  New  York  contracts  without  actually  being 
shipped  to  New  York,  the  receiver  being  allowed  to  deduct  from  the 
contract  price  the  shipping  expenses  from  the  point  of  actual  delivery 
to  New  York,  as  well  as  a  moderate  penalty.  It  is  urged  in  support 
of  this  plan  that  it  would  not  only  materially  enlarge  the  supply  of 
cotton  deliverable  upon  New  York  contracts,  but  would  make  the 
stock  much  more  representative  of  the  entire  crop  instead  of  being 
confined,  as  at  present,  largely  to  surplus  grades.  The  chief  objections 
to  this  system  are  that  it  would  increase  the  advantages  of  the  seller 
of  contracts  in  New  York,  which  are  already  very  great,  and  that  it  is 
particularly  unjust  to  the  buyer  in  that  he  could  not  know  in  advance 
where  he  would  receive  his  cotton.  These  and  other  minor  arguments 
are  discussed  in  the  text  of  the  report.  In  any  event,  such  an  exten- 
sion of  the  system  should  not  be  countenanced  unless  the  New  Yoric 
Cotton  Exchange  readopts  the  "commercial-difference"  system. 
Otherwise,  the  extension  of  the  system  would  involve  a  corresponding 
extension  of  the  evils  of  fixed  differences,  exhaustively  discussed  in 
Part  I  of  this  report. 

COMPLAINTS  BEGABDING  BANGE  OF  GBADES  DELIVEBABLE  ON 

CONTBACT. 

Another  feature  of  future  contracts  in  cotton  which  has  been  a 
source  of  great  complaint  is  the  privilege  allowed  the  seller  of  deliver- 
ing a  wide  range  of  grades,  or  any  grade  within  that  range,  on  a 
single  contract.  Complaints  on  this  score  fall  into  two  classes.  In 
the  first  place,  many  spinners,  and  a  few  cotton  merchants,  object 
to  the  delivery  of  more  than  a  single  grade,  or  in  any  event  more 
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than  a  very  few  grades,  on  any  one  contract  They  condemn  the  de- 
livery of  a  wide  range  of  grades  even  though  all  the  cottoa  may  be 
entirely  merchantable.  The  second  class  of  complaints  is  directed 
especially  against  the  privilege  which  the  seller  has  under  the  pres- 
ent contract  of  delivering  low  grades  of  cotton — grades  which  are 
not  desired  by  the  ordinary  spinner. 

WIDE  RANGE  OF  GRADES   AT  PRESENT  DELIVERABLE. 

That  the  ordinary  delivery  of  cotton  on  contract  does  comprise  a 
very  wide  variety  of  grades  is  indisputable.  Including  the  quarter 
grades  formerly  deliverable  at  New  York,  it  has  not  been  unusual  for 
deliveries  in  that  market  to  embrace  twenty  grades  or  more.  The 
delivery,  moreover,  frequently  includes  with  white  cotton  of  fairly 
high  grade  tinged  and  stained  cotton  of  low  grade.  A  further  serious 
objection  is  that  such  mixture  of  grades  is  often  found  in  an  indi- 
vidual lot  covered  by  a  single  grade  certificate,  which  means  that  the 
desired  grades  can  be  separated  only  at  considerable  expense. 

COMPARISON   or  DELIVERIES   AT   NEW   YORK   AND   NEW  ORLEANS. 

Deliveries  in  the  New  Orleans  market  are,  as  a  rule,  much  less 
mixed  than  at  New  York,  but  still  are  often  so  wide  as  to  be  quite 
unsatisfactory  to  the  receiver  and  particularly  to  spinners.  Direct 
comparison  of  deliveries  in  the  two  markets  can  not  be  made  for  the 
reason  that  under  the  New  Orleans  system  no  record  is  kept  of  the 
grades  delivered,  but  simply  of  the  grade  differences  on  and  off  mid- 
dling which  are  allowed  by  arbitrators  on  various  lots  of  cotton  distin- 
guished by  private  "  marks  "  of  the  receiver.  An  average  delivery  of 
cotton  in  New  Orleans  embraces  rather  less  than  five  marks,  but  since 
a  mark  might  cover  more  than  one  grade  or  half  grade  the  number 
of  such  marks  is  not  comparable  with  the  number  of  grades  embraced 
in  deliveries  at  New  York.  It  is  certain,  however,  as  just  stated,  that 
deliveries  in  New  Orleans  are  less  mixed  than  in  New  York. 

The  fact  has  been  frequently  overlooked  that  the  larger  number 
of  grades  formerly  deliverable  at  New  York  as  compared  with  New 
Orleans  did  not  mean  a  correspondingly  greater  range  of  grades. 
Prior  to  January  1, 1908,  the  New  York  Cotton  Exchange  recognized 
nine  intermediate  grades  known  as  quarter  grades.  Such  quarter 
grades  were  not  recognized  in  New  Orleans,  but  cotton  of  such  quality 
was  deliverable  in  that  market,  allowance  for  its  intermediate  charac- 
ter being  made  through  the  grade  differences  applied  by  arbitrators. 
Again,  during  the  present  year  the  New  York  Cotton  Exchange  has 
eliminated  from  its  list  of  deliverable  grades  several  of  the  lowest 
formerly  tenderable,  including  strict  good  ordinary  tinged,  strict  low 
middling  stained,  and  low  middling  stained.    The  deliverable  range 


at  New  York  is  now  nominally  somewhat  narrower  with  respect  to 
tinged  and  stained  cottons  than  that  at  New  Orleans;  practically, 
owing  to  a  more  rigid  classification  at  New  Orleans,  the  actual  dif- 
ference in  range  is  not  great. 

AJAJSOED   MIXING  OF   GRADES  FOS  ICANIPUIiATIVE   PUBFOSS8. 

It  has  been  charged  that  deliveries,  particularly  in  New  York,  have 
been  deliberately  composed  of  an  unnecessarily  large  number  of 
grades  for  the  express  purpose  of  forcing  the  holder  of  the  contract 
to  sell  it  out  rather  than  take  up  the  cotton,  and  that  in  such  cases 
the  seller  of  the  contract  has  been  able  to  buy  it  back  at  a  decline. 
While  such  "  clubbing  the  market  ^  may  occur  at  times,  the  deliberate 
mixing  of  grades  for  manipulative  purposes  does  not  appear  to  have 
been  a  general  practice.  It  is  undoubtedly  true  that  buyers  of  con- 
tracts in  the  New  York  market  frequently  "  run  from  notices  " — ^that 
is,  sell  out  their  contracts  rather  than  accept  delivery — ^but  this  is 
true  to  some  extent  of  all  future  markets  and  is  partly  due  to  the  fact 
that  vast  numbers  of  contracts  are  purchased  by  speculative  operators 
who  may  not  have  the  capital  necessary  to  actually  take  up  the  cotton. 
There  is  little  doubt  that  at  times  sellers  of  contracts  at  New  York 
have  abused  their  option  of  delivering  a  wide  range  of  grades,  either 
from  motives  of  personal  animosity  or  for  purposes  of  profit,  and  that, 
to  say  the  least,  there  is  rarely  any  consideration  for  the  buyer's  inter- 
ests. To  a  large  extent,  however,  the  mixed  character  of  New  York 
deliveries  appears  to  be  due  to  natural  causes  and  particularly  to  the 
fact  that  the  New  York  stock  is  composed  largely  of  surplus  and 
broken  grades,  which,  as  pointed  out  in  Part  I,  comprise  a  consider- 
able portion  of  the  shipments  to  New  York  from  the  South.  The 
fact  that  deliveries  are  often  badly  mixed  is  more  important  than  the 
motive  for  such  mixture. 

SPECIFIC   NATURE  OF  SFINliERS'  REQUIREMENTS. 

The  demand  for  a  restriction  of  the  range  of  grades  deliverable  on 
future  contracts  comes  chiefly  from  spinners.  It  is  contended  that  the 
present  contract  either  at  New  York  or  New  Orleans  is  not  adapted 
to  the  requirements  of  the  ordinary  spinner,  and  that  the  contract 
should  be  modified  so  as  not  only  to  exclude  from  delivery  very  low 
grades  of  cotton  but  also  to  prevent  the  delivery  of  more  than  a  single 
grade  or  at  most  a  very  small  number  of  grades  on  a  single  con- 
tract. Spinners  urge  that  it  is  impracticable  for  them  to  receive  a 
mixed  delivery. 

This  is  undoubtedly  true.  Spinners  are  ordinarily  very  specific  in 
their  demands.  Orders  placed  by  spinners  with  cotton  merchants 
are  for  a  very  distinct  style  of  cotton,  usually  ranging  less  than  a 
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half  grade  either  way  from  the  grade  specifically  called  for.  The 
spinner,  therefore,  who  takes  up  cotton  on  an  exchange  contract,  and 
who  usually  receives  a  mixed  assortment  of  grades,  can  not  ordina- 
rily ship  th&  cotton  to  his  mill,  but  must  either  redeliver  it  on  con- 
tract or  resell  it  to  some  other  spinner,  thereby  virtually  becoming  a 
cotton  merchant.  As  a  result  spinners  have  largely  ceased  to  receive 
cotton  on  exchange  contracts. 

As  a  matter  of  fact,  however,  even  though  the  contracts  dealt  in  on 
exchanges  should  provide  for  the  delivery  of  only  a  single  specified 
grade  on  a  single  contract,  they  would  still  fail  to  meet  the  needs  of 
most  spinners.  As  already  emphasized,  the  grading  of  cotton  for 
contract  purposes  is  confined  to  more  or  less  superficial  characteris- 
tics, such  as  color  and  the  presence  of  dirt  and  other  impurities. 
Spinners  are  exacting,  not  merely  as  to  such  characteristics,  but  also 
as  to  length,  strength,  and  general  character  of  staple,  and  as  to  still 
other  minor  characteristics.  Some  of  these  special  characteristics 
can  not  be  taken  account  of  in  the  grading  of  cotton  by  exchanges, 
so  that  no  modification  in  the  form  of  the  future  contract  would  make 
it  possible  for  spinners  generally  to  supply  their  needs  by  taking  up 
cotton  on  such  contracts.  Instead  spinners  must  continue  to  secure 
their  actual  supply  of  cotton  chiefly  through  large  spot  merchants. 

Cotton  exchanges,  in  fact,  do  not  profess  that  their  contracts  were 
primarily  intended  to  enable  spinners  to  receive  cotton  upon  them. 
They  were  framed  principally  to  facilitate  the  business  of  cotton 
merchants.  It  is  contended  also  that  even  if  a  system  should  be  de- 
vised under  which  spinners  could  secure  the  particular  grades  of 
cotton  which  they  desire,  on  future  contracts  adapted  to  general  trad- 
ing purposes,  the  price  of  such  contracts  would  be  so  increased  that 
spinners  would  be  no  better  off  than  under  the  present  system  of  ob- 
taining the  desired  grades  through  specific  contracts  with  spot 
merchants. 

Complaints  against  the  delivery  of  a  greatly  mixed  assortment  of 
grades  upon  a  single  contract  are  not,  however,  confined  to  spinners. 
Many  cotton  merchants  complain  that  the  mixed  deliveries  ordinarily 
made  on  future  contracts,  particularly  at  New  York,  impose  unreason- 
able burdens  upon  merchants,  and  especially  upon  those  who  transact 
only  a  limited  volume  of  business.  Such  merchants  are  forced,  if 
they  take  up  cotton  on  contract,  to  reassort  it  into  even-running  lots 
if  it  is  to  be  sold  to  spinners,  and  this  involves  very  considerable 
expense. 

ARGUMENTS  IN   FAVOR  OF  EXCLUDING  LOW  GRADES  FROM   CONTRACT 

DELIVERY. 

As  distinct  from  a  restriction  upon  each  individual  delivery  of 
cotton  within  the  present  deliverable  range,  many  interests  in  the 
cotton  trade,  including  both  spinners  and  cotton  merchants,  assert 
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that  the  range  itself  should  be  reduced  by  the  exclusion  of  some  of 
the  lower  grades  now  tenderable. 

In  support  of  this  argument  it  is  urged  that  during  recent  years 
an  increased  demand  for  high-grade  cotton  goods  has  raised  the 
standard  of  cotton  used  in  most  mills  until  comparatively  few  spin- 
ners are  now  willing  to  use  low  grades  if  high  grades  are  obtainable. 
Against  this  argument  it  is  urged  that  although  most  spinners  are 
unwilling  to  use  low  grades  these  grades  are  by  no  means  unmer- 
chantable, but,  instead,  find  a  ready  market  in  normal  years  for  other 
purposes,  such  as  the  manufacture  of  carpets,  bagging,  or  rope. 

Those  who  argue  that  the  range  of  contract  grades  should  be  thus 
narrowed  point  to  the  fact  that  future  contracts  in  other  commod- 
ities, such,  for  instance,  as  grain,  are  ordinarily  much  narrower  than 
those  in  cotton.  Defenders  of  the  present  broad  contract  answer  this 
argument  by  stating  that  the  range  of  grades  of  cotton  actually 
produced  is  much  greater  than  the  range  of  grades  in  the  case  of 
most  other  staple  crops.  Since  a  wide  range  of  grades  is  thus  actu- 
ally produced,  they  contend  that  the  contract  should  be  "broad 
enough  to  take  care  of  the  crop." 

In  this  connection  it  is  argued  that  a  broad  contract  is  a  distinct 
advantage  to  the  cotton  producer.  The  argument  is  that  the  cotton 
merchant,  because  he  has  an  outlet  for  a  wide  range  of  grades  in  the 
contract  market,  is  more  disposed  to  take  surplus  grades  or  extremely 
low  grades  from  the  farmer  than  he  would  be  if  he  were  wholly  de- 
pendent upon  the  spot  market,  and  that  he  is  thus  able  to  pay  the 
farmer  a  higher  price  for  his  crop. 

As  a  counter  argument  it  is  asserted  that  the  farmer  pays  very 
dearly  for  this  alleged  benefit,  because  the  inclusion  of  low  grades 
which  are  objectionable  to  the  ordinary  spinner  has  a  tendency  to 
depress  the  contract  price  and  thus  to  depress  the  price  of  the  entire 
crop  in  the  spot  market.  This  tendency,  it  is  urged,  is  the  more  pow- 
erful because  of  the  "  fixed-difference  "  system  employed  by  the  New 
York  Cotton  Exchange.  It  was  shown  conclusively  in  Part  I  that 
the  usual  effect  of  errors  in  differences  is  to  depress  the  contract  price 
relatively  to  the  spot  price  of  middling.  It  is  contended  by  many 
that  this  depression  of  the  contract  price  at  the  same  time  has  a  ten- 
dency to  drag  down  the  spot  price  of  cotton,  and  particularly  of  the 
prevailing  contract  grades,  and  that  in  view  of  this  possible  indirect 
effect  upon  the  great  bulk  of  the  crop  the  producer  is  exceedingly 
shortsighted  in  endeavoring  to  force  upon  the  contract  market  the 
limited  portion  of  the  crop  which  is  of  very  low  grade.  The  merits 
of  this  argument  will  be  discussed  more  extensively  in  a  later  part 
of  this  report.  In  this  connection  a  point  entitled  to  very  serious  con- 
sideration is  that  the  difficulties  in  the  classification  of  cotton  and  in 
the  establishment  of  grade  differences  are  chiefly  encoimtered  in  the 
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case  of  the  low  grades.  It  is  urged  that  the  exdiision  of  some  of  the 
lowest  grades  from  contract  delivery  would  obviate  a  vast  amount  of 
controversy  over  classification.  The  still  more  important  argument 
is  advanced  that,  by  tending  to  avoid  errors  in  the  establishment  of 
grade  differences,  a  restriction  of  the  range  of  deliverable  grades 
would  result  in  maintaining  a  much  more  nearly  constant  parity  be- 
tween the  spot  and  contract  prices,  and  thus  give  a  much  greater 
degree  of  stability  to  operations  in  the  future  market,  and  particu- 
larly to  "  hedging  "  transactions. 

Still  another  argument  in  favor  of  excluding  some  of  the  lower 
grades  from  the  privilege  of  contract  delivery  is  that  the  propor- 
tion of  such  grades  in  a  normal  crop  is  imnecessarily  large,  owing  to 
careless  methods  of  picking.  It  is  contended  that  the  exclusion  of 
such  grades  would  be  an  incentive  to  greater  care  in  the  gathering  of 
the  crop,  and  that  this,  in  turn,  would  add  very  materially  to  its 
value. 

SUGGESTED  SPECIFIC  CHANGES  IN  RANGE  OF  CONTRACT  G&ADBS. 

Although  the  general  arguments  for  and  against  a  restriction  of 
the  range  of  grades  deliverable  on  any  individual  contract,  as  well  as 
for  a  restriction  of  the  extreme  range  provided  by  the  contract  itself, 
have  been  outlined,  several  specific  suggestions  along  these  lines  may 
be  briefly  considered. 

SPECIFIC   CONTRACT. 

The  first  suggestion  is  for  specific  contracts;  that  is,  that  each 
contract  shall  name  on  its  face  either  a  single  grade  or  certain  specific 
grades.  This  would  mean,  of  course,  that  there  would  be  no  single 
form  of  contract  for  future  transactions,  but  an  indefinite  number. 
The  buyer  would  know  at  the  time  he  made  his  contract  what  grade 
or  grades  of  cotton  he  would  receive  at  its  maturity.  Such  a  con- 
tract, if  it  were  practicable  and  could  be  secured,  would  go  far  toward 
eliminating  some  of  the  most  serious  evils  which  have  accompanied 
future  trading  in  cotton,  and  particularly,  of  course,  those  due  to 
improper  establishment  of  grade  differences.  As  a  matter  of  fact, 
although  a  specific  contract  is  advocated  by  a  few  interests  in  the  cot- 
ton trade,  it  is  generally  pronounced  utterly  impracticable  for  pur- 
poses of  organized  future  trading,  on  the  ground  that  few  sellers 
would  enter  into  such  contracts.  The  reason  for  this  is  that  in  the 
ordinary  course  of  business  contracts  must  be  made  months  in  advance 
of  actual  delivery,  and  oftentimes  in  advance  of  the  gathering  of  the 
crop.  Since  the  general  character  of  a  crop  may  be  suddenly  changed 
by  abnormal  weather  conditions,  this  means  that  sellers  of  future 
contracts  in  the  spring  or  summer  can  not  possibly  know  what  the 
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relative  supply  of  the  various  grades  will  be  until  the  crop  is  finally 
harvested.  Consequently,  sellers  would  be  unwilling  to  commit  them- 
selves to  future  contracts  for  specific  grades,  since  if  there  were  a 
shortage  of  such  grades  this  would  undoubtedly  be  taken  advantage 
of  by  manipulators  of  the  future  market  to  squeeze  or  corner  such 
sellers.  This  danger  is  regarded,  and  with  good  reason,  as  a  fatal 
objection  to  specific  contracts  for  general  trading  purposes.  Another 
objection  to  such  contracts,  already  noted,  is  that  the  requirements  of 
spinners  are  usually  so  specific,  not  only  as  to  grade  but  as  to  length 
of  staple  and  other  characteristics,  that  even  specific  contracts  would 
not  enable  them  to  take  up  cotton  on  the  exchanges  for  direct  ship- 
ment to  their  mills. 

PROPOSAL   FOR  EVEN-RUNNING   DELIVERIES. 

An  exceedingly  interesting  suggestion,  but  one  of  rather  doubtful 
practicability,  is  that,  without  restricting  the  range  of  grades  now 
deliverable  on  contract  in  New  York  or  New  Orleans,  the  deliverer 
shall  be  compelled  to  restrict  tenders  on  any  single  contract  to  a 
range  of  one  full  grade — that  is,  to  a  range  of  a  half  grade  in  either 
direction  from  the  mean  grade  tendered;  in  other  words,  that  each 
separate  delivery  shall  be  fairly  even  running.  This  suggestion 
would  not,  as  just  stated,  exclude  from  contract  deliveries  any  grades 
of  cotton  now  recognized,  but  would  simply  prevent  a  great  mixture 
of  grades  in  a  single  delivery,  which  has  been  such  an  objectionable 
feature. 

In  support  of  such  a  requirement  of  even-rimning  deliveries  it  was 
argued  that  many  spinners  would  thus  be  able  to  receive  cotton 
directly  on  contract  This  argument,  however,  is  denied,  and  ap- 
parently has  little  weight.  Since  the  seller  would  still  have  the  priv- 
ilege of  selecting  what  grade  or  grades  he  would  deliver,  the  receiver 
would  still  probably  be  forced  to  take,  as  a  rule,  surplus  and  unde- 
sirable grades  instead  of  those  grades  in  most  active  demand.  More- 
over, he  would  not  know  in  advance  the  character  of  the  grades  he 
would  receive.  Consequently,  it  is  argued  with  force  that  the  con- 
tract would  not  be  substantially  better  for  the  spinner  than  the  one 
now  in  use. 

Advocates  of  even-running  deliveries,  while  admitting  this,  contend 
that  such  deliveries  would  be  of  great  advantage  to  cotton  merchants 
taking  up  cotton  on  contract,  because  such  deliveries,  even  if  not 
suitable  for  the  use  of  a  particular  spinner,  could  be  disposed  of  to 
better  advantage  in  the  spot  market  than  the  extremely  mixed 
deliveries  now  often  received  on  contract.  This,  in  turn,  it  is  urged, 
would  tend  to  prevent  abuse  of  the  seller's  privilege  of  delivering  a 
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wide  range  of  grades  for  the  purpose  of  clubbing  the  future  market 
by  undesirable  tenders  of  cotton,  thus  forcing  receivers  to  sell  out 
their  future  contracts.  There  is  no  doubt  that  such  even-running 
deliveries  would  be  a  great  advantage  to  cotton  merchants  .receiving 
cotton  on  contract,  although  it  is  urged  that  this  advantage  would 
largely  be  offset  by  the  higher  price  which  contracts  calling  for  such 
deliveries  would  command. 

On  the  other  hand,  the  provision  for  even-running  deliveries  is 
objected  to,  even  from  the  standpoint  of  the  merdiant,  because  of  the 
heavy  burden  which  would  be  placed  upon  the  seller  of  a  future  con- 
tract in  making  deliveries.  It  is  argued  that  such  a  requirement 
would  work  to  the  advantage  of  large  cotton  merchants  as  against 
their  smaller  competitors.  The  merchant  handling  many  thousands 
of  bales  of  cotton  could  readily  class  it  out  into  fairly  even  running 
lots  for  delivery  on  contract,  but  this  would  be  an  exceedingly  diffi- 
cult matter  for  a  small  cotton  merchant  who  handles  perhaps  only  a 
few  hundred  or  a  few  thousand  bales.  The  small  country  merchants 
who  buy  cotton  from  planters  and  growers  would,  it  is  urged,  be 
particularly  handicapped.  The  adoption  of  a  provision  for  even- 
running  deliveries  might  mean  that  a  merchant  who  had  sold  con- 
tracts would  be  unable  to  make  even-running  deliveries,  and  conse- 
quently might  find  himself  in  the  absurd  position  of  being  caught 
short  of  the  market  with  a  sufficient  amount  of  desirable  cotton  on 
hand  for  the  delivery. 

The  difficulty  of  the  seller  in  making  even-running  deliveries  would 
be  especially  great  in  the  New  York  market,  where  the  stock  is  at 
times  badly  mixed  and  where,  owing  to  delays  in  transportation,  con- 
signments of  cotton  often  arrive  in  badly  broken  lots. 

It  is  also  urged  that  the  requirement  of  even-running  deliveries 
would  prevent  small  planters  and  growers  from  using  the  contract 
market  to  dispose  of  their  crop,  because  they  would  not  have  enough 
cotton  of  each  grade  to  make  up  a  delivery  of  approximately  a  hun- 
dred bales.  This  objection  has  comparatively  little  force,  as  very 
few  planters  or  growers  in  any  case  sell  future  contracts  with  the 
idea  of  delivering  cotton  upon  them. 

What  appears  to  be  the  most  serious  objection  to  such  an  even-run- 
ning contract  is  that  it  would  unquestionably  multiply  the  difficulties 
of  classification.  Under  the  present  broad  range  these  difficulties  are 
sufficiently  serious.  A  stipulatioii  for  even-running  deliveries,  it  is 
argued,  would  create  several  new  "  danger  lines  "  or  rejection  limits, 
over  each  of  which  disputes  would  arise,  resulting  in  endless  con- 
fusion. 

The  objections  to  this  proposed  restriction  upon  contract  deliveries 
appear  to  outweigh  its  advantages.  Desirable  as  even-running  deliv- 
eries on  contract  are,  it  is  doubtful  whether  they  are  practicable. 
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SUGGESTION    OF   PREMIUM    FOR    EVEN-RUNNING   ©ELIl-ERIES. 

As  a  substitute  for  a  provision  compelling  even-running  deliveries, 
it  has  been  suggested  that  a  clause  be  inserted  in  the  contract  allowing 
premiums  for  such  deliveries,  such  premiums  to  be  adjusted  according 
to  the  number  of  bales  of  any  given  grade  in  any  single  tender.  The 
adjustment  of  this  allowance  would  be  automatic  and  would  not  com- 
plicate future  dealings  in  contracts,  which  would  still  be  identical 
in  form.  A  similar  allowance  is  made  at  the  present  time  for  cotton 
of  extra  staple  length  in  both  the  New  Orleans  and  New  York  mar- 
kets. Such  a  premium,  if  correct  in  amount,  seems  entirely  fair,  and, 
while  it  is  extremely  doubtful  whether  it  would  result  in  any  material 
restriction  of  the  range  of  grades  delivered  on  contract,  its  adoption 
appears  altogether  unobjectionable  and  worth  a  trial. 

PROPOSAL   OF   A    THREE-GRADE    CONTRACT. 

Another  suggestion,  less  radical  than  that  for  even-running  de- 
liveries, is  that  not  more  than  three  grades  of  cotton  shall  be  deliv- 
erable upon  any  single  contract,  the  seller  to  have  the  privilege  of 
selecting  these  three  from  the  entire  tenderable  range  as  at  present 
defined.  While  such  a  provision  would  tend  to  prevent  the  extreme 
mixture  of  grades  which  frequently  occurs  under  the  present  form  of 
contract,  on  the  other  hand  it  would  not  prevent  the  mixture  of  high- 
grade  with  low-grade  cotton.  For  this  reason  the  improvement,  if 
any,  which  would  result  from  the  adoption  of  such  a  provision  is 
generally  considered  too  small  to  warrant  serious  consideration  of 
it.  The  objections  raised  by  the  seller  to  the  requirement  of  strictly 
even  running  deliveries  also  apply  to  the  proposed  three-grade  con- 
tract, though,  of  course,  with  much  less  force. 

PRACTICABILITY    OF    TWO    CONTRACTS. 

Still  another  suggestion  is  that  cotton  exchanges  should  provide 
two  contracts,  one  permitting  the  delivery  of  middling  cotton  and 
the  grades  above,  and  the  other  the  delivery  of  middling  cotton  and 
the  grades  below.  'While  this  suggestion  meets  some  of  the  objec- 
tions against  a  specific  contract,  in  that  the  danger  of  squeezes  would 
be  less,  it  is  generally  pronounced  impracticable  by  the  cotton  trade 
on  the  ground  that  the  danger  of  such  squeezes  would  still  be  much 
more  serious  than  it  is  at  present,  and  on  the  further  ground  that 
only  one  contract  would  be  actively  traded  in. 

PROPOSED   ADOPTION   OF   LOW-MIDDLING    CLAUSE. 

The  specific  suggestions  just  discussed  provide  for  a  limitation  of 
grades  deliverable  on  a  single  contract  without  placing  any  restriction 
upon  the  extreme  range.     Most  of  these  suggestions,  as  just  shown, 
II.  Doc.  912,  60-1,  pt  2 3 
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appear  to  be  impracticable.  A  more  feasible  restriction  upon  de- 
liyeries  is  the  absolute  exclusion  of  very  low  grades  from  contract 
delivery.  A  suggestion  of  this  sort  quite  generally  favored  in  the 
cotton  trade  is  one  for  the  exclusion  of  all  white  cotton  below  the 
grade  of  low  middling.  An  additional  provision,  favored  by  some,  is 
that  no  irregular  cotton,  such  as  tinges  and  stains,  shall  be  deliverable 
if  its  value  is  less  than  that  of  low  middling  white.  The  adoption 
of  this  "  low-middling  clause,"  as  it  is  called  in  the  trade,  has  been 
agitated  for  many  years.  In  the  early  nineties,  when  the  so-called 
Hatch  anti-option  bill  was  before  Congress,  both  the  New  York  and 
New  Orleans  exchanges  considered  the  adoption  of  a  contract  con- 
taining such  a  clause  with  a  view  to  quieting  the  intense  antagonism 
to  the  future  system  as  a  whole  which  existed  at  that  time.  In  the 
case  of  New  York  the  new  contract  was  not  intended  to  supersede,  but 
merely  to  supplement,  the  broader  contract  then  in  use.  On  the  fail- 
ure of  the  Hatch  bill  to  be  enacted,  the  interest  of  the  two  cotton  ex- 
changes in  this  matter  quickly  subsided.  The  adoption  of  a  low- 
middling  clause  has,  however,  since  been  repeatedly  urged  by  various 
interests  in  the  cotton  trade.  In  1906  the  American  Cotton  Manu- 
facturers' Association,  at  its  annual  convention,  passed  resolutions 
advocating  the  adoption  of  such  a  clause,  together  with  some  other 
restrictions  upon  contract  deliveries. 

It  has  been  shown  that  the  exclusion  of  some  of  the  lower  grades 
of  cotton  would  greatly  reduce  friction  over  classification  and  the 
establishment  of  grade  differences,  and  that  consequently  it  would 
give  greater  stability  to  future  transactions,  and  especially  to  hedging 
operations.  Moreover,  the  adoption  of  a  low-middling  clause  might 
permit  a  limited  number  of  spinners  to  receive  cotton  on  contract. 
AVhile  it  is  thus  claimed  that  a  low-middling  clause  would  benefit  the 
purchaser  of ^  contracts,  it  is  urged  that  such  a  clause  would  not  be 
any  real  injustice  to  the  producer  of  cotton  or  the  seller  of  contracts, 
since  only  a  small  percentage  of  the  crop,  in  normal  years,  falls  below 
low  middling.  In  fact,  in  many  years  the  great  bulk  of  the  crop  (say, 
over  75  per  cent)  is  composed  of  middling  and  the  grades  above.  A 
low-middling  clause  would,  therefore,  in  an  ordinary  season,  exclude 
from  the  privilege  of  contract  tender  only  a  small  proportion  of  the 
crop,  while  it  might  prove  an  incentive  to  greater  care  in  picking. 

Opponents  of  the  low-middling  clause  base  their  objections  on  the 
general  ground,  already  outlined,  that  the  contract  should  be  broad 
enough  to  take  care  of  the  crop,  and  that  the  inclusion  of  low-grade 
cotton,  if  properly  classed  and  properly  valued  by  means  of  correct 
differences,  is  no  injustice  to  the  purchaser  of  contracts.  Some  op- 
ponents of  the  low -middling  clause  also  lay  stress  on  the  fact  that  the 
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Liverpool  Cotton  Association,  which  a  few  years  ago  had  such  a 
clause  in  its  contract  for  American  cotton,  abandoned  that  provision 
and  made  the  limit  good  ordinary.  This  action  of  the  Liverpool  Cot- 
ton Association  has  been  cited  by  some  as  evidence  of  the  impractica- 
bility of  a  low-middling  clause.  As  a  matter  of  fact,  good-ordinary 
cotton  in  the  Liverpool  classification  is  a  distinctly  higher  grade  than 
good  ordinary  in  the  American  classification,  being  but  little  below 
the  low  middling  of  the  New  York  standard.  If  the  American  ex- 
changes would  exclude  all  cotton  below  good  ordinary  of  the  Liver- 
pool standard,  this  would  go  far  to  meet  the  demands  of  those  who 
urge  the  adoption  of  a  low-middling  clause. 

SUGGESTED  BESTBICTION  UPON  DATE  OF  DELIVEBY. 

In  addition  to  restrictions  upon  the  range  of  deliverable  grades, 
it  has  also  been  urged  that  the  option  of  the  seller  with  respect  to  the 
date  of  delivery  should  be  restricted.  At  the  present  time  the  con- 
tracts of  both  the  New  York  and  New  Orleans  cotton  exchanges 
permit  the  seller  to  deliver  his  cotton  on  any  day  during  the  'delivery 
month,  the  buyer  having  no  option  whatever  in  this  matter.  It  is 
contended  by  some  that  this  privilege  is  unduly  liberal,  and  that  the 
buyer  should  have  the  option  of  calling  for  his  cotton  at  any  time 
after  the  15th  of  the  month.  Such  a  restriction,  however,  is  not  gen- 
erally favored  in  the  cotton  trade.  Its  practical  effect,  it  is  argued, 
would  be  to  limit  the  seller's  option  to  the  first  half  of  the  month; 
this,  it  is  further  urged,  would,  owing  to  delays  in  railroad  transpor- 
tation, be  a  serious  handicap  upon  the  seller,  and  one  which  ulti- 
mately would  react  upon  the  buyer  in  the  form  of  a  higher  price  for 
contracts.  On  the  whole,  such  a  limitation  upon  the  seller's  option 
appears  neither  practicable  nor  desirable.  The  suggestion  has  been 
made  that,  while  permitting  the  seller  to  deliver  his  cotton  on  any  day 
during  the  delivery  month,  he  be  compelled,  on  the  day  that  he  issues 
his  notice  of  delivery,  which  in  the  case  of  New  York  would  be  three 
days  before  the  actual  delivery,  and  in  New  Orleans  five  days,  to 
specify  the  grade  or  grades  of  cotton  which  he  intends  to  deliver. 
This  would  give  the  buyer  several  days'  notice  of  the  kind  of  cotton 
which  he  would  receive,  and  would  enable  him  to  make  some  pro- 
vision for  disposing  of  it  in  the  spot  market,  or,  if  he  foresaw  no 
ready  demand  for  it,  would  give  him  better  opportunity  for  re- 
tendering  it  in  the  future  market.  In  view  of  the  fact  that  the  seller 
of  a  distant  contract  has  weeks  or  months  in  which  to  get  his  cotton 
ready  for  delivery,  this  moderate  restriction  upon  his  present  wide 
privileges  with  respect  to  the  delivery  seems  eminently  fair,  and  the 
Bureau  is  disposed  to  recommend  its  adoption  by  both  exchanges. 
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CONCLUSIONS. 

From  the  facts  presented  it  is  clear  that  the  classification  of  cotton 
at  New  York  in  recent  years  has  at  times  been  very  faulty,  and  that 
on  the  whole  there  has  been  a  tendency  to  overgrade  cotton.  Com- 
plaints that  New  Orleans  classifications  have  been  unduly  severe  are 
not  equally  well  sustained.  It  is  not  unlikely,  liowever,  that  at  times 
the  arbitrations  in  New  Orleans  have  been  too  rigid.  The  most  im- 
portant suggestion  to  be  made' in  connection  with  classification  in 
either  market  is  that  greater  care  be  exercised  by  those  who  perform 
the  actual  work  of  classification.  It  is  reasonably  certain  that  many 
of  the  complaints  against  grading  in  either  market  are  due  more  to 
a  careless  or  improper  application  of  the  system  than  to  the  system 
itself,  although  in  the  case  of  New  York  it  has  been  shown  that  the 
system  is,  in  some  respects,  fundamentally  wrong.  Many  disputes 
over  classification  are  undoubtedly  due  in  part  to  the  absence  of  a 
common  basis  of  classification.  The  adoption  of  a  uniform  standard, 
of  course,  should  go  far  to  reduce  the  number  of  such  controversies 
and  at  the  same  time  to  secure  greater  uniformity  in  the  quotation  of 
spot  prices  of  cotton,  the  beneficial  eflFects  of  which  would  be  far- 
reaching. 

Aside  from  securing  greater  care  in  the  work  of  grading,  it  is  de- 
sirable tliat  both  the  New  York  and  New  Orleans  cotton  exchanges 
ad()])t  more  specilic  definitions  of  the  character  of  cotton  which  shall 
bo  toiulerable  on  contract  and  more  specific  rules  for  the  guidance  of 
classers  and  arbitrators.  Such  improvements  are  particularly  de- 
manded in  the  case  of  cotton  of  weak  staple.  The  proposition  that 
iho  value  of  tinged  and  stained  cotton  tendered  on  contract  in  New 
York  be  determined  by  arbitration  instead  of  by  the  use  of  arbitrary 
types  for  such  grades,  even  with  the  commercial-difference  system,  also 
appears  to  contain  some  merit,  although  there  are  practical  difficulties 
in  tluis  modifying  the  certificate  system.  Suggestions  tliat  appeals 
and  rtH'lassifications  in  the  New  York  market  invariably  be  referred 
to  an  indo])endent  committeo  appear  to  be  of  doubtful  value;  it  is, 
liowcn'er,  ahogetlier  desirable  tliat  appeals  at  New  Orleans  be  referred 
to  a  largin*  body  of  arbitrators  than  that  which  makes  the  original 
exaniiiiaiion.  The  identification  of  individual  bales  of  cotton  in  New 
York  is  imperatively  demanded,  and  this  improvement  should  be 
adopted  at  onc(\  The  uncertainties  which  confront  the  buyer  of  a 
future  contract  are  necessarily  great,  and  the  failure  to  identify  indi- 
vidual bales  by  grade  can  not  be  excused.  At  the  same  time  it  is  de- 
sirable to  increase  the  efficiency,  so  far  as  possible,  of  the  assistant  in- 
spectors who  make  the  preliminary  examination  of  the  cotton  at  the 
dock  or  warehouse,  so  as  to  secure  a  more  nearly  uniform  composition 
of  individual  lots.     As  alreadv  noted,  effort  has  been  made  bv  the 
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maiiageinent  of  the  New  York  Cotton  Exchange  to  correct  some  of 
ihe  evils  eomphiined  of  in  this  report. 

With  respect  to  restrictions  upon  the  range  of  contract  grades, 
the  most  practical  limitation  appears  to  be  the  adoption  of  a  low- 
middling  clause.  This  would  narrow  the  range  of  deliverable  grades 
to  an  extent  whicli  should  materially  lessen  the  difficulties  of  classifi- 
cation and  of  establipshment  of  differences,  and  would  thus  tend  to 
prevent  such  abnormal  discounts  in  the  contract  price  relative  to 
the  price  of  spot  middling  cotton  as  have  frequently  occurred  in 
the  New  York  market,  and  from  time  to  time  in  Xew  Orleans.  The 
low-middling  clause  should,  therefore,  give  greater  stability  to  future 
business  in  cotton,  particularly  to  the  transactions  of  cotton  mer- 
chants. For  these  it  would  be  an  advantage  not  only  in  cases  where 
cotton  was  actually  received  on  contract,  but  also  in  hedging  trans- 
actions, the  conduct  of  which  is  dependent  upon  the  maintenance 
of  a  normal  relationship  between  the  spot  and  the  contract  price. 
At  the  same  time  such  a  clause  would  not  seriously  increase  the 
danger  of  squeezes  and  corners,  since  it  would  exclude  only  a  very 
small  portion  of  the  crop  from  contract  delivery.  Moreover,  it  would 
not  work  any  real  hardship  upon  the  producer. 

In  connection  with  the  adoption  of  the  low-middling  clause  for 
white  cotton,  it  seems  desirable  that  the  contract  should  also  provide 
that  no  tinged  or  stained  or  other  irregular  cotton  below  the  value 
of  low  middling  white  should  be  deliverable.  The  complete  exclu- 
sion of  all  tinged  or  stained  cotton  is  urged  by  some,  but  it  seems 
improbable  that  so  drastic  an  amendment  to  the  contract  would  re- 
ceive the  indorsement  of  the  cotton  trade  generally. 

Any  restriction  whatever  upon  the  range  of  grades  deliverable  on 
contract  is.  however,  far  less  important  than  the  maintenance  of  a 
proper  system  of  establishing  differences  and  of  a  uniform  and  accu- 
rate classification.  The  delivery  of  low  grades  or  of  a  mixed  assort- 
ment of  grades  on  a  contract  is  not  in  itself  a  serious  injustice,  pro- 
vided these  grades  are  properly  classed  and  are  deliverable  only  at 
their  proper  values  relative  to  middling.  With  an  absolutely  correct 
system  of  differences  a  restriction  of  the  range  of  grades  deliverable 
on  contract,  while  eminently  desirable,  becomes  a  matt<?r  of  secondary 
importance.  If,  however,  the  commercial-difference  system  were 
adopted  in  the  Xew  York  market  and  faithfully  applied  both  there 
and  at  Xew  Orleans,  and  at  the  same  time  a  low-middling  clatise,  as 
above  oui lined,  inserted  in  the  contracts  of  the  two  exchanges,  an 
important  step  would  be  taken  toward  placing  future  business  in 
cotton  on  a  thoroughly  commercial  and  equitable  basis,  and,  in  the 
opinion  of  the  Bureau,  antagonism  to  the  future  system,  in  so  far  as 
the  character  of  the  contract  is  concerned,  would  largely  disappear. 
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Department  of  Commerce  and  Labor, 

Office  of  the  Secretary, 

Washington^  May  ij  1908. 
Sir  :  I  have  the  honor  to  transmit  herewith  Part  I  of  a  Report  of 
the  Commissioner  of  Corporations  on  Cotton  Exchanges,  said  part 
dealing  with  the  methods  of  establishing  grade  differences  for  future 
contracts. 

Very  respectfully,  Oscar  S.  Straus, 

Secretary. 
The  President. 


Department  of  Commerce  and  Labor, 

Bureau  of  Corporations, 

Washington^  May  4, 1908, 
Sir  :  I  have  the  honor  to  transmit  herewith  Part  I  of  a  Report  on 
Cotton  Exchanges,  made  to  the  President  under  your  direction  and 
in  accordance  with  the  law  creating  the  Bureau  of  Corporations  and 
the  resolution  of  the  House  of  Representatives  of  February  4,  1907. 
The  said  part  deals  with  the  methods  of  establishing  grade  differ- 
ences for  future  contracts. 

I  desire  to  mention  as  especially  contributing,  under  my  direction, 
to  the  preparation  of  certain  portions  of  this  report  the  names  of  cer- 
tain of  my  assistants,  to  wit,  Mr.  Luther  Conant,  jr.,  and  Mr.  T.  M. 
Robertson,  who  has  assisted  Mr.  Conant. 

Very  respectfully, 

Herbert  Knox  Smith, 

Commissioner. 
To  Hon.  Oscar  S.  Straus, 

Secretary  of  Commerce  and  Labor. 
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Department  of  Commerce  and  Labor, 

Bureau  of  Corporations, 

Washington^  May  ^,  1908. 

Sir  :  I  have  the  honor  to  submit  herewith  Part  I  of  the  report  on 
the  operations  of  cotton  exchanges,  made  in  accordance  with  House 
resolution  No.  795,  of  February  4,  1907. 

This  part  deals  with  cotton-exchange  methods  of  determining  dif- 
ferences in  price  between  various  grades  of  cotton  in  connection  with 
future  contracts.  Subsequent  parts  will  take  up  the  matter  of  classi- 
fication of  cotton,  the  range  of  grades,  and  effects  of  exchange  rules 
and  other  conditions  upon  the  price. 

"  Future  "  transactions  in  cotton  provide  for  delivery  at  a  distant 
date  instead  of  for  immediate  delivery,  as  in  the  case  of  so-called 
"  spot "  transactions. 

There  are  two  great  cotton  exchanges  in  this  coimtry.  New  York 
and  New  Orleans,  where  organized  future  dealings  are  conducted. 
All  future  trading  on  both  these  exchanges  is  in  so-called  "  basis  " 
contracts — that  is,  contracts  which  permit  the  delivery  of  a  number  of 
"  grades  "  of  cotton  on  one  contract.  The  seller  of  this  contract  may 
deliver  thereon  any  grade  he  chooses  within  the  range  prescribed  by 
the  exchange.  The  buyer  has  no  option.  The  proper  theory  of  a 
basis  contract,  however,  is  that  all  grades  shall  be  deliverable  at  prices 
which  will  make  them  commercial  equivalents  of  each  other.  Cotton 
is  graded  substantially  on  its  color  and  on  the  amount  of  leaf  and 
other  foreign  matter,  all  materially  affecting  its  market  value.  At 
the  time  that  this  investigation  started,  30  grades  were  deliverable 
on  contracts  of  the  New  York  Cotton  Exchange,  later  reduced  to  18 
grades,  chiefly  by  cutting  out  intermediate  grades,  with  little  re- 
duction in  the  extreme  range.  The  range  of  grades  deliverable  at 
New  Orleans  is  nominally  about  the  same.  "  Middling "  cotton  is 
always  the  basis  grade,  the  grade  for  which  the  price  is  fixed  by  the 
parties  to  the  contract.  The  prices  at  which  other  grades  are  deliver- 
able are  determined  by  the  so-called  "  differences  "  above  and  below — 
or,  in  trade  parlance,  "  on  "  and  "  off  " — ^middling. 

There  are  two  ways  of  establishing  these  differences.  For  the  last 
eleven  years  the  New  York  Cotton  Exchange  has  had  a  so-called 
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sible^  to  make  the  price  for  future  deliveries  based  on  such  informa- 
tion, and  thus  to  discount  in  advance  as  far  as  possible,  for  the  bene- 
fit of  the  trade  in  general,  the  effect  of  such  future  conditions  and 
thereby  keep  prices  free  from  violent  fluctuations  which  otherwise 
would  occur  from  unforeseen  natural  causes. 

One  especial  and  necessary  function  of  the  speculator  in  assuming 
risk  is  to  facilitate  so-called  "  hedging  "  operations.  The  manufac- 
turer of  cotton,  for  instance,  usually  makes  many  months  in  advance 
his  contract  to  deliver  cloth  to  the  dealer.  His  price  for  that  cloth 
must  be  based  largely  on  what  he  has  to  pay  for  raw  cotton.  This 
he  can  not  foretell.  Suppose  he  has  agreed  to  deliver  cloth  which 
will  consume  a  thousand  bales  of  cotton,  and  at  a  price  which  will  be 
profitable  if  he  can  buy  that  cotton  at  10  cents  a  pound.  Immedi- 
ately upon  making  that  agreement  he  buys  a  thousand  bales  on  future 
contract.  This  contract  should  insure  him  against  loss  by  fluctua- 
tion in  the  price  of  raw  cotton.  For  instance,  if  when  he  buys  his 
actual  cotton  for  spinning  the  price  of  middling  cotton  has  advanced 
to  12  cents,  he  loses  that  advance  from  his  profit  on  the  cloth.  On  the 
other  hand,  if  the  price  of  future  contracts  has  made  a  corresponding 
advance  of  2  cents,  thus  maintaining  a  proper  parity  between  the 
future  price  and  the  spot  price,  he  makes  2  cents  on  his  future  con- 
tract. His  loss  on  actual  cotton  is  thus  offset  by  his  gain  on  the 
futures.  His  hedging  operation,  therefore,  far  from  being  specu- 
lative, eliminates  the  speculative  element  from  hi^  business.  The 
manufacturer  assumes  sufficient  risk  in  the  risk  of  manufacture  and 
distribution. 

Similarly  other  interests,  and  particularly  cotton  merchants,  thus 
try  to  hedge  against  speculative  risks. 

Now,  the  value  of  hedging  depends  entirely  upon  the  maintenance 
of  this  parity  between  the  spot  price  of  middling  cotton  and  the  price 
of  future  contracts.  Should  this  parity  be  disturbed  after  the  contract 
is  made,  some  class  of  these  hedging  interests  will  lose.  In  the  case 
above  cited,  should  the  price  of  raw  cotton  go  up  2  cents  before  the 
maturity  of  the  contract,  while  the  price  of  future  contracts  went  up 
only  1  cent,  the  manufacturer  would  lose  2  cents  a  pound  on  his  spot- 
cotton  purchases,  and  gain  only  1  cent  on  his  futures,  a  net  loss  of  1 
cent  a  pound. 

It  is,  of  course,  possible  that  the  parity  might  so  vary  that  the  hedge 
would  give  a  net  profit  instead  of  a  loss.  But  such  profit  is  a  specu- 
lative one,  and  is  in  conflict  with  the  fundamental  theory  of  hedging, 
which  is  intended  to  eliminate  the  speculative  factor.  The  man  who 
hedges  does  so  to  remove  himself  from  the  speculative  class.  If  he 
secures  protection  against  speculative  losses  he  has  no  right  to  specu- 
lative profits. 


LETTEB.  OF  SUBMITTAL.  XIX 

Fixed  differences  are  an  attempt  substantially  to  render  future 
transactions  a  ^^  sure  thing  "  for  a  limited  class  of  speculative  experts. 
The  system  amounts  to  an  attempt  absolutely  to  fix  prices — an  eco- 
nomic absurdity.  The  relative  values  of  different  grades  are  as  much 
subject  to  the  natural  laws  of  supply  and  demand  as  the  value  of 
middling  cotton  itself,  and  it  is  as  unreasonable  to  attempt  to  fix  one 
by  the  fiat  of  a  committee  as  it  is  the  other. 

The  result  of  this  attempt,  as  above  shown,  is  to  affect  the  basis 
price  that  is  paid  for  future  contracts.  The  law  of  supply  and  de- 
mand, unable  to  work  directly  on  these  fixed  differences,  works  itself 
out  indirectly  on  the  basis  price  of  the  contract;  but  this  indirect 
action  results  in  great  loss  to  a  vast  body  of  persons  who  are  not 
experts  and  who  do  not  understand  this  artificial  machinery  or  its 
results.  By  compelling  operators  in  futures  to  consider  probable 
conflicts  between  the  two  sets  of  differences,  as  well  as  possible  varia- 
tions in  the  price  of  middling  cotton  itself,  an  unnecessary  increase 
in  trading  risks  is  introduced.  This  is  clearly  an  evil.  The  system 
results  in  shifting  the  burden  of  risk  from  a  limited  class  of 
experts  to  a  nonspeculative  class,  or  to  those  ignorant  of  the  working 
of  the  system.  A  premium  is  thus  put  on  intelligence  applied  to 
artificial  conditions,  which  of  course  is  of  no  service  to  the  public, 
rather  than  on  intelligence  applied  solely  to  forecasting  the  actual 
conditions  of  supply  and  demand.  In  the  same  way,  the  system 
tends  .to  shift  the  burden  of  risk  from  sellers  upon  buyers.  Clearly 
a  great  advantage  is  given  the  seller  from  the  fact  that  he  can  offer 
on  contract  any  grade  he  chooses.  He  should  not  have  both  this 
privilege  and  the  privilege  of  arbitrarily  fixed  differences,  which 
almost  invariably  overvalue  certain  grades.  The  result  of  the  com- 
bination of  the  two  is  to  give  the  seller  an  extremely  unfair  advantage 
over  the  buyer. 

The  foregoing  criticisms  were  strikingly  illustrated  in  November, 
1906,  as  the  result  of  the  failure  of  the  New  York  revision  conmiittee 
to  establish  correct  differences.  Owing  to  abnormal  weather  condi- 
tions, the  commercial  values  of  the  lower  grades  of  cotton  fell  very 
sharply  from  the  price  of  middling.  The  revision  conmiittee  failed 
to  adjust  its  "fixed"  differences  to  the  actual  situation  and  estab- 
lished differences  for  low  grades  which  very  heavily  overvalued  them. 
As  a  result  the  future  contract  price  at  New  York  dropped  abruptly 
from  the  price  of  spot  middling,  to  the  tremendous  loss  of  a  vast 
number  of  holders  of  future  contracts  for  cotton  and  the  profit  of  the 
few  experts  who  understood  and  anticipated  the  effect  of  the  system. 
Hundreds  of  men  also,  who  had  hedged  cotton  by  buying  contracts  in 
New  York,  were  injured  by  this  striking  disturbance  in  the  parity. 
A  number  of  failures  in  the  South  were  charged  to  this  one  cause 
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alone.    One  result  has  been  to  reduce  hedging  in  Ne'v  York,  as  the 
possibilities  of  its  artificial  system  were  thus  disclosed. 

As  pointed  out  above,  such  a  disastrous  disturbance  in  the  parity  is 
exactly  what  is  brought  about  by  the  errors  in  the  fixed  differences  in 
New  York. 

The  reply  of  certain  interests  in  the  New  York  Exchange  is  that 
"  a  contract  is  a  contract ;"  that  men  who  deal  there  come  of  their  own 
will  and  are  supposed  to  understand  the  game.  This  position  can 
not  commend  itself  as  sound  business  ethics.  Practically,  also,  it  is 
not  true  that  cotton  interests  are  wholly  at  liberty  to  stay  out  of  the 
exchange.  As  shown  above,  certain  interests  must  have  a  hedging 
^lace.  Furthermore,  financial  connections  with  New  York  are  so 
close  that  New  York  must  be  that  place  for  many  of  them.  Still 
further,  the  New  York  Cotton  Exchange  practically  owes  its  ex- 
istence to  the  volume  of  business  made  possible  by  the  participation 
of  outside  interests.  Both  the  duty  of  a  private  business  man  to  his 
customers  and  the  duty  of  a  concern  which  is  to  a  certain  extent  a 
public  utility  demand  fair  dealing. 

The  injury  from  such  errors  in  differences  as  are  inevitable  under 
the  fixed-difference  system  is  not,  however,  the  limit  of  possible  harm 
under  that  system.  There  is  danger  that  improper  differences  may  be 
intentionallj^  established. 

As  stated  above,  differences  are  fixed  in  New  York  by  the  revision 
committee  but  twice  a  year.  The  New  York  Exchange  does  ^ot,  as 
does  New  Orleans,  provide  any  standard  by  which  the  committee  shall 
act.  It  is  not  obliged  to  follow  the  spot-market  quotations,  or  even 
any  general  principle.  This  leaves  it  an  extreme  degree  of  arbitrary 
power.  This  committee  is  usually  made  up  of  men  who  are  large 
operators  on  the  exchange,  and  who  are  constantly  interested  in  the 
future  market.  It  is  within  their  power  so  to  fix  these  differences  as 
to  affect  enormously  the  value  of  their  own  future  contracts.  In  this 
same  revision  of  November,  1906,  when  the  differences  fixed  by  the 
committee  were  radically  wrong,  several  members  of  this  committee 
have  admitted  that  they  were  at  the  time  heavily  interested  in  future 
contracts,  and  that  they  profited  by  the  action  of  the  committee.  There 
is  no  conclusive  proof  that  they  intended  this.  It  is  sufficient  to  point 
out  that  this  fixed-difference  system,  applied  thus  arbitrarily  by  a 
small  body  of  men,  furnished  in  this  case  a  condition  where  (1)  these 
men  had  the  power  thus  to  reap  enormous  profits  at  the  expense  of 
others;  (2)  they  admit  that  they  did  reap  profits;  and  (3)  the  motive 
for  doing  so  was  extremely  strong.  Comment  upon  this  situation  is 
^^"  necessary. 

^oing  does  not  mean  that  the  New  Orleans  "  commercial- 
system  in  its  actual  working  has  been  at  all  times  free 
sm.    Disturbances  of  the  parity  have  also  occurred  there, 
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but  have  been  by  no  means  as  great  or  as  long  continued  as  in  New 
York.  The  trouble  is  not  in  the  New  Orleans  system  itself,  but  in 
occasional  careless  or  improper  application  of  it — an  erroneous  quota- 
tion of  actual  prices.  There  is,  however,  need  of  more  care  in  the 
conduct  of  the  system. 

Since  the  beginning  of  this  investigation  there  has  been,  both  at 
New  York  and  New  Orleans,  a  considerable  increase  of  discussion 
of  the  rules  affecting  future  contracts  and  the  possibility  of  improve- 
ment. 

There  is  at  present  a  fundamental  difference  in  conditions  between 
the  New  York  and  the  New  Orleans  market,  which  doubtless  is  one 
reason  for  the  difference  in  system,  though  by  no  means  an  excuse 
therefor.  Under  modem  conditions  of  transportation,  with  the 
through  bill  of  lading  available.  New  York  is  no  longer  a  natural 
spot-cotton  market.  Cotton  usually  takes  the  cheapest  route  to  the 
mills,  and  this  route  does  not  include  a  stop-over  at  New  York.  As 
a  result  transactions  in  spot  cotton  in  New  York  are  quite  small, 
and  thus  there  is  not  in  New  York  such  a  market  in  actual  cotton  as 
will  furnish  reliable  quotations  to  be  used  in  fixing  contract  differ- 
ences. 

This,  however,  does  not  prevent  the  application  of  the  commercial- 
difference  principle  in  substance  to  future  contracts  in  New  York. 
The  commercial  differences  existing  in  the  leading  southern  spot 
markets  can  be  used  as  a  basis  for  contract  differences.  It  would  not 
be  strictly  necessary  to  revise  the  contract  differences  as  often  as 
changes  in  such  commercial  differences  occur.  If  the  contract  differ- 
ences were  revised  weekly  or  even  monthly  the  substantial  advantages 
of  the  commercial-difference  system  could  be  secured. 

It  is  contended  by  many  that  such  a  return  to  the  commercial- 
difference  system  would,  because  of  the  disadvantages  of  New  York's 
location,  destroy  the  business  of  the  New  York  Cotton  Exchange. 
There  is  little  reason  to  believe  that  any  such  result  would  occur. 
However  this  may  be,  the  New  York  Cotton  Exchange,  if  it  can  not 
exist  under  a  just  and  equitable  system,  has  no  excuse  for  existence 
at  all.  The  present  New  York  system  of  fixed  differences  is  uneco- 
nomic, in  defiance  of  natural  law,  unfair,  and,  like  all  other  attempts 
to  defy  natural  law,  results  in  such  complex  and  devious  effects  that 
the  benefit  of  its  transactions  accrues  only  to  a  skilled  few. 
Very  respectfully, 

Herbert  Knox  Smith, 
Commissioner  of  Corporations, 

The  President. 


REPORT  OF  THE  COMMISSIONER  OF  CORPORATIONS 
ON  COTTON  EXCHANGES. 


Part  I.— METHODS  OF  ESTABUSHINa  QBADE  DIPFEBENCES  FOB 
FUTTTBE  CONTBACTS. 


SUMMARY. 


The  resolution  of  the  House  of  Representatives  regarding  the 
methods  of  future  dealing  in  cotton  directed  especial  attention  to 
two  matters — first,  the  character  of  future  contracts  used  on  cotton 
exchanges,  and,  second,  the  causes  of  fluctuations  in  the  price  of 
cotton,  with  the  particular  object  of  ascertaining  whether  or  not  such 
fluctuations  have  resulted  in  whole  or  in  part  from  the  character  of 
such  contracts  or  from  any  trade  combinations.  The  investigation 
has  been  confined  to  these  specific  features  of  future  trading  in  cotton, 
and  a  discussion  of  the  general  merits  or  abuses  of  the  system  as.  a 
whole  has  not  been  attempted. 

There  is  presented  here  Part  I  of  the  report,  dealing  with  the 
character  of  future  contracts,  and  especially  with  the  methods  of 
establishing  gi^ade  "  differences "  in  price.  Further  parts  will  be 
issued  in  due  course. 

A  future  contract  in  cotton  may  be  defined  as  an  agreement  on 
the  part  of  the  seller  to  deliver,  and  of  the  buyer  to  receive,  at  some 
future  date,  a  certain  quantity  of  cotton  (in  the  case  of  the  New  York 
and  New  Orleans  cotton  exchanges  50,000  pounds,  or  approximately 
100  bales),  the  contract  price  being  fixed  at  the  time  the  contract  is 
made.  The  seller,  at  the  time  he  enters  into  the  contract,  may  or 
may  not  have  the  cotton  on  hand;  in  the  latter  case  he  is  "selling 
short,"  relying  on  his  ability  to  secure  cotton,  or  another  contract 
representing  cotton,  prior  to  the  maturity  of  the  contract  thus  sold. 
A  future  transaction  differs  from  a  "  spot "  transaction  in  that  the 
latter  is  made  from  goods  on  hand,  or  immediately  available,  and 
calls  for  practically  immediate  delivery.  Future  transactions  may  be 
made,  and  indeed  are  constantly  made,  by  private  agreement  outside 
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of  exchanges.  The  organized  development  of  such  transactions  by 
means  of  exchanges  may,  however,  properly  be  termed  the  "  future 
system." 

There  are  but  two  exchanges  in  the  United  States  on  which  or- 
ganized future  trading  in  cotton  is  conducted — ^the  New  York  Cotton 
Exchange  and  the  New  Orleans  Ciotton/Exchange.  Abroad,  a  large 
business  in  futures  is  transacted  on  the  floor  of  the  Liverpool  Cotton 
Association,  and  some  future  business  is  done  on  the  Havre  Bourse. 

BASIS    CHARACTER   OF   FUTURE   CONTRACTS. 

A  vitally  important  characteristic  of  future  contracts  in  cotton  is 
that  they  are  "basis"  contracts;  that  is,  they  do  not  call  for  the 
delivery  of  a  specific  grade  of  cotton,  but  allow  the  seller  the  option 
of  delivering  any  grade  or  a  number  of  grades  within  certain  wide 
limits.  The  buyer  has  no  option  in  this  respect  He  must  receive 
any  deliverable  grade  or  grades  tendered  by  the  filler.  "  Middling  " 
cotton  is  always  the  basis  grade  and  can  be  ddlrered  on  contract  at 
exactly  the  contract  price.  Other  grades  are  delivered  at  prices  rela- 
tive to  middling — or,  to  use  the  trade  expression,  at  certain  "  differ- 
ences "  in  price  "  on  "  (i.  e.,  over)  or  "  off  "  (i.  e.,  under)  middling. 
Thus,  if  an  operator  sells  a  future  contract  on  an  exchange  at  10 
cents,  he  can  deliver  middling  cotton  thereon  at  exactly  the  contract 
price ;  or,  if  he  prefers,  he  can  deliver  a  higher  grade  of  cotton,  like 
"  good  middling,"  in  which  case  the  buyer  must  pay,  in  addition  to 
the  basis  price  of  10  cents,  a  difference  of,  say,  one-half  cent  "  on  " 
that  price,  making  lOJ  cents.  On  the  other  hand,  if  the  seller  prefers 
to  deliver  a  lower  grade,  like,  say,  "  low  middling,"  the  buyer  must 
take  it,  but  is  allowed  a  deduction  or  difference  "  off  "  the  contract 
price,  and  pays,  say,  9J  cents.  In  the  same  way  the  seller  may  deliver 
both  high  grades  and  low  grades  on  a  single  contract. 

RANGE  OF   GRADES   DELIVERABLE   ON   CONTRACT. 

At  the  present  time  (April,  1908)  eighteen  grades  are  deliverable 
upon  contracts  of  the  New  York  Cotton  Exchange.     These  are : 


Fair. 

Strict  middling  fair. 

Middling  fair. 

Strict  good  middling. 

Good  middling. 

Strict  middling. 

Middling. 

Strict  low  middling. 

Low  middling. 


Strict  good  ordinary.  • 

Good  ordinary. 

Strict  good  middling  tinged. 

Good  middling  tinged. 

Strict  middling  tinged. 

Middling  tinged. 

Strict  low  middling  tinged. 

Low  middling  tinged. 

Middling  stamed. 


In  the  above  list  the  grades  designated  by  the  term  "  strict "  are 
known  as  "  half  grades,"  the  others  being  full  grades.  Prior  to  Jan- 
uary 1,  1908,  nine  other  intermediate  grades,  known  as  "quarter 
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grades,"  were  recognized,  but  these  were  eliminated  on  that  date,  as 
were  also  two  other  grades,  "  low  middling  stained  "  and  "  strict 
good  ordinary  tinged."  On  April  1,  1908,  "  strict  low  middling 
stained  "  was  also  excluded  from  the  list  of  deliverable  ^ades  in  the 
New  York  market. 

The  grades  from  fair  U)  good  ordinary  in  the  above  list  are 
what  is  known  as  white  cotton.  The  "  tinged "  and  "  stained " 
grades  are  cotton  showing  discoloration.  Tinged  cotton  is  cotton 
that  is  only  moderately  discolored;  that  which  is  deeply  discolored 
is  known  as  stained  cotton.  The  grade  names  given  in  the  above 
list  are  used  in  nearly  all  southern  markets.  The  terms  "  tinged  " 
and  "  stained,"  however,  are  used  in  the  South  in  a  general  way  to 
indicate  cotton  of  the  respective  grades  which  has  become  more  or  less 
discolored,  rather  than  to  indicate  a  distinct  style  of  cotton,  as  at  New 
York.  The  range  of  grades  deliverable  on  contract  in  New  Orleans 
is  about  the  same  as  that  permitted  by  the  New  York  contract.  The 
New  Orleans  contract,  however,  contains  the  important  provision 
that  no  cotton  shall  be  deliverable  which  is  of  a  lower  market  value 
than  good  ordinary  cotton  of  fair  color.  The  New  Orleans  contract 
thus  excludes  considerable  cotton  which  until  recently  has  been  ten- 
derable  on  contracts  at  New  York.  Moreover,  the  New  Orleans  clas- 
sification is  generally  conceded  to  be  more  rigid,  grade  for  grade, 
than  that  of  New  York;  so  that  cotton  of  a  given  grade  name  in 
the  New  York  classification  might  not  necessarily  be  given  the  same 
grade  in  New  Orleans. 

In  the  trade,  the  grades  above  middling  are  usually  referred  to  as 
the  "  higher  grades,"  and  those  below  as  the  "  lower  grades." 

CONTRACT   COTTON    USUALLY    MIXED   OR   SURPLUS    GRADES. 

An  important  feature  of  future  business  in  cotton  is  that,  broadly 
speaking,  cotton  delivered  on  contract  consists  of  the  surplus  grades 
or  remnants  of  the  more  desirable  grades.  Even-running  cotton — 
that  is,  cotton  of  substantially  one  grade — can  ordinarily  be  sold 
to  spinners  at  a  premium  above  the  price  of  a  mixed  assortment 
of  grades;  consequently,  buyers  will  not  pay  as  much  for  a  mixed 
assortment  of  cotton  as  for  even-running  cotton.  The  spot  merchant 
therefore  endeavors  to  class  out  his  cotton  into  even-running  lots  and 
to  dispose  of  it  in  the  spot  market  instead  of  tendering  it  on  contract, 
using  the  contract  market  to  get  rid  of  surplus  grades  or  broken  lots, 
known  in  the  trade  as  "  overs."  For  these  reasons  a  mixed  assortment 
of  grades  is  often  delivered  on  a  single  contract. 

METHOD   OF   ESTABLISHING   GRADE   DIFFERENCES   IN    NEW   ORLEANS. 

As  a  result  of  the  seller's  privilege  of  delivering  such  grades  within 
the  tenderable  range  as  he  may  choose,  the  method  of  establishing^  t\3kA 
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relative  values  of,  or  differences  between,  middling  and  the  other 
grades  for  delivery  on  future  contracts  becomes  a  matter  of  extreme 
importance. 

The  New  York  C!otton  Exchange  and  the  New  Orleans  Cotton 
Exchange  employ  radically  different  methods  of  establishing  these 
grade  differences  to  apply  on  contract  deliveries.  On  the  New  Or- 
leans contract,  grades  other  than  middling  are  tenderable  at  their 
actual  relative  values  in  the  spot  cotton  market  as  compared  with 
middling  on  the  sixth  day  prior  to  the  actual  delivery.  These  actual 
or  commercial  differences  are  determined  in  the  following  manner: 
The  committee  on  spot  quotations  meets  every  day  and  on  the  basis 
of  the  day's  actual  sales  in  the  spot  market  quotes  prices  for  each  of 
the  full  grades  of  so-called  white  cotton.  This  committee,  which  is 
changed  every  month,  is  usually  made  up  of  members  of  the  exchange 
who  are  actively  engaged  in  buying  and  selling  cotton.  To  guard 
against  bias,  it  has  been  the  invariable  practice  to  select  the  committee 
from  both  buyers  and  sellers.  Until  recently  the  spot-quotation 
committee  could,  by  itself  alone,  change  any  or  all  quotations,  even 
though  this  might  involve  a  change  in  grade  differences.  The  rules 
of  the  New  Orleans  Cotton  Exchange  were  amended  in  February, 
1908,  however,  so  that  in  case  any  member  of  the  spot-quotation  com- 
mittee believes  that  the  prices  of  certain  grades  in  the  spot  market 
have  changed  more  than  the  price  of  middling — that  is,  that  differ- 
ences, as  well  as  the  prices  themselves,  have  changed — the  spot-quota- 
tion committee  is  obliged  to  meet  with  another  committee,  the  arbi- 
tration committee  on  classification,  as  a  revision  committee  before 
such  changes  in  differences  are  officially  quoted;  such  joint  meetings 
may  be  held  on  any  day.  This  change  in  rules  does  not  imply  any 
departure  from  the  principle  that  differences  applying  on  future  con- 
tracts must  correspond  to  the  commercial  differences  in  the  spot 
market,  but  is  designed  to  secure  a  more  careful  procedure  in  ascer- 
taining exactly  what  changes  in  commercial  differences  may  have 
taken  place. 

In  addition  to  quoting  prices  for  the  regular  grades  of  cotton,  the 
spot-quotation  committee  also  quotes  tinged  and  stained  cotton  at  a 
range  of  discounts  off  the  prices  for  the  regular  grades. 

The  actual  application  of  differences  to  cotton  delivered  on  contract 
in  New  Orleans  is  conducted  by  arbitrators,  who  examine  samples 
of  the  cotton  tendered.  The  prices  quoted  by  the  spot-quotation  com- 
mittee, however,  automatically  determine  the  differences  for  full 
grades  tendered  on  contract;  that  is,  for  cotton  the  samples  of  which 
exactly  correspond  to  the  official  exchange  types  of  any  deliverable 
full  grade  the  arbitrators  apply  the  differences  shown  by  the  of- 
ficial spot  quotations  for  the  day  preceding  the  issuance  of  notice  of 
delivery.    For  cotton  which  exactly  corresponds  to  types  for  a  half 
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grade  they  apply  differences  halfway  between  those  for  the  two  ad- 
jacent full  grades.  For  all  other  cotton,  including  tinged  and  stained 
grades,  the  arbitrators  establish  differences  on  their  own  judgment, 
using,  however,  as  a  guide  the  official  spot  quotations  for  the  full 
grades  and  the  officially  quoted  range  of  discounts  for  irregular 
grades. 

The  fundamental  principle  of  the  New  Orleans  system  is  that  the 
differences  applying  on  contract  deliveries  shall  be  identical  with 
the  actual  differences  established  in  the  spot  market  by  the  compe- 
tition of  buyers  and  sellers  at  the  time  of  delivery.  The  New  Orleans 
system  may  be  referred  to  as  the  "  fluctuating-difference "  or  the 
"  commercial-difference  "  system. 

METHODS  OF  ESTABLISHING  DIFFEBENCES  IN   NEW   YORK. 

Prior  to  1888  the  New  York  Cotton  Exchange  employed  substan- 
tially the  same  system  as  that  now  used  in  New  Orleans.  The  dif- 
ferences applying  on  contract  deliveries  were  those  existing  in  the  spot 
market  at  the  time  of  delivery.  In  that  year,  however,  the  rules  of 
the  New  York  Cotton  Exchange  were  amended  so  that  differences 
between  middling  and  other  grades  deliverable .  on  contract  should 
be  arrived  at  not  from  the  actual  selling  value  of  the  various  grades 
in  the  spot  market  at  the  time  of  delivery,  but  should  be  established 
or  "  fixed  "  at  stated  periods  by  a  committee  of  the  exchange,  officially 
known  as  the  committee  on  the  revision  of  spot  quotations,  but  com- 
monly spoken  of  as  the  revision  committee.  At  first  this  revision 
committee  was  required  to  meet  once  a  month  during  the  active  cotton 
season,  or  nine  times  a  year.  In  October,  1897,  however,  the  rules 
were  again  amended  and  meetings  of  the  revision  committee  were 
limited  to  two  a  year,  namely,  on  the  second  Wednesday  of  September 
and  the  third  Wednesday  of  November.  This  provision  is  still  in 
force.  The  grade  differences  established  by  the  committee  at  its  Sep- 
tember meeting  hold  good  for  settlements  of  deliveries  on  future  con- 
tracts until  the  November  meeting,  while  those  established  in  Novem- 
ber can  not  be  changed  until  the  following  September.  This  system 
may  be  referred  to  as  the  "  fixed-difference  "  or  "  periodic-difference '' 
system. 

The  rules  of  the  New  York  Cotton  Exchange  provide  no  standard 
by  which  the  revision  committee  shall  act  in  fixing  differences.  On 
account  of  the  narrowness  of  the  New  York  spot  market,  the  com- 
mittee can  not  revise  differences  purely  on  the  basis  of  local  trans- 
actions. It  is  not,  however,  compelled  by  any  rule  to  fix  them  in 
accordance  with  the  commercial  differences  prevailing  at  the  time 
in  the  leading  spot  markets.  The  revision  committee  is,  of  course, 
supposed  to  take  account  of  these  commercial  differences,  but  it  is 
bound  by  no  rules  whatever. 
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This  system  of  fixed  or  periodic  differences  for  settlement  of 
deliveries  on  future  contracts  has  been  the  source  of  great  complaint. 
It  is  one  of  the  principal  subjects  covered  by  this  report. 

It  is  obvious  that  the  differences  established  by  the  New  York 
revision  committee  may,  and  indeed  at  times  must,  be  out  of  line  with 
the  actual  relative  values  of  the  several  grades  of  cotton  in  spot 
markets.  In  the  first  place,  in  the  absence  of  any  rules  to  govern  the 
action  of  the  revision  committee,  it  may  in  the  first  instance  fix 
differences  which  do  not  accord  with  the  actual  commercial  differ- 
ences at. the  time.  This  it  may  do  either  through  ignorance  of  the 
commercial  differences,  or  because  it  does  not  consider  the  current 
commercial  differences  as  a  proper  standard,  or  even  with  the  delib- 
erate intent  of  making  the  differences  erroneous  for  improper  pur- 
poses. In  the  second  place,  even  though  the  differences  as  originally 
fixed  correspond  to  commercial  differences,  they  are  bound  before 
the  date  of  the  next  revision  to  become  more  or  less  out  of  line,  be- 
cause commercial  differences  fluctuate  with  changes  in  the  supply 
and  demand  for  specific  grades.  During  the  ten  months  from  Novem- 
ber to  the  following  September,  while  no  change  can  be  made  in  the 
New  York  differences,  changes  in  commercial  differences  in  the  spot 
markets  are  sure  to  occur,  and  the  same  is  true,  to  a  more  limited 
extent,  of  the  period  of  two  months  between  the  September  and 
November  meetings.  These  disparities  between  the  differences  estab- 
lished by  the  New  York  revision  committee  and  the  actual  commer- 
cial differences  are  bound  to  result  in  injury  to  certain  classes  of 
dealers  in  future  contracts.  The  injury  may  arise  in  either  of  two 
ways,  which,  however,  are  closely  interrelated : 

First.  The  buyer  or  less  often  the  seller  of  a  future  contract  may 
be  injured  by  being  compelled  to  receive  or  deliver,  respectively, 
certain  grades  of  cotton  at  prices  at  variance  with  their  actual  mar- 
ket relation  to  middling;  that  is,  the  buyer  may  be  obliged  to  take 
certain  grades  above  their  true  relative  value,  or  the  seller  may  be 
forced  to  deliver  them  at  less  than  their  true  relative  value. 

Second.  Because  of  the  attempt  of  buyers  to  avoid  this  first  loss, 
errors  in  grade  differences  tend  to  depress  the  price  of  future  con- 
tracts as  compared  with  the  spot  price  of  middling  cotton,  and  this 
relative  depression  causes  loss  to  certain  operators. 

LOSSES  DUE  TO  RECEIVING  CONTRACT  COTTON  AT  ERRONEOUS  DIFFERENCES. 

The  risk  of  injury  falls  chiefly  upon  the  buyer  of  the  contract  rather 
than  upon  the  seller.  This  is  due  to  the  seller's  option  of  selecting 
what  grades  he  will  deliver.  The  possible  injury  to  the  buyer  of 
a  future  contract  by  being  compelled  to  accept  delivery  on  the  basis 
of  false  differences  is  apparent.    For  the  purpose  of  simplicity,  it 


SUMMARY.  7 

may  be  assumed  that  an  operator  has  bought  a  future  contract  as  a 
speculation,  expecting  to  take  up  the  cotton  at  the  time  of  maturity 
and  hoping  to  sell  it  then  in  the  spot  market  at  an  advance  on  the 
price  he  has  paid  for  the  future.  If  the  contract  called  for  the  de- 
livery of  middling  cotton  only,  this  transaction  would  involve  only 
a  single  element  of  risk,  namely,  the  possibility  that  middling  cotton 
in  the  spot  market  might  decline  before  the  contract  matured,  so  that 
when  the  cotton  was  received  it  would  have  to  be  sold  at  a  loss.  Under 
a  basis  contract,  however,  the  seller  has  the  option  of  delivering  any 
one  of  a  large  number  of  grades;  the  buyer  can  not  specify  what 
grades  he  will  accept.  But  if  the  differences  applying  on  settlement 
of  future  contracts  are  identical  with  the  commercial,  differences  ex- 
isting in  the  spot  market  at  the  time  of  settlement,  the  holder  of  the 
future  contract  is  substantially  as  well  off  as  he  would  be  if  it  called 
for  middling  cotton  only.  If  he  is  compelled  to  accept  some  other 
grade,  he  will  get  it  at  a  price  corresponding  to  its  true  relative  value 
as  compared  with  middling,  and  he  can  sell  it  in  the  spot  market  at 
the  same  relative  valuation,  making  the  same  profit  or  loss  on  his 
entire  transaction  as  he  would  make  under  a  specific  contract  for  mid- 
dling. In  other  words,  his  risk  would  be  the  same  as  and  no  greater 
than  his  risk  in  making  an  advance  purchase  of  middling  only.  To 
be  sure,  the  seller  may  deliver  to  him,  not  a  single  grade,  but  an  assort- 
ment of  grades,  in  which  case  the  buyer  will  be  put  to  some  incon- 
venience and  expense  in  sorting  them  out  and  delivering  them  in  even- 
running  lots  such  as  are  ordinarily  desired  by  spinners.  This  expense, 
however,  is  fairly  constant,  and  the  buyer  is  able  to  allow  for  it  in 
making  his  bid  for  a  future  contract.  As  shown  below,  the  antici- 
pation of  this  expense  results  in  a  normal  discoimt  in  the  price  of 
future  contracts  as  compared  with  that  of  spot  cotton. 

The  transaction  is,  however,  wholly  different  if  the  buyer  must 
receive  whatever  grade  of  cotton  the  seller  may  select,  not  at  the  com- 
mercial differences,  but  at  fixed  differences  not  corresponding  to  the 
commercial  differences.  Here  a  multiplied  risk  is  thrown  upon  him. 
In  addition  to  the  risk  of  a  decline  in  the  value  of  middling,  he  must 
take  the  risk  that  some  one  or  more  grades  may  decline  more  than 
middling.  Suppose,  for  example,  that  the  buyer  of  a  basis  contract 
receives,  instead  of  middling  cotton,  good  ordinary  cotton  at  a  differ- 
ence of  1  cent  off  the  price  of  middling  at  a  time  when  he  can  dispose 
of  that  grade  in  the  spot  market  at  the  same  difference.  Obviously  he 
has  suffered  no  injustice.  Suppose,  however,  that  he  is  compelled 
to  receive  good  ordinary  cotton  at  a  difference  of  1  cent  off — ^this 
difference  perhaps  having  been  established  months  in  advance — 
when  the  commercial  difference  in  the  spot  market  is  2  cents  off.  It 
is  clear  that  if  he  resells  this  cotton  he  will  suffer  a  loss. 
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Owing  to  the  option  of  the  seller  under  a  basis  contract  to  deliver 
any  grade  or  grades  he  sees  fit,  the  buyer  will,  of  course,  ordinarily 
be  compelled  to  receive,  under  a  fixed-difference  system,  those  grades 
for  which  differences  are  most  favorable  to  the  seller;  that  is,  those 
which  under  the  established  differences  are  most  overvalued  as  com- 
pared with  their  spot  value.  In  other  words,  the  buyer  has  to  take 
the  risk  of  the  most  unfavorable  change  in  price  which  can  occur  in 
any  one  among  a  large  number  of  different  grades  of  cotton. 

The  illustration  here  presented  shows  only  the  effect  of  false 
differences  upon  a  purely  speculative  transaction,  in  which  there  must 
necessarily  be  some  risk,  but  in  which  the  risk  is  greatly  increased  by 
the  periodic-difference  system.  It  is  not,  however,  merely  speculators 
who  are  affected.  Many  cotton  merchants  buy  or  sell  future  con- 
tracts, not  for  the  purpose  of  speculation,  but  to  avoid  speculation ; 
that  is,  they  buy  or  sell  them  as ''  hedges  "  against  some  other  transac- 
tion. The  nature  and  the  great  importance  of  the  hedging  function 
and  the  effect  of  errors  in  differences  upon  it  will  be  more  fully  ex- 
plained later.  It  is  sufficient  to  state  here  that,  whereas  under  a  com- 
mercial-difference system  the  cotton  merchant  who  buys  a  hedge  in 
the  expectation  of  taking  up  the  cotton  can  escape  speculative  risks, 
under  a  periodic-difference  system  the  extra  and  peculiar  risk  which 
has  been  shown  to  exist  is  thrown  upon  him.  The  case  of  a  seller  of 
a  hedge,  however,  as  shown  later,  is  quite  different. 

The  seller  of  a  contract  will,  of  course,  be  injured  if,  in  malring  a 
delivery,  he  is  forced  to  deliver  cotton  at  differences  which  under- 
value it;  that  is,  at  unduly  wide  differences  for  low  grades  or  at 
unduly  narrow  differences  for  high  grades.  As  a  matter  of  fact,  as 
will  appear  later,  the  seller  of  a  contract,  because  of  his  privilege  of 
selecting  what  grades  he  will  tender,  is  able  either  to  avoid  loss  or 
materially  to  limit  the  loss  arising  from  such  errors  in  differences. 

TENDENCY  OF  ERRORS  IN   DIFFERENCES  TO  INCREASE  DISCOUNT  IN 
CONTRACT  PRICE. 

The  danger  to  the  buyer  of  a  future  contract  that  he  may  be  com- 
pelled to  accept  cotton  at  false  differences  naturally  results  in  the 
second  condition  above  mentioned,  namely,  in  a  depression  of  the 
price  of  future  contracts  as  compared  with  the  spot  price  of  middling 
cotton ;  that  is  to  say,  buyers,  confronted  with  the  danger  of  having 
to  accept  cotton  on  contract  at  an  overvaluation,  attempt  to  offset 
that  loss  by  offering  less  for  such  contracts. 

Suppose,  for  example,  a  merchant  proposes  to  buy  a  basis  future 

contract  at  a  time  when  the  price  of  spot  middling  cotton  is  10.25 

ants  and  when  he  anticipates  no  probable  change  in  the  price.    If 

e  knows  that  when  delivery  is  made  on  this  future  contract  he  will 

eceive  whatever  grades  may  be  delivered  at  their  true  values  relative 
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to  middling,  he  will  be  prepared  to  offer,  say,  10  cents  for  the  future 
contract.  Suppose,  however,  that  the  commercial  difference  off  mid- 
dling for  a  low  grade  like  good  ordinary  at  the  time  he  enters  into  the 
future  contract  is  2  cents  (or  that  he  has  reason  to  believe  that  it 
will  become  2  cents  by  the  time  delivery  is  made) ,  but  that  the  fixed 
difference  applicable  for  good  ordinary  on  contract  deliveries  is  only 
1  cent  off.  He  then  foresees  that  in  case  he  pays  10  cents  for  his  basis 
contract  he  may  be  forced  to  take  a  delivery  of  good  ordinary  at  9 
cents,  or  1  cent  off  middling,  whereas  he  could  resell  this  good  ordi- 
nary cotton  in  the  spot  market  only  at  a  difference  of  2  cents  off 
middling,  or,  in  the  case  assumed,  for  not  over  8.25  cents.  In  order 
to  avoid  this  loss,  he  naturally  will  bid  only  9  cents  instead  of  10  cents 
for  his  future  contract. 

The  tendency,  therefore,  of  a  relative  overvaluation  of  any  grade 
of  cotton  under  a  fixed-difference  system  is  to  depress  the  price  of 
future  contracts  as  compared  with  the  spot  price  of  middling  cotton. 
If  the  arbitrary  differences  were  so  fixed  as  relatively  to  undervalue 
all  other  grades  of  cotton  as  compared  with  middling — ^that  is,  if 
they  were  too  narrow  on  grades  above  middling  and  too  wide  on 
grades  below  middling — the  tendency  would  be  to  advance  the  con- 
tract price  as  compared  with  the  spot  price.  In  fact,  it  might  seem 
that  if  the  error  were  sufficiently  pronounced  the  contract  price  might 
even  be  forced  to  a  premium  above  the  spot  price.  Since,  however, 
middling  cotton  is  always  deliverable  on  contract  at  exactly  the  con- 
tract price,  this  would  result  in  two  prices  for  middling  cotton  at 
the  same  time  in  the  same  market,  which  is  an  absurdity.  It  is  true 
that  such  abnormal  conditions  have  at  times  occurred,  but  almost 
invariably  as  the  result  of  an  unusual  condition  in  the  future  market, 
such  as  a  "  squeeze  "  or  a  "  corner ;  "  and  any  marked  premiums  in  the 
contract  price  over  the  spot  price  have  almost  without  exception  been  of 
brief  duration.  Since  it  costs  something  to  make  actual  deliveries  on 
contract,  a  small  premium  might  remain  in  force  for  some  little  time. 
In  practice  it  has  scarcely  ever  happened  that  differences  on  all 
grades  above  middling  were  too  narrow  at  the  same  time  that  those 
on  all  grades  below  middling  were  too  wide.  The  chances  are  very 
strong  under  a  system  of  fixed  or  periodic  differences  that  at  least 
some  grades  will  be  relatively  overvalued.  It  does  not  matter  that  some 
grades  may  be  relatively  undervalued  at  the  same  time,  since  these 
grades  will  not  be  tendered  on  contract.  The  seller,  having  the  option 
of  delivering  whatever  grades  he  may  find  it  most  advantageous  to 
deliver,  will  of  course  tender  those  which  are  overvalued. 

It  follows  that  errors  in  grade  differences  in  nearly  all  instances 
tend  to  depress  the  price  of  future  contracts  as  compared  with  the 
spot  price  of  middling  cotton ;  that  is,  they  tend  to  increase  the  dis- 
count in  the  contract  price  beyond  the  normal.    Since,  as  stated  above.^ 
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Department  of  Commerce  and  Labor, 

Office  of  the  Secretary, 

Wdshington^  May  4, 1908. 
Sir  :  I  have  the  honor  to  transmit  herewith  Part  I  of  a  Report  of 
the  Commissioner  of  Corporations  on  Cotton  Exchanges,  said  part 
dealing  with  the  methods  of  establishing  grade  differences  for  future 
contracts. 

Very  respectfully,  Oscar  S.  Straus, 

Secretary. 
The  President. 


Department  of  Coaimerce  and  Labor, 

Bureau  of  Corporations, 

Washington^  May  4, 1908. 
Sir  :  I  have  the  honor  to  transmit  herewith  Part  I  of  a  Report  on 
Cotton  Exchanges,  made  to  the  President  under  your  direction  and 
in  accordance  with  the  law  creating  the  Bureau  of  Corporations  and 
the  resolution  of  the  House  of  Representatives  of  February  4,  1907. 
The  said  part  deals  with  the  methods  of  establishing  grade  differ- 
ences for  future  contracts. 

I  desire  to  mention  as  especially  contributing,  under  my  direction, 
to  the  preparation  of  certain  portions  of  this  report  the  names  of  cer- 
tain of  my  assistants,  to  wit,  Mr.  Luther  Conant,  jr.,  and  Mr.  T.  M. 
Robertson,  who  has  assisted  Mr.  Conant. 

Very  respectfully, 

Herbert  Knox  Smith, 

Commissioner. 
To  Hon.  Oscar  S.  Straus, 

Secretary  of  Commerce  and  Labor. 
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Department  of  Commerce  and  Labor, 

Bureau  of  Corporations, 

Washington^  May  4?  1908. 

Sir  :  I  have  the  honor  to  submit  herewith  Part  I  of  the  report  on 
the  operations  of  cotton  exchanges,  made  in  accordance  with  House 
resolution  No.  795,  of  February  4,  1907. 

This  part  deals  with  cotton-exchange  methods  of  determining  dif- 
ferences in  price  between  various  grades  of  cotton  in  connection  with 
future  contracts.  Subsequent  parts  will  take  up  the  matter  of  classi- 
fication of  cotton,  the  range  of  grades,  and  effects  of  excha^nge  rules 
and  other  conditions  upon  the  price. 

"  Future  "  transactions  in  cotton  provide  for  delivery  at  a  distant 
date  instead  of  for  immediate  delivery,  as  in  the  case  of  so-called 
"  spot "  transactions. 

There  are  two  great  cotton  exchanges  in  this  country.  New  York 
and  New  Orleans,  where  organized  future  dealings  are  conducted. 
All  future  trading  on  both  these  exchanges  is  in  so-called  "  basis  " 
contracts — that  is,  contracts  which  permit  the  delivery  of  a  number  of 
"  grades  "  of  cotton  on  one  contract.  The  seller  of  this  contract  may 
deliver  thereon  any  grade  he  chooses  within  the  range  prescribed  by 
the  exchange.  The  buyer  has  no  option.  The  proper  theory  of  a 
basis  contract,  however,  is  that  all  grades  shall  be  deliverable  at  prices 
which  will  make  them  commercial  equivalents  of  each  other.  Cotton 
is  graded  substantially  on  its  color  and  on  the  amount  of  leaf  and 
other  foreign  matter,  all  materially  affecting  its  market  value.  At 
the  time  that  this  investigation  started,  30  grades  were  deliverable 
on  contracts  of  the  New  York  Cotton  Exchange,  later  reduced  to  18 
grades,  chiefly  by  cutting  out  intermediate  grades,  with  little  re- 
duction in  the  extreme  range.  The  range  of  grades  deliverable  at 
New  Orleans  is  nominally  about  the  same.  "  Middling "  cotton  is 
always  the  basis  grade,  the  grade  for  which  the  price  is  fixed  by  the 
parties  to  the  contract.  The  prices  at  which  other  grades  are  deliver- 
able are  determined  by  the  so-called  "  differences  "  above  and  below — 
or,  in  trade  parlance,  "  on  "  and  "  off  " — ^middling. 

There  are  two  ways  of  establishing  these  differences.  For  the  last 
eleven  years  the  New  York  Cotton  Exchange  has  had  a  so-called 
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'•  fixed-difference  "  system.  A  committee  of  the  exchange,  commonly 
known  as  the  revision  committee,  meets  twice  a  year,  in  September 
and  in  November,  and  establishes  the  respective  price  differences  on 
or  off  which  shall  apply  to  the  grades  other  than  middling.  These 
differences,  once  established,  can  not  be  changed  until  the  next  regular 
meeting,  and  govern  all  contracts  in  futures. 

The  New  Orleans  Cotton  Exchange,  on  the  other  hand,  has  what 
is  known  as  the  "  commercial-difference  "  system.  A  committee  of  the 
exchange  meets  daily,  and,  upon  information  of  actual  "  spot "  trans- 
actions, quotes  the  prices  of  the  various  grades,  which  quotations 
virtually  establish  the  differences  which  apply  on  future  contracts. 
That  is  to  say,  the  New  York  system  arbitrarily  fixes  what  the  differ- 
ences for  all  grades  shall  be  for  two  months  or  for  ten  months,  while 
New  Orleans  follows  the  actual  market  differences  for  these  grades 
as  established  by  daily  spot  transactions.  This  part  compares  these 
two  methods. 

The  buyer  of  a  future  contract  can  not  specify  the  grades  to  be 
delivered  thereon.  Obviously,  therefore,  he  is  greatly  concerned  as 
to  the  "  differences  "  at  which  he  may  have  to  accept  the  various 
grades.  He  knows  exactly  the  price  for  one  grade — that  is,  middling 
cotton.  That  price  was  stipulated  in  his  contract,  the  so-called  basis 
price.  But  as  to  the  prices  which  he  must  pay  for  other  grades  he  is 
dependent  upon  the  exchange  differences.  The  underlying  principle 
of  a  basis  contract  undoubtedly  is  that  if  the  seller  does  not  deliver 
middling  cotton  he  shall  substitute  other  grades  only  at  their  true 
value  relative  to  that  of  middling  in  the  spot  market  at  the  time  of 
delivery — that  is,  at  the  actual  commercial  differences.  This  clearly 
is  the  only  equitable  basis.  Under  these  conditions,  as  far  as  price  is 
concerned,  a  basis  future  contract  is  substantially  the  equivalent  of  a 
contract  for  middling  cotton.  Consequently  the  market  price  of 
basis  future  contracts  for  immediate  delivery  should  be  practically 
the  same  as  the  price  of  middling  cotton  in  the  spot  market.  There 
is,  however,  properly  a  small  regular  margin  between  the  two,  because 
some  expense  is  involved  in  sorting  out  and  disposing  of  the  mixed 
assortment  of  grades  likely  to  be  received  on  contract. 

For  all  interests  legitimately  using  the  exchange,  it  is  highly 
desirable  that  this  margin  should  be  comparatively  constant  in 
amount — ^that  is,  that  there  should  be  a  substantial  "  parity " 
maintained  between  the  spot  price  of  middling  cotton  and  the 
price  of  middling  cotton  on  contracts  for  immediate  delivery.  A 
future  contract  is  supposed  to  represent  actual  cotton,  and  from 
the  very  nature  of  things  such  a  parity  should  be  preserved. 
The  respective  merits  of  "  fixed  "  and  "  commercial  "  differences  are, 
therefore,  roughly  indicated  by  their  effect  on  this  parity.  In  gen- 
eral, it  may  be  said  that  the  commercial-difference  system  maintains 
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this  parity  far  better  than  the  fixed-difference  system.  This  is  be- 
cause the  commercial-difference  system  is  based  on  actual  daily  trans- 
actions in  cotton,  so  that  the  same  influences  that  affect  the  differences 
in  spot  transactions  also  affect  the  future  contract  differences  and 
thus  maintain  the  parity  between  the  price  of  future  contracts  and 
the  price  of  spot  middling  cotton.  Under  a  proper  application  of 
the  commercial-difference  system  the  operator  in  future  contracts 
can  base  his  calculations  on  the  course  of  middling  cotton,  and  is 
able  largely  to  disregard  differences  for  other  grades,  since  he  relies 
on  the  exchange  to  keep  these  constantly  correct. 

Under  the  fixed-difference  system,  on  the  other  hand,  the  operator, 
besides  considering  the  probable  course  of  the  middling  price,  must 
also  consider  the  course  of  the  prices  of  all  other  grades.  Fixed  dif- 
ferences are  an  attempt  to  establish  arbitrarily,  and  months  in  ad- 
vance, the  relative  values  of  grades.  These  differences  are  bound  to 
become  at  times  erroneous,  because  the  relations  of  values  inevitably 
vary  under  the  natural  laws  of  supply  and  demand.  Consequently, 
if  the  operator  believes  that  the  "  fixed  "  differences  are  wrong,  or 
may  become  wrong  by  the  time  the  contract  matures,  he  will,  because 
he  is  bound  by  them,  endeavor  to  offset  this  error  by  modifying  the 
basis  price  which  he  offers  for  the  contract ;  and  this,  as  a  matter  of 
fact,  constantly  occurs  during  such  variance.  Further,  inasmuch  as 
the  seller  has  the  option  of  delivering  any  one  or  all  the  grades,  he 
will,  of  course,  deliver  those  grades  which  are  most  overvalued  by 
the  existing  differences,  so  that  the  basis  future  price  will  be  affected, 
not  by  the  average  error  in  the  differences,  but  by  the  maximum  error 
therein.  The  result  is  that  the  price  of  future  contracts,  thus  af- 
fected by  the  fixed  differences,  will  at  times  vaiy  widely  from  the 
actual  price  of  middling  cotton  in  spot  transactions.  The  extent  of 
these  variations  will  depend  chiefly  upon  the  extent  of  the  errors  in 
differences.  In  other  words,  these  errors  will  disturb  the  normal 
parity  above  described.  These  disturbances  have  a  very  far  reaching 
effect,  especially  on  the  distribution  of  speculative  risks. 

Dealings  in  cotton  must  always  be  accompanied  by  risk,  either 
to  the  producer,  the  merchant  middleman,  the  speculator,  or  the 
spinner.  Natural  conditions  greatly  affect  the  supply,  and  other 
conditions  the  demand,  and  both  consequently  affect  the  price.  What 
is  the  equitable  distribution  of  these  risks?  It  is  a  general  principle 
that  much  of  the  risk  should  properly  be  borne  by  the  speculative 
class;  that  is,  by  those  who  neither  produce  nor  spin  cotton,  but 
who  are  interested  simply  in  making  a  profit  out  of  the  rise  or  fall  of 
its  price.  Whatever  justification  there  may  be  for  the  speculator 
lies  in  the  fact  that  he  stands  ready  to  take  a  large  share  of  this  risk. 
His  function  is  to  forecast  future  natural  conditions  affecting  sup- 
ply and  demand,  to  obtain  as  accurate  information  thereon  as  po3- 
43225--H.  Doc.  949,  60-1 2 
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sible,  to  make  the  price  for  future  deliveries  based  on  such  informa- 
tion, and  thus  to  discount  in  advance  as  far  as  possible,  for  the  bene- 
fit of  the  trade  in  general,  the  effect  of  such  future  conditions  and 
thereby  keep  prices  free  from  violent  fluctuations  which  otherwise 
would  occur  from  unforeseen  natural  causes. 

One  especial  and  necessary  function  of  the  speculator  in  assuming 
risk  is  to  facilitate  so-called  "  hedging  "  operations.  The  manufac- 
turer of  cotton,  for  instance,  usually  makes  many  months  in  advance 
his  contract  to  deliver  cloth  to  the  dealer.  His  price  for  that  cloth 
must  be  based  largely  on  what  he  has  to  pay  for  raw  cotton.  This 
he  can  not  foretell.  Suppose  he  has  agreed  to  deliver  cloth  which 
will  consume  a  thousand  bales  of  cotton,  and  at  a  price  which  will  be 
profitable  if  he  can  buy  that  cotton  at  10  cents  a  pound.  Immedi- 
ately upon  making  that  agreement  he  buys  a  thousand  bales  on  future 
contract.  This  contract  should  insure  him  against  loss  by  fluctua- 
tion in  the  price  of  raw  cotton.  For  instance,  if  when  he  buys  his 
actual  cotton  for  spinning  the  price  of  middling  cotton  has  advanced 
to  12  cents,  he  loses  that  advance  from  his  profit  on  the  cloth.  On  the 
other  hand,  if  the  price  of  future  contracts  has  made  a  corresponding 
advance  of  2  cents,  thus  maintaining  a  proper  parity  between  the 
future  price  and  the  spot  price,  he  makes  2  cents  on  his  future  con- 
tract. His  loss  on  actual  cotton  is  thus  offset  by  his  gain  on  the 
futures.  His  hedging  operation,  therefore,  far  from  being  specu- 
lative, eliminates  the  speculative  element  from  his  business.  The 
manufacturer  assumes  sufficient  risk  in  the  risk  of  manufacture  and 
distribution. 

Similarly  other  interests,  and  particularly  cotton  merchants,  thus 
try  to  hedge  against  speculative  risks. 

Now,  the  value  of  hedging  depends  entirely  upon  the  maintenance 
of  this  parity  between  the  spot  price  of  middling  cotton  and  the  price 
of  future  contracts.  Should  this  parity  be  disturbed  after  the  contract 
is  made,  some  class  of  these  hedging  interests  will  lose.  In  the  case 
above  cited,  should  the  price  of  raw  cotton  go  up  2  cents  before  the 
maturity  of  the  contract,  while  the  price  of  future  contracts  went  up 
only  1  cent,  the  manufacturer  would  lose  2  cents  a  pound  on  his  spot- 
cotton  purchases,  and  gain  only  1  cent  on  his  futures,  a  net  loss  of  1 
cent  a  pound. 

It  is,  of  course,  possible  that  the  parity  might  so  vary  that  the  hedge 
would  give  a  net  profit  instead  of  a  loss.  But  such  profit  is  a  specu- 
lative one,  and  is  in  conflict  with  the  fundamental  theory  of  hedging, 
which  is  intended  to  eliminate  the  speculative  factor.  The  man  who 
hedges  does  so  to  remove  himself  from  the  speculative  class.  If  he 
secures  protection  against  speculative  losses  he  has  no  right  to  specu- 
lative profits. 
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Fixed  diflferences  are  an  attempt  substantially  to  render  future 
transactions  a  "  sure  thing  "  for  a  limited  class  of  speculative  experts. 
The  system  amounts  to  an  attempt  absolutely  to  fix  prices — an  eco- 
nomic absurdity.  The  relative  values  of  different  grades  are  as  much 
subject  to  the  natural  laws  of  supply  and  demand  as  the  value  of 
middling  cotton  itself,  and  it  is  as  unreasonable  to  attempt  to  fix  one 
by  the  fiat  of  a  committee  as  it  is  the  other. 

The  result  of  this  attempt,  as  above  shown,  is  to  affect  the  basis 
price  that  is  paid  for  future  contracts.  The  law  of  supply  and  de- 
mand, unable  to  work  directly  on  these  fixed  differences,  works  itself 
out  indirectly  on  the  basis  price  of  the  contract;  but  this  indirect 
action  results  in  great  loss  to  a  vast  body  of  persons  who  are  not 
experts  and  who  do  not  understand  this  artificial  machinery  or  its 
results.  By  compelling  operators  in  futures  to  consider  probable 
conflicts  between  the  two  sets  of  differences,  as  well  as  possible  varia- 
tions in  the  price  of  middling  cotton  itself,  an  unnecessary  increase 
in  trading  risks  is  introduced.  This  is  clearly  an  evil.  The  system 
results  in  shifting  the  burden  of  risk  from  a  limited  class  of 
experts  to  a  nonspeculative  class,  or  to  those  ignorant  of  the  working 
of  the  system.  A  premium  is  thus  put  on  intelligence  applied  to 
artificial  conditions,  which  of  course  is  of  no  service  to  the  public, 
rather  than  on  intelligence  applied  solely  to  forecasting  the  actual 
conditions  of  supply  and  demand.  In  the  same  way,  the  system 
tends  .to  shift  the  burden  of  risk  from  sellers  upon  buyers.  Clearly 
a  great  advantage  is  given  the  seller  from  the  fact  that  he  can  offer 
on  contract  any  grade  he  chooses.  He  should  not  have  both  this 
privilege  and  the  privilege  of  arbitrarily  fixed  differences,  which 
almost  invariably  overvalue  certain  grades.  The  result  of  the  com- 
bination of  the  two  is  to  give  the  seller  an  extremely  unfair  advantage 
over  the  buyer. 

The  foregoing  criticisms  were  strikingly  illustrated  in  November, 
1906,  as  the  result  of  the  failure  of  the  New  York  revision  committee 
to  establish  correct  differences.  Owing  to  abnormal  weather  condi- 
tions, the  commercial  values  of  the  lower  grades  of  cotton  fell  very 
sharply  from  the  price  of  middling.  The  revision  committee  failed 
to  adjust  its  "fixed"  differences  to  the  actual  situation  and  estab- 
lished differences  for  low  grades  which  very  heavily  overvalued  them. 
As  a  result  the  future  contract  price  at  New  York  dropped  abruptly 
from  the  price  of  spot  middling,  to  the  tremendous  loss  of  a  vast 
number  of  holders  of  future  contracts  for  cotton  and  the  profit  of  the 
few  experts  who  understood  and  anticipated  the  effect  of  the  system. 
Hundreds  of  men  also,  who  had  hedged  cotton  by  buying  contracts  in 
New  York,  were  injured  by  this  striking  disturbance  in  the  parity. 
A  number  of  failures  in  the  South  were  charged  to  this  one  cause 
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alone.  One  result  has  been  to  reduce  hedging  in  New  York,  as  the 
possibilities  of  its  artificial  system  were  thus  disclosed. 

As  pointed  out  above,  such  a  disastrous  disturbance  in  the  parity  is 
exactly  what  is  brought  about  by  the  errors  in  the  fixed  differences  in 
New  York. 

The  reply  of  certain  interests  in  the  New  York  Exchange  is  that 
"  a  contract  is  a  contract ;"  that  men  who  deal  there  come  of  their  own 
will  and  are  supposed  to  understand  the  game.  This  position  can 
not  commend  itself  as  sound  business  ethics.  Practically,  also,  it  is 
not  true  that  cotton  interests  are  wholly  at  liberty  to  stay  out  of  the 
exchange.  As  shown  above,  certain  interests  must  have  a  hedging 
^place.  Furthermore,  financial  connections  with  New  York  are  so 
close  that  New  York  must  be  that  place  for  many  of  them.  Still 
further,  the  New  York  Cotton  Exchange  practically  owes  its  ex- 
istence to  the  volume  of  business  made  possible  by  the  participation 
of  outside  interests.  Both  the  duty  of  a  private  business  man  to  his 
customers  and  the  duty  of  a  concern  which  is  to  a  certain  extent  a 
public  utility  demand  fair  dealing. 

The  injury  from  such  errors  in  differences  as  are  inevitable  under 
the  fixed-difference  system  is  not,  however,  the  limit  of  possible  harm 
under  that  system.  There  is  danger  that  improper  differences  may  be 
intentionally  established. 

As  stated  above,  differences  are  fixed  in  New  York  by  the  revision 
committee  but  twice  a  year.  The  New  York  Exchange  does  ijot,  as 
does  New  Orleans,  provide  any  standard  by  which  the  committee  shall 
act.  It  is  not  obliged  to  follow  the  spot-market  quotations,  or  even 
any  general  principle.  This  leaves  it  an  extreme  degree  of  arbitrary 
power.  This  committee  is  usually  made  up  of  men  who  are  large 
operators  on  the  exchange,  and  who  are  constantly  interested  in  the 
future  market.  It  is  within  their  power  so  to  fix  these  differences  as 
to  affect  enormously  the  value  of  their  own  future  contracts.  In  this 
same  revision  of  November,  1906,  when  the  differences  fixed  by  the 
committee  were  radically  wrong,  several  members  of  this  committee 
have  admitted  that  they  were  at  the  time  heavily  interested  in  future 
contracts,  and  that  they  profited  by  the  action  of  the  committee.  There 
is  no  conclusive  proof  that  they  intended  this.  It  is  sufficient  to  point 
out  that  this  fixed-difference  system,  applied  thus  arbitrarily  by  a 
small  body  of  men,  furnished  in  this  case  a  condition  where  (1)  these 
men  had  the  power  thus  to  reap  enormous  profits  at  the  expense  of 
others;  (2)  they  admit  that  they  did  reap  profits;  and  (3)  the  motive 
for  doing  so  was  extremely  strong.  Comment  upon  this  situation  is 
hardly  necessary. 

The  foregoing  does  not  mean  that  the  New  Orleans  "  commercial- 
difference  "  system  in  its  actual  working  has  been  at  all  times  free 
from  criticism.    Disturbances  of  the  parity  have  also  occurred  there, 
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but  have  been  by  no  means  as  great  or  as  long  continued  as  in  New 
York.  The  trouble  is  not  in  the  New  Orleans  system  itself,  but  in 
occasional  careless  or  improper  application  of  it — an  erroneous  quota- 
tion of  actual  prices.  There  is,  however,  need  of  more  care  in  the 
conduct  of  the  system. 

Since  the  beginning  of  this  investigation  there  has  been,  both  at 
New  York  and  New  Orleans,  a  considerable  increase  of  discussion 
of  the  rules  affecting  future  contracts  and  the  possibility  of  improve- 
ment. 

There  is  at  present  a  fundamental  difference  in  conditions  between 
the  New  York  and  the  New  Orleans  market,  which  doubtless  is  one 
reason  for  the  difference  in  system,  though  by  no  means  an  excuse 
therefor.  Under  modem  conditions  of  transportation,  with  the 
through  bill  of  lading  available.  New  York  is  no  longer  a  natural 
spot-cotton  market.  Cotton  usually  takes  the  cheapest  route  to  the 
mills,  and  this  route  does  not  include  a  stop-over  at  New  York.  As 
a  result  transactions  in  spot  cotton  in  New  York  are  quite  small, 
and  thus  there  is  not  in  New  York  such  a  market  in  actual  cotton  as 
will  furnish  reliable  quotations  to  be  used  in  fixing  contract  differ- 
ences. 

This,  however,  does  not  prevent  the  application  of  the  commercial- 
difference  principle  in  substance  to  future  contracts  in  New  York. 
The  commercial  differences  existing  in  the  leading  southern  spot 
markets  can  be  used  as  a  basis  for  contract  differences.  It  would  not 
be  strictly  necessary  to  revise  the  contract  differences  as  often  as 
changes  in  such  commercial  differences  occur.  If  the  contract  differ- 
ences were  revised  weekly  or  even  monthly  the  substantial  advantages 
of  the  commercial-difference  system  could  be  secured. 

It  is  contended  by  many  that  such  a  return  to  the  commercial- 
difference  system  would,  because  of  the  disadvantages  of  New  York's 
location,  destroy  the  business  of  the  New  York  Cotton  Exchange. 
There  is  little  reason  to  believe  that  any  such  result  would  occur. 
However  this  may  be,  the  New  York  Cotton  Exchange,  if  it  can  not 
exist  under  a  just  and  equitable  system,  has  no  excuse  for  existence 
at  all.  The  present  New  York  system  of  fixed  differences  is  uneco- 
nomic, in  defiance  of  natural  law,  unfair,  and,  like  all  other  attempts 
to  defy  natural  law,  results  in  such  complex  and  devious  effects  that 
the  benefit  of  its  transactions  accrues  only  to  a  skilled  few. 
Very  respectfully, 

Herbert  Knox  Smith, 
Commissioner  of  Corporations. 

The  President. 
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SUMMARY. 


The  resolution  of  the  House  of  Representatives  regarding  the 
methods  of  future  dealing  in  cotton  directed  especial  attention  to 
two  matters — first,  the  character  of  future  contracts  used  on  cotton 
exchanges,  and,  second,  the  causes  of  fluctuations  in  the  price  of 
cotton,  with  the  particular  object  of  ascertaining  whether  or  not  such 
fluctuations  have  resulted  in  whole  or  in  part  from  the  character  of 
such  contracts  or  from  any  trade  combinations.  The  investigation 
has  been  confined  to  these  specific  features  of  future  trading  in  cotton, 
and  a  discussion  of  the  general  merits  or  abuses  of  the  system  as.  a 
whole  has  not  been  attempted. 

There  is  presented  here  Part  I  of  the  report,  dealing  with  the 
character  of  future  contracts,  and  especially  with  the  methods  of 
establishing  grade  "  differences "  in  price.  Further  parts  will  be 
issued  in  due  course. 

A  future  contract  in  cotton  may  be  defined  as  an  agreement  on 
the  part  of  the  seller  to  deliver,  and  of  the  buyer  to  receive,  at  some 
future  date,  a  certain  quantity  of  cotton  (in  the  case  of  the  New  York 
and  New  Orleans  cotton  exchanges  50,000  pounds,  or  approximately 
100  bales) ,  the  contract  price  being  fixed  at  the  time  the  contract  is 
made.  The  seller,  at  the  time  he  enters  into  the  contract,  may  or 
may  not  have  the  cotton  on  hand ;  in  the  latter  case  he  is  "  selling 
short,"  relying  on  his  ability  to  secure  cotton,  or  another  contract 
representing  cotton,  prior  to  the  maturity  of  the  contract  thus  sold. 
A  future  transaction  differs  from  a  "  spot "  transaction  in  that  the 
latter  is  made  from  goods  on  hand,  or  immediately  available,  and 
calls  for  practically  immediate  delivery.  Future  transactions  may  be 
made,  and  indeed  are  constantly  made,  by  private  agreement  outside 

(1) 


2  COTTON   EXCHANGES GRADE    DIFFERENCES. 

of  exchanges.  The  organized  development  of  such  transactions  by 
means  of  exchanges  may,  however,  properly  be  termed  the  "  future 
system." 

There  are  but  two  exchanges  in  the  United  States  on  which  or- 
ganized future  trading  in  cotton  is  conducted — the  New  York  Cotton 
Exchange  and  the  New  Orleans  Cotton^'Exchange.  Abroad,  a  large 
business  in  futures  is  transacted  on  the  floor  of  the  Liverpool  Cotton 
Association,  and  some  future  business  is  done  on  the  Havre  Bourse. 

BASIS    CHARACTER   OF   FUTURE    CONTRACTS. 

A  vitally  important  characteristic  of  future  contracts  in  cotton  is 
that  they  are  "basis"  contracts;  that  is,  they  do  not  call  for  the 
delivery  of  a  specific  grade  of  cotton,  hut  allow  the  seller  the  option 
of  delivering  any  grade  or  a  number  of  grades  within  certain  wide 
limits.  The  buyer  has  no  option  in  this  respect.  He  must  receive 
any  deliverable  grade  or  grades  tendered  by  the  aeller.  "  Middling  " 
cotton  is  always  the  basis  grade  and  can  be  deBVered  on  contract  at 
exactly  the  contract  price.  Other  grades  are  delivered  at  prices  rela- 
tive to  middling — or,  to  use  the  trade  expression,  at  certain  "  differ- 
ences" in  price  "on"  (i.  e.,  over)  or  "off"  (i.  e.,  under)  middling. 
Thus,  if  an  operator  sells  a  future  contract  on  an  exchange  at  10 
cents,  he  can  deliver  middling  cotton  thereon  at  exactly  the  contract 
price ;  or,  if  he  prefers,  he  can  deliver  a  higher  grade  of  cotton,  like 
"  good  middling,"  in  which  case  the  buyer  must  pay,  in  addition  to 
the  basis  price  of  10  cents,  a  difference  of,  say,  one-half  cent  "  on  " 
that  price,  making  10 J  cents.  On  the  other  hand,  if  the  seller  prefers 
to  deliver  a  lower  grade,  like,  say,  "  low  middling,"  the  buyer  must 
take  it,  but  is  allowed  a  deduction  or  difference  "  off  "  the  contract 
price,  and  pays,  say,  9J  cents.  In  the  same  way  the  seller  may  deliver 
both  high  grades  and  low  grades  on  a  single  contract. 

RANGE  OF   GRADES   DELIVERABLE   ON   CONTRACT. 

At  the  present  time  (April,  1908)  eighteen  grades  are  deliverable 
upon  contracts  of  the  New  York  Cotton  Exchange.     These  are : 

Fair. 

Strict  middling  fair. 

Middling  fair. 

Strict  good  middling. 

Good  middling. 

Strict  middling. 

Middling. 

Strict  low  middling. 

Low  middling. 

In  the  above  list  the  grades  designated  by  the  term  "  strict "  are 
known  as  "  half  grades,"  the  others  being  full  grades.  Prior  to  Jan- 
uary 1,  1908,  nine  other  intermediate  grades,  known  as  "  quarter 


Strict  good  ordinary.  • 

Good  ordinary. 

Strict  good  middling  tinged. 

Good  middling  tinged. 

Strict  middling  tinged. 

Middling  tinged. 

Strict  low  middling  tinged. 

Low  middling  tinged. 

Middling  stained. 
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grades,"  were  recognized,  but  these  were  eliminated  on  that  date,  as 
were  also  two  other  grades,  "  low  middling  stained  "  and  "  strict 
good  ordinary  tinged."  On  April  1,  1908,  "strict  low  middling 
stained  "  was  also  excluded  from  the  list  of  deliverable  grades  in  the 
New  York  market. 

The  grades  from  fair  tg  good  ordinary  in  the  above  list  are 
what  is  known  as  white  cotton.  The  "  tinged "  and  "  stained " 
grades  are  cotton  showing  discoloration.  Tinged  cotton  is  cotton 
that  is  only  moderately  discolored;  that  which  is  deeply  discolored 
is  known  as  stained  cotton.  The  grade  names  given  in  the  above 
list  are  used  in  nearly  all  southern  markets.  The  terms  "tinged" 
and  "  stained,"  however,  are  used  in  the  South  in  a  general  way  to 
indicate  cotton  of  the  respective  grades  which  has  become  more  or  less 
discolored,  rather  than  to  indicate  a  distinct  style  of  cotton,  as  at  New 
York.  The  range  of  grades  deliverable  on  contract  in  New  Orleans 
is  about  the  same  as  that  permitted  by  the  New  York  contract.  The 
New  Orleans  contract,  however,  contains  the  important  provision 
that  no  cotton  shall  be  deliverable  which  is  of  a  lower  market  value 
than  good  ordinary  cotton  of  fair  color.  The  New  Orleans  contract 
thus  excludes  considerable  cotton  which  until  recently  has  been  ten- 
derable  on  contracts  at  New  York.  Moreover,  the  New  Orleans  clas- 
sification is  generally  conceded  to  be  more  rigid,  grade  for  grade, 
than  that  of  New  York;  so  that  cotton  of  a  given  grade  name  in 
the  New  York  classification  might  not  necessarily  be  given  the  same 
grade  in  New  Orleans. 

In  the  trade,  the  grades  above  middling  are  usually  referred  to  as 
the  "  higher  grades,"  and  those  below  as  the  "  lower  grades." 

CONTRACT  COTTON  USUALLY  MIXED  OR  SURPLUS  GRADES. 

An  important  feature  of  future  business  in  cotton  is  that,  broadly 
speaking,  cotton  delivered  on  contract  consists  of  the  surplus  grades 
or  remnants  of  the  more  desirable  grades.  Even-running  cotton — 
that  is,  cotton  of  substantially  one  grade — can  ordinarily  be  sold 
to  spinners  at  a  premium  above  the  price  of  a  mixed  assortment 
of  grades;  consequently,  buyers  will  not  pay  as  much  for  a  mixed 
assortment  of  cotton  as  for  even-running  cotton.  The  spot  merchant 
therefore  endeavors  to  class  out  his  cotton  into  even-running  lots  and 
to  dispose  of  it  in  the  spot  market  instead  of  tendering  it  on  contract, 
using  the  contract  market  to  get  rid  of  surplus  grades  or  broken  lots, 
known  in  the  trade  as  "  overs."  For  these  reasons  a  mixed  assortment 
of  grades  is  often  delivered  on  a  single  contract. 

METHOD  OF  ESTABLISHING   GRADE   DIFFERENCES   IN    NEW   ORLEANS. 

As  a  result  of  the  seller's  privilege  of  delivering  such  grades  within 
the  tenderable  range  as  he  may  choose,  the  method  of  est«ibl\^\v\w^>iva 
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relative  values  of,  or  differences  between,  middling  and  the  other 
grades  for  delivery  on  future  contracts  becomes  a  matter  of  extreme 
importance. 

The  New  York  Cotton  Exchange  and  the  New  Orleans  Cotton 
Exchange  employ  radically  different  methods  of  establishing  these 
grade  differences  to  apply  on  contract  deliveries.  On  the  New  Or- 
leans contract,  grades  other  than  middling  are  tenderable  at  their 
actual  relative  values  in  the  spot  cotton  market  as  compared  with 
middling  on  the  sixth  day  prior  to  the  actual  delivery.  These  actual 
or  commercial  differences  are  determined  in  the  following  manner: 
The  committee  on  spot  quotations  meets  every  day  and  on  the  basis 
of  the  day's  actual  sales  in  the  spot  market  quotes  prices  for  each  of 
the  full  grades  of  so-called  white  cotton.  ITiis  committee,  which  is 
changed  every  month,  is  usually  made  up  of  members  of  the  exchange 
who  are  actively  engaged  in  buying  and  selling  cotton.  To  guard 
against  bias,  it  has  been  the  invariable  practice  to  select  the  committee 
from  both  buyers  and  sellers.  Until  recently  the  spot-quotation 
committee  could,  by  itself  alone,  change  any  or  all  quotations,  even 
though  this  might  involve  a  change  in  grade  differences.  The  rules 
of  the  New  Orleans  Cotton  Exchange  were  amended  in  February, 
1908,  however,  so  that  in  case  any  member  of  the  spot-quotation  com- 
mittee believes  that  the  prices  of  certain  grades  in  the  spot  market 
have  changed  more  than  the  price  of  middling — ^that  is,  that  differ- 
ences, as  well  as  the  prices  themselves,  have  changed — ^the  spot-quota- 
tion committee  is  obliged  to  meet  with  another  committee,  the  arbi- 
tration committee  on  classification,  as  a  revision  committee  before 
such  changes  in  differences  are  officially  quoted ;  such  joint  meetings 
may  be  held  on  any  day.  This  change  in  rules  does  not  imply  any 
departure  from  the  principle  that  differences  applying  on  future  con- 
tracts must  correspond  to  the  commercial  differences  in  the  spot 
market,  but  is  designed  to  secure  a  more  careful  procedure  in  ascer- 
taining exactly  what  changes  in  commercial  differences  may  have 
taken  place. 

In  addition  to  quoting  prices  for  the  regular  grades  of  cotton,  the 
spot-quotation  committee  also  quotes  tinged  and  stained  cotton  at  a 
range  of  discounts  off  the  prices  for  the  regular  grades. 

The  actual  application  of  differences  to  cotton  delivered  on  contract 
in  New  Orleans  is  conducted  by  arbitrators,  who  examine  samples 
of  the  cotton  tendered.  The  prices  quoted  by  the  spot-quotation  com- 
mittee, however,  automatically  determine  the  differences  for  full 
grades  tendered  on  contract;  that  is,  for  cotton  the  samples  of  which 
exactly  correspond  to  the  official  exchange  types  of  any  deliverable 
full  grade  the  arbitrators  apply  jthe  differences  shown  by  the  of- 
ficial spot  quotations  for  the  day  preceding  the  issuance  of  notice  of 
delivery*    For  cotton  which  exactly  corresponds  to  types  for  a  half 
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grade  they  apply  differences  halfway  between  those  for  the  two  ad- 
jacent full  grades.  For  all  other  cotton,  including  tinged  and  stained 
grades,  the  arbitrators  establish  differences  on  their  own  judgment, 
using,  however,  as  a  guide  the  official  spot  quotations  for  the  full 
grades  and  the  officially  quoted  range  of  diiscounts  for  irregular 
grades. 

The  fundamental  principle  of  the  New  Orleans  system  is  that  tiie 
differences  applying  on  contract  deliveries  shall  be  identical  with 
the  actual  differences  established  in  the  spot  market  by  the  compe- 
tition of  buyers  and  sellers  at  the  time  of  delivery.  The  New  Orleans 
system  may  be  referred  to  as  the  "  fluctuating-difference "  or  the 
"  commercial-difference  "  system. 

METHODS  OF  ESTABUSHING  DIFFERENCES  IN   NEW  YORK. 

Prior  to  1888  the  New  York  Cotton  Exchange  employed  substan- 
tially the  same  system  as  that  now  used  in  New  Orleans.  The  dif- 
ferences applying  on  contract  deliveries  were  those  existing  in  the  spot 
market  at  the  time  of  delivery.  In  that  year,  however,  the  rules  of 
the  New  York  Cotton  Exchange  were  amended  so  that  differences 
between  middling  and  other  grades  deli verable .  on  contract  should 
be  arrived  at  not  from  the  actual  selling  value  of  the  various  grades 
in  the  spot  market  at  the  time  of  delivery,  but  should  be  established 
or  '^  fixed  "  at  stated  periods  by  a  committee  of  the  exchange,  officially 
known  as  the  committee  on  the  revision  of  spot  quotations,  but  com- 
monly spoken  of  as  the  revision  committee.  At  first  this  revision 
conmiittee  was  required  to  meet  once  a  month  during  the  active  cotton 
season,  or  nine  times  a  year.  In  October,  1897,  however,  the  rules 
were  again  amended  and  meetings  of  the  revision  committee  were 
limited  to  two  a  year,  namely,  on  the  second  Wednesday  of  September 
and  the  third  Wednesday  of  November.  This  provision  is  still  in 
force.  The  grade  differences  established  by  the  committee  at  its  Sep- 
tember meeting  hold  good  for  settlements  of  deliveries  on  future  con- 
tracts until  the  November  meeting,  while  those  established  in  Novem- 
ber can  not  be  changed  until  the  following  September.  This  system 
may  be  referred  to  as  the  "  fixed-difference  "  or  "  periodic-difference  " 
system. 

The  rules  of  the  New  York  Cotton  Exchange  provide  no  standard 
by  which  the  revision  committee  shall  act  in  fixing  differences.  On 
account  of  the  narrowness  of  the  New  York  spot  market,  the  com- 
mittee can  not  revise  differences  purely  on  the  basis  of  local  trans- 
actions. It  is  not,  however,  compelled  by  any  rule  to  fix  them  in 
accordance  with  the  commercial  differences  prevailing  at  the  time 
in  the  leading  spot  markets.  The  revision  committee  is,  of  course, 
supposed  to  take  account  of  these  commercial  differences,  but  it  is 
bound  by  no  rules  whatever. 
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This  system  of  fixed  or  periodic  diflferences  for  settlement  of 
deliveries  on  future  contracts  has  been  the  source  of  great  complaint. 
It  is  one  of  the  principal  subjects  covered  by  this  report. 

It  is  obvious  that  the  diflferences  established  by  the  New  York 
revision  committee  may,  and  indeed  at  times  must,  be  out  of  line  with 
the  actual  relative  values  of  the  several  grades  of  cotton  in  spot 
markets.  In  the  first  place,  in  the  absence  of  any  rules  to  govern  the 
action  of  the  revision  committee,  it  may  in  the  first  instance  fix 
diflferences  which  do  not  accord  with  the  actual  commercial  diflfer- 
ences at. the  time.  This  it  may  do  either  through  ignorance  of  the 
commercial  diflferences,  or  because  it  does  not  consider  the  current 
commercial  diflferences  as  a  proper  standard,  or  even  with  the  delib- 
erate intent  of  making  the  diflferences  erroneous  for  improper  pur- 
poses. In  the  second  place,  even  though  the  diflferences  as  originally 
fixed  correspond  to  commercial  diflferences,  they  are  bound  before 
the  date  of  the  next  revision  to  become  more  or  less  out  of  line,  be- 
cause commercial  diflferences  fiuctuate  with  changes  in  the  supply 
and  demand  for  specific  grades.  During  the  ten  months  from  Novem- 
ber to  the  following  September,  while  no  change  can  be  made  in  the 
New  York  diflferences,  changes  in  commercial  diflferences  in  the  spot 
markets  are  sure  to  occur,  and  the  same  is  true,  to  a  more  limited 
extent,  of  the  period  of  two  months  between  the  September  and 
November  meetings.  These  disparities  between  the  diflferences  estab- 
lished by  the  New  York  revision  committee  and  the  actual  commer- 
cial diflferences  are  bound  to  result  in  injury  to  certain  cl^isses  of 
dealers  in  future  contracts.  The  injury  may  arise  in  either  of  two 
ways,  which,  however,  are  closely  interrelated : 

First.  The  buyer  or  less  often  the  seller  of  a  future  contract  may 
be  injured  by  being  compelled  to  receive  or  deliver,  respectively, 
certain  grades  of  cotton  at  prices  at  variance  with  their  actual  mar- 
ket relation  to  middling;  that  is,  the  buyer  may  be  obliged  to  take 
certain  grades  above  their  true  relative  value,  or  the  seller  may  be 
forced  to  deliver  them  at  less  than  their  true  relative  value. 

Second.  Because  of  the  attempt  of  buyers  to  avoid  this  first  loss, 
errors  in  grade  diflferences  tend  to  depress  the  price  of  future  con- 
tracts as  compared  with  the  spot  price  of  middling  cotton,  and  this 
relative  depression  causes  loss  to  certain  operators. 

LOSSES  DUE  TO  RECEIVING  CONTRACT  COTTON  AT  ERRONEOUS  DIFFERENCES. 

The  risk  of  injury  falls  chiefly  upon  the  buyer  of  the  contract  rather 
than  upon  the  seller.  This  is  due  to  the  seller's  option  of  selecting 
what  grades  he  will  deliver.  The  possible  injury  to  the  buyer  of 
a  future  contract  by  being  compelled  to  accept  delivery  on  the  basis 
of  false  diflferences  is  apparent.     For  the  purpose  of  simplicity,  it 
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may  be  assumed  that  an  operator  has  bought  a  future  contract  as  a 
speculation,  expecting  to  take  up  the  cotton  at  the  time  of  maturity 
and  hoping  to  sell  it  then  in  the  spot  market  at  an  advance  on  the 
price  he  has  paid  for  the  future.  If  the  contract  called  for  the  de- 
livery of  middling  cotton  only,  this  transaction  would  involve  only 
a  single  element  of  risk,  namely,  the  possibility  that  middling  cotton 
in  the  spot  market  might  decline  before  the  contract  matured,  so  that 
when  the  cotton  was  received  it  would  have  to  be  sold  at  a  loss.  Under 
a  basis  contract,  however,  the  seller  has  the  option  of  delivering  any 
one  of  a  large  number  of  grades;  the  buyer  can  not  specify  what 
grades  he  will  accept.  But  if  the  differences  applying  on  settlement 
of  future  contracts  are  identical  with  the  commercial  differences  ex- 
isting in  the  spot  market  at  the  time  of  settlement,  the  holder  of  the 
future  contract  is  substantially  as  well  off  as  he  would  be  if  it  called 
for  middling  cotton  only.  If  he  is  compelled  to  accept  some  other 
grade,  he  will  get  it  at  a  price  corresponding  to  its  true  relative  value 
as  compared  with  middling,  and  he  can  sell  it  in  the  spot  market  at 
the  same  relative  valuation,  making  the  same  profit  or  loss  on  his 
entire  transaction  as  he  would  make  under  a  specific  contract  for  mid- 
dling. In  other  words,  his  risk  would  be  the  same  as  and  no  greater 
than  his  risk  in  making  an  advance  purchase  of  middling  only.  To 
be  sure,  the  seller  may  deliver  to  him,  not  a  single  grade,  but  an  assort- 
ment of  grades,  in  which  case  the  buyer  will  be  put  to  some  incon- 
venience and  expense  in  sorting  them  out  and  delivering  them  in  even- 
running  lots  such  as  are  ordinarily  desired  by  spinners.  This  expense, 
however,  is  fairly  constant,  and  the  buyer  is  able  to  allow  for  it  in 
making  his  bid  for  a  future  contract.  As  shown  below,  the  antici- 
pation of  this  expense  results  in  a  normal  discoimt  in  the  price  of 
future  contracts  as  compared  with  that  of  spot  cotton. 

The  transaction  is,  however,  wholly  different  if  the  buyer  must 
receive  whatever  grade  of  cotton  the  seller  may  select,  not  at  the  com- 
mercial differences,  but  at  fixed  differences  not  corresponding  to  the 
commercial  differences.  Here  a  multiplied  risk  is  thrown  upon  him. 
In  addition  to  the  risk  of  a  decline  in  the  value  of  middling,  he  must 
take  the  risk  that  some  one  or  more  grades  may  decline  more  than 
middling.  Suppose,  for  example,  that  the  buyer  of  a  basis  contract 
receives,  instead  of  middling  cotton,  good  ordinary  cotton  at  a  differ- 
ence of  1  cent  off  the  price  of  middling  at  a  time  when  he  can  dispose 
of  that  grade  in  the  spot  market  at  the  same  difference.  Obviously  he 
has  suffered  no  injustice.  Suppose,  however,  that  he  is  compelled 
to  receive  good  ordinary  cotton  at  a  difference  of  1  cent  off — this 
difference  perhaps  having  been  established  months  in  advance — 
when  the  commercial  difference  in  the  spot  market  is  2  cents  off.  It 
is  clear  that  if  he  resells  this  cotton  he  will  suffer  a  loss. 


8  COTTON   EXCHANGES GRADE   DIFFERENCES. 

Owing  to  the  option  of  the  seller  under  a  basis  contract  to  deliver 
any  grade  or  grades  he  sees  fit,  the  buyer  will,  of  course,  ordinarily 
be  compelled  to  receive,  under  a  fixed-difference  system,  those  grades 
for  which  differences  are  most  favorable  to  the  seller;  that  is,  those 
which  under  the  established  differences  are  most  overvalued  as  com- 
pared with  their  spot  value.  In  other  words,  the  buyer  has  to  take 
the  risk  of  the  most  unfavorable  change  in  price  which  can  occur  in 
any  one  among  a  large  number  of  different  grades  of  cotton. 

The  illustration  here  presented  shows  only  the  effect  of  false 
differences  upon  a  purely  speculative  transaction,  in  which  there  must 
necessarily  be  some  risk,  but  in  which  the  risk  is  greatly  increased  by 
the  periodic-difference  system.  It  is  not,  however,  merely  speculators 
who  are  affected.  Many  cotton  merchants  buy  or  sell  future  con- 
tracts, not  for  the  purpose  of  speculation,  but  to  avoid  speculation; 
that  is,  they  buy  or  sefU  them  as  "  hedges  "  against  some  other  transac- 
tion. The  nature  and  the  great  importance  of  the  hedging  function 
and  the  effect  of  errors  in  differences  upon  it  will  be  more  fully  ex- 
plained later.  It  is  suflScient  to  state  here  that,  whereas  under  a  com- 
mercial-difference system  the  cotton  merchant  who  buys  a  hedge  in 
the  expectation  of  taking  up  the  cotton  can  escape  speculative  risks, 
under  a  periodic-difference  system  the  extra  and  peculiar  risk  which 
has  been  shown  to  exist  is  thrown  upon  him.  The  case  of  a  seller  of 
a  hedge,  however,  as  shown  later,  is  quite  different. 

The  seller  of  a  contract  will,  of  course,  be  injured  if,  in  making  a 
delivery,  he  is  forced  to  deliver  cotton  at  differences  which  under- 
value it;  that  is,  at  unduly  wide  differences  for  low  grades  or  at 
unduly  narrow  differences  for  high  grades.  As  a  matter  of  fact,  as 
will  appear  later,  the  seller  of  a  contract,  because  of  his  privilege  of 
selecting  what  grades  he  will  tender,  is  able  either  to  avoid  loss  or 
materially  to  limit  the  loss  arising  from  such  errors  in  differences. 

TENDENCY  OF  ERRORS  IN   DIFFERENCES  TO  INCREASE  DISCOUNT   IN 

CONTRACT  PRICE. 

The  danger  to  the  buyer  of  a  future  contract  that  he  may  be  com- 
pelled to  accept  cotton  at  false  differences  naturally  results  in  the 
second  condition  above  mentioned,  namely,  in  a  depression  of  the 
price  of  future  contracts  as  compared  with  the  spot  price  of  middling 
cotton ;  that  is  to  say,  buyers,  confronted  with  the  danger  of  having 
to  accept  cotton  on  contract  at  an  overvaluation,  attempt  to  offset 
that  loss  by  offering  less  for  such  contracts. 

Suppose,  for  example,  a  merchant  proposes  to  buy  a  basis  future 
contract  at  a  time  when  the  price  of  spot  middling  cotton  is  10.25 
cents  and  when  he  anticipates  no  probable  change  in  the  price.  If 
he  knows  that  when  delivery  is  made  on  this  future  contract  he  will 
receive  whatever  grades  may  be  delivered  at  their  true  values  relative 
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to  middling,  he  will  be  prepared  to  offer,  say,  10  cents  for  the  future 
contract.  Suppose,  however,  that  the  commercial  difference  off  mid- 
dling for  a  low  grade  like  good  ordinary  at  the  time  he  enters  into  the 
future  contract  is  2  cents  (or  that  he  has  reason  to  believe  that  it 
will  become  2  cents  by  the  time  delivery  is  made) ,  but  that  the  fixed 
difference  applicable  for  good  ordinary  on  contract  deliveries  is  only 
1  cent  off.  He  then  foresees  that  in  case  he  pays  10  cents  for  his  basis 
contract  he  may  be  forced  to  take  a  delivery  of  good  ordinary  at  9 
cents,  or  1  cent  off  middling,  whereas  he  could  resell  this  good  ordi- 
nary cotton  in  the  spot  market  only  at  a  difference  of  2  cents  off 
middling,  or,  in  the  case  assumed,  for  not  over  8.25  cents.  In  order 
to  avoid  this  loss,  he  naturally  will  bid  only  9  cents  instead  of  10  cents 
for  his  future  contract. 

The  tendency,  therefore,  of  a  relative  overvaluation  of  any  grade 
of  cotton  imder  a  fixed-difference  system  is  to  depress  the  price  of 
future  contracts  as  compared  with  the  spot  price  of  middling  cotton. 
If  the  arbitrary  differences  were  so  fixed  as  relatively  to  undervalue 
all  other  grades  of  cotton  as  compared  with  middling — that  is,  if 
they  were  too  narrow  on  grades  above  middling  and  too  wide  on 
grades  below  middling — the  tendency  would  be  to  advance  the  con- 
tract price  as  compared  with  the  spot  price.  In  fact,  it  might  seem 
that  if  the  error  were  suflSciently  pronoimced  the  contract  price  might 
even  be  forced  to  a  premium  above  the  spot  price.  Since,  however, 
middling  cotton  is  always  deliverable  on  contract  at  exactly  the  con- 
tract price,  this  would  result  in  two  prices  for  middling  cotton  at 
the  same  time  in  the  same  market,  which  is  an  absurdity.  It  is  true 
that  such  abnormal  conditions  have  at  times  occurred,  but  almost 
invariably  as  the  result  of  an  unusual  condition  in  the  future  market, 
such  as  a  "  squeeze  "  or  a  "  comer ;  "  and  any  marked  premiums  in  the 
contract  price  over  the  spot  price  have  almost  without  exception  been  of 
brief  duration.  Since  it  costs  something  to  make  actual  deliveries  on 
contract,  a  small  premium  might  remain  in  force  for  some  little  time. 
In  practice  it  has  scarcely  ever  happened  that  differences  on  all 
grades  above  middling  were  too  narrow  at  the  same  time  that  those 
on  all  grades  below  middling  were  too  wide.  The  chances  are  very 
strong  under  a  system  of  fixed  or  periodic  differences  that  at  least 
some  grades  will  be  relatively  overvalued.  It  does  not  matter  that  some 
grades  may  be  relatively  undervalued  at  the  same  time,  since  these 
grades  will  not  be  tendered  on  contract.  The  seller,  having  the  option 
of  delivering  whatever  grades  he  may  find  it  most  advantageous  to 
deliver,  will  of  course  tender  those  which  are  overvalued. 

It  follows  that  errors  in  grade  differences  in  nearly  all  instances 
tend  to  depress  the  price  of  future  contracts  as  compared  with  the 
spot  price  of  middling  cotton ;  that  is,  they  tend  to  increase  the  dis- 
count in  the  contract  price  beyond  the  normal.    Since,  as  stated  above, 
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deliveries  on  future  contracts  are  likely  to  consist  of  a  mixed  assort- 
ment of  grades  which  are  less  convenient  to  dispose  of  than  an  equal 
quantity  of  even-running  cotton,  there  is  normally,  even  in  a  market 
using  the  commercial-difference  system,  a  margin  of  from  15  to  25 
points  between  the  spot  price  of  middling  cotton  and  the  contract  price 
for  delivery  in  the  current  or  spot  month.  This  margin  is  not  abso- 
lutely constant  even  under  the  commercial-difference  system.  It 
varies  with  cross  currents  of  speculation.  The  future  price  as  a  rule 
responds  more  quickly  to  new  conditions  or  to  rumors  than  does  the 
spot  price,  so  that  this  margin  is  not  a  fixed  quantity.  Such  an  abnor- 
mal condition  as  a  squeeze  or  a  corner,  moreover,  may  disturb  this 
parity  very  sharply.  As  a  rule,  however,  under  the  commercial-differ- 
ence system  variations  in  the  margin  are  comparatively  moderate  and 
usually  of  limited  duration.  Under  the  fixed-difference  system,  on 
the  other  hand,  where  the  differences  applicable  on  future  contracts 
sometimes  become  very  far  out  of  line  with  commercial  differences, 
the  discount  in  the  contract  price  often  widens  out  far  beyond  the 
extreme  point  which  it  can  reach  under  a  commercial-difference  sys- 
tem. As  shown  below,  the  discount  in  the  New  York  market  has 
reached  nearly  200  points,  or  eight  times  the  assumed  normal 
margin. 

Of  course,  after  the  contract  price  has  thus  been  sent  to  an  unusual 
discount,  a  revision  of  fixed  contract  differences,  or  a  change  in  the  com- 
mercial differences  while  the  contract  differences  remain  unchanged, 
may,  by  reducing  the  disparity  between  the  two  sets  of  differences, 
tend  to  restore  this  discount  more  nearly  to  a  normal  point.  But, 
starting  with  the  assumption  that  conditions  are  normal,  it  is  clear 
that  the  result  of  errors  in  differences  is  almost  invariably  to  send  the 
contract  price  to  a  discount,  since  sellers  will  naturally  deliver 
grades  which  are  overvalued,  thus  forcing  buyers  to  reduce  their  bids 
for  future  contracts. 

IMPORTANCE    OF    MAINTAINING    PARITY    BETWEEN    SPOT    AND    CONTRACT 

PRICES. 

It  is  obvious  that  an  abnormal  depression  of  the  price  of  future 
contracts  as  compared  with  the  spot  price  of  middling  cotton,  such  as 
results  from  errors  in  contract  differences,  must  cause  loss  to  a  large 
number  of  holders  of  contracts.  The  number  of  persons  affected  by 
such  losses  is  vastly  greater  than  the  number  who  actually  receive 
the  cotton  on  contract  at  overvalued  differences;  for,  as  is  well 
known,  vast  numbers  of  contracts  are  purchased,  not  with  the  inten- 
tion of  taking  up  cotton,  but  with  the  idea  of  reselling  them.  Of 
course,  the  losses  of  one  class  of  operators  through  such  relative  de- 
pression of  the  contract  are  at  least  partly  balanced  by  gains  of 
other  operators.  This,  however,  does  not  justify  a  system  which  will 
permit  such  abnormal  depression  of  the  contract  price. 
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In  the  same  way,  the  narrowing  of  the  discount  in  the  contract 
price  after  that  discount  has  once  been  sent  to  an  abnormal  figure  may 
cause  loss  to  sellers  of  future  contracts,  since,  when  they  attempt  to 
"cover"  their  short  sales— that  is,  buy  in  other  contracts  to  offset 
those  previously  sold — ^they  will  be  forced  to  pay  a  correspondingly 
higher  price.  In  this  case  those  who  had  purchased  contracts  when 
the  discount  was  greatest  will  benefit.  As  will  be  shown  more  clearly 
later,  the  risk  of  the  seller  is  much  less  than  that  of  the  buyer.  More- 
over, the  fact  that  either  party  to  the  contract  instead  of  only  one 
may  be  injured  is  no  justification  of  improper  differences;  on  the  con- 
trary both  risks  should,  as  far  as  possible,  be  avoided. 

Such  disturbances  in  the  normal  parity  between  the  spot  middling 
price  and  the  contract  price  therefore  increase  the  risks  attending 
future  operations.  Any  increase  of  risk  which  can  be  prevented  is 
clearly  an  evil.  Abnormal  disturbances  of  the  parity  between  the  two 
prices  increase  the  diflSculty  of  forecasting  the  course  of  the  price  of 
future  contracts.  Operators  in  futures  base  their  transactions  in  the 
main  upon  a  study  of  conditions  in  the  spot  market.  Under  a  proper 
and  normal  difference  system  they  can  assume  that  conditions  which 
tend  to  advance  or  depress  the  price  of  middling  cotton  in  the  spot  mar- 
ket will  likewise  tend  to  advance  or  depress  the  price  of  basis  middling 
future  contracts.  As  a  matter  of  fact,  most  operators,  as  a  result  of 
failure  to  understand  thoroughly  the  influence  of  grade  differences, 
do  make  that  assumption  even  when,  because  of  improper  differences, 
there  is  really  no  such  parity.  Where  such  parity  does  not  exist, 
conditions  affecting  the  value  of  middling  in  the  spot  market  become 
practically  worthless  as  a  guide  to  the  operator  in  futures,  since  the 
prices  become  dependent  on  artificial  rather  than  on  natural  condi- 
tions. A  few  operators  of  unusual  resources  and  cleverness  may 
find  profit  in  such  abnormal  disturbances  in  this  parity  between  spot 
middling  and  contract  prices ;  but  it  is  apparent  that  the  rank  and  file 
of  operators  wiU  find  their  transactions  much  more  hazardous  in  case 
the  two  prices  do  not  move  in  substantial  harmony.  An  absolutely 
constant  margin  between  the  two  prices  can  not  be  hoped  for,  since, 
as  already  stated,  the  future  market  fluctuates  more  frequently  and 
often  more  violently  than  the  spot  market ;  but  under  a  proper  work- 
ing of  the  future  system  such  disturbances  should  not  continue  for 
any  considerable  period  of  time. 


TRANSACTIONS. 

r 

The  injury  resulting  from  a  disturbance  of  the  normal  parity  is 
perhaps  best  illustrated  in  the  case  of  "hedging"  transactions.     Hedg- 
ing is  a  legitimate  and  one  of  the  most  important  functions  of  future 
trading.    Whereas  a  vast  amoimt  of  business  in  futures  is  unquestion- 
43225— H.  Doc.  949,  60-1 3 
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ably  of  a  highly  speculative  character,  the  hedging  function  is  pri- 
marily intended  to  reduce  the  element  of  speculation  in  transactions 
in  spot  cotton.  Hedging,  in  other  words,  is  a  sort  of  insurance  against 
loss,  the  theory  being  that  by  means  of  hedges  the  merchant  can  cal- 
culate with  approximate  certainty  on  a  fixed  margin  of  profit,  fore- 
going hopes  of  extraordinary  gains  for  the  sake  of  protection  against 
extraordinary  losses. 

The  protection  afforded  the  cotton  merchant  by  hedging  may  best 
be  illustrated  by  a  concrete  example :  Let  it  be  assumed  that  a  cotton 
merchant  in  the  South  has  contracted  in  the  late  summer  months,  when 
the  old  crop  of  cotton  is  practically  exhausted  and  before  the  new 
crop  has  been  gathered,  to  deliver  10,000  bales  of  middling  cotton  to 
a  spinner  in  Fall  River,  Mass.,  in  the  following  January  at  a  fixed 
price.  Since  at  the  time  this  contract  is  made  he  does  not  have  the 
10,000  bales  of  middling  cotton  on  hand  and  has  no  means  of  imme- 
diately securing  it,  obviously  he  may  suffer  a  heavy  loss  if,  before 
he  can  purchase  this  cotton,  the  price  advances  sharply,  as  it  may 
easily  do  owing  to  any  one  of  a  number  of  causes.  By  means  of  hedg- 
ing, this  risk  can  very  largely  be  avoided.  In  order  to  escape  such 
risk,  the  merchant,  at  the  time  he  enters  into  his  agreement  to  sell 
to  the  spinner,  buys  future  contracts  for  a  corresponding  number 
of  bales  on  some  cotton  exchange.  He  bases  the  transaction  on  the 
assumption  that  any  advance  in  the  price  of  middling  cotton  in  the 
spot  market  will  be  accompanied  by  a  substantially  similar  advance 
in  the  price  of  future  contracts.  If  such  proves  to  be  the  case,  any 
loss  which  the  merchant  suffers  by  reason  of  being  compelled  to  pay 
an  advanced  price  for  actual  cotton  is  offset  by  his  profit  on  the  future 
contracts  purchased  as  a  hedge,  which  he  sells  out  at  the  higher  price 
whenever  he  has  secured  the  actual  cotton  in  the  spot  market.  For 
instance,  suppose  that  the  merchant  in  question  had  agreed  to  deliver 
the  10,000  bales  of  middling  cotton  to  the  spinner  at  8  cents  and  had 
immediately  purchased  future  contracts  for  10,000  bales  at  7^  cents. 
If  he  is  compelled  to  pay  10  cents  for  his  middling  cotton  in  the  spot 
market,  he  would  suffer  a  loss,  since  his  agreement  to  deliver  at  8 
cents  must,  of  course,  be  fulfilled.  If,  however,  while  the  spot  market 
advances  from  8  cents  to  10  cents,  his  future  contract,  purchased  as 
a  hedge,  advances  by  a  similar  amount — from  7^  to  9^  cents — the 
loss  of  2  cents  on  the  spot  cotton  will  be  counterbalanced  by  a  profit 
of  2  cents  on  his  future  contracts. 

If,  on.  the  other  hand,  the  price  of  spot  cotton  declines  prior  to 
the  time  that  he  makes  his  purchase,  the  merchant  will,  of  course,  save 
on  such  purchase.  The  contract  which  he  purchased  as  a  hedge  will 
under  normal  conditions  also  decline.  But  one  decline  should  offset 
the  other. 

The  hedging  function  is  by  no  means  as  simple  as  might  appear 
from  this  brief  description,  but   it  is  complicated,   among  other 
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reasons,  because  of  the  large  number  of  grades  deliverable  on  future 
contracts  and  because  the  commercial  differences  between  these  grades 
are  subject,  to  change  under  the  operation  of  the  law  of  supply  and 
demand.  Spinners,  as  just  stated,  usually  desire  specific  grades, 
and  it  is  primarily  the  function  of  the  cotton  merchant  to  supply 
spinners  with  such  grades.  In  ordinary  business  the  cotton  mer- 
chant uses  the  quotation  of  some  future  month  as  a  basis  for  calcu- 
lating a  price  to  the  spinner,  and  then  adds  to  that  basis  a  certain 
number  of  points  to  cover  his  expenses  and  profit.  In  the  case  of 
grades  other  than  middling  he  also  either  adds  or  deducte  a  certain 
number  of  points  to  cover  the  difference  on  or  off  middling  at  which 
he  expects  to  get  the  particular  grade  desired  in  the  spot  market. 
An  immense  business  in  spot  cotton  is  at  present  thus  effected  by- 
using  the  future  price  as  a  basis. 

The  risk  of  fluctuations  in  grade  differences  is  often  a  serious  one. 
Thus,  a  cotton  merchant  may  undertake  to  deliver  a  spinner  good 
middling  cotton  at,  say,  80  points  on  the  price  of  January  futures, 
allowing,  say,  40  points  for  expenses  and  profit  and  40  points  for 
the  difference  on  middling  which  he  may  have  to  pay  for  good  mid- 
dling in  the  spot  market.  As  a  matter  of  fact,  there  may  be  such 
a  shortage  of  good  middling  that  the  merchant  will  be  forced  to  pay 
for  that  grade  100  points  difference  on  middling.  In  this  case, 
since  his  contract  bought  as  a  hedge  is  expected  to  advance  only  in 
correspondence  with  the  price  of  middling,  the  additional  advance 
in  good  middling,  indicated  by  the  widening  of  the  difference,  would 
mean  a  loss  to  the  merchant.  This  risk  of  fluctuation  in  grade  dif- 
ferences properly  falls  on  the  merchant.  He  assumes  this  element 
of  risk,  but  relies  on  his  future  contract  purchased  as  a  hedge  to  re- 
move the  other  element  of  risk  as  to  the  basis  price  itself. 

The  principle  of  hedging,  especially  in  so  far  as  buying  hedges  are 
concerned,  rests  on  the  assumption  that  the  price  of  future  contracts 
for  the  current  or  spot  month  will  maintain  a  fairly  constant  parity 
with  the  spot  price  of  middling  cotton.  A  cotton  merchant  who 
has  purchased  a  future  contract  as  a  hedge  at  a  certain  margin  or 
discount  below  the  spot  price  of  middling  cotton  will  suffer  a  loss  if, 
by  the  time  he  is  ready  to  sell  out  his  hedge  contract,  the  discount  in 
the  contract  price  has  been  increased.  If  the  buyer  had  the  option 
of  demanding  on  his  future  contract  grades  which  he  required  for 
his  engagements  with  spinners,  he  would,  of  course,  be  protected. 
But,  as  repeatedly  stated,  that  option  lies  entirely  with  the  seller. 

ALLEGED   CORRECTION   OF  ERRORS   BY   DISCOUNT   IN   CONTRACT  PRICE. 

It  is  clear,  therefore,  that  the  fixed-difference  system,  which  is  bound 
to  result  in  variations  between  the  differences  applicable  on  future 
contracts  and  the  commercial  differences,  must  almost  inevitably 
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cause  injury  to  certain  holders  of  contracts,  either  by  compelling  them 
to  accept  grades  of  cotton  on  delivery  at  a  relative  overvaluation  or 
by  increasing  the  discount  in  the  contract  price  as  compared  with  the 
spot  price.  The  second  of  these  conditions  is  a  result  of  the  attempt 
of  operators  to  evade  the  first. 

Some  defenders  of  the  fixed-difference  system  have  contended 
that  discounting  the  contract  price  is  really  a  remedy  for  any  injury 
arising  from  the  overvaluation  of  grades.  In  other  words,  they  con- 
tend that  the  effect  of  errors  in  differences  can  readily  be  offset  by 
simply  vailing  the  contract  price,  and  that  nobody  is  injured  thereby. 
The  argument  is  that  such  errors  are  therefore  largely  immaterial. 
The  situation  has  been  pronounced  by  some  advocates  of  the  New 
York  system  as  being  similar  to  the  purchase  of  goods  for  10  cents 
less  10  per  cent,  or  for  9  cents  cash. 

If  future  contracts  were  in  all  cases  very  short  time  contracts,  or  if 
the  error  in  the  differences  were  a  constant  error,  this  argument  would 
hold  good;  but  in  the  normal  course  of  business  a  vast  number  of  con- 
tracts are  entered  into  many  months  in  advance  of  maturity,  and  the 
buyer  has  then,  of  course,  no  opportunity  to  revise  his  bid  in  order  to 
counterbalance  the  effect  of  unforeseen  disparities  between  contract 
and  commercial  differences  which  may  and  usually  do  occur  later. 
Thus,  operators  in  futures,  particularly  merchants  using  the  future 
market  for  hedging  purposes,  frequently  buy,  in  the  summer  months, 
contracts  which  do  not  mature  until  after  the  November  meeting 
of  the  New  York  revision  committee.  It  follows  that  such  operators 
may  suffer  heavy  loss  as  a  result  of  the  failure  of  the  revision  com- 
mittee to  establish  contract  differences  which  will  be  substantially 
identical  with  the  actual  or  commercial  differences  at  the  time  of 
revision,  or  as  a  result  of  differences  which  may  later  prove  to  be 
out  of  line  with  such  commercial  differences.  In  the  same  way 
losses  may  be  suffered  by  those  who  buy  contracts  after  the  differ- 
ences are  fixed  by  the  New  York  committee,  because  of  subsequent 
changes  in  the  commercial  differences. 

In  case  such  disparities  occur  between  the  arbitrary  and  the  com- 
mercial differences,  the  holder  of  future  contracts  must  either  take 
the  cotton  at  the  improper  arbitrary  differences,  and  of  course  at  a 
loss,  or — what  is  more  frequently  done — sell  out  his  contracts;  but 
when  he  comes  to  sell  out  his  contracts  he  must  do  so  at  a  loss,  since 
the  new  buyer  is  now  informed  of  this  disparity  in  the  differences, 
and  will,  therefore,  to  protect  himself,  offer  c^nly  a  reduced  price. 

To  be  sure,  the  first  buyer  of  a  contract  may  not  himself  suffer  the 
entire  loss  due  to  the  relative  decline  in  the  price  of  futures  as  com- 
pared with  that  of  spot  cotton  between  the  time  the  contract  is  made 
and  the  time  it  matures.  If  he  finds  that  the  discount  in  the  contract 
price  has  increased,  and  foresees  that  it  is  likely  to  continue  to  in- 
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crease,  he  may  sell  out  his  contract  immediately,  and  in  this  way 
limit  his  loss.  In  that  case,  however,  he  merely  shifts  the  loss  to 
another  buyer.  The  latter  may,  of  course,  shift  part  of  it  to  another, 
and  so  on.  The  loss  due  to  the  relative  decline  in  the  contract  price, 
however,  is  in  no  way  reduced  by  these  transactions,  but  is  merely  dis- 
tributed among  two  or  more  operators  instead  of  falling  entirely  upon 
one. 

An  especially  fallacious  element  in  this  argument  that  errors  in 
differences  can  be  automatically  corrected  is  that  it  assumes  that  the 
buyer  knows,  approximately,  at  the  time  he  buys  the  contract,  what 
grades  are  to  be  delivered  to  him  months  later.  The  argument  is  that 
the  surplus  grades  of  the  crop  will  be  tendered  on  contract,  and  that 
the  buyer  will  reduce  his  bids  for  contracts  suflSciently  to  offset  the 
effect  of  any  errors  in  differences  for  such  surplus  grades.  As  a  mat- 
ter of  fact,  although  the  surplus  grades  generally  constitute  the  bulk 
of  deliveries,  these  surplus  grades  comprise  a  rather  wide  range,  while 
odd  lots  of  other  grades  are  often  delivered.  A  more  important  point 
is  that  contracts  are  purchased  in  great  numbers  before  the  crop  is 
gathered,  and  that  on  account  of  changes  in  weather  the  general 
character  of  a  crop,  and  consequently  of  the  surplus  grades,  may 
prove  entirely  different  from  what  was  expected  at  the  time  contracts 
were  purchased. 

EFFECT  OF  ERRORS  IN  DIFFERENCES  ON   SELLERS  OF  CONTRACTS. 

While  buyers  of  future  contracts  are  thus  very  likely  to  suffer  loss 
through  errors  in  contract  differences,  sellers  of  contracts,  on  the 
other  hand,  often  profit  by  just  such  errors.  Although  errors  may  be 
such  as  relatively  to  undervalue  certain  grades,  the  option  of  the 
seller  as  to  the  grades  which  he  will  deliver  generally  enables  him 
to  avoid  delivery  of  such  undervalued  grades.  Usually  there  will  be 
some  grades  which  are  overvalued,  and  these,  if  available,  he  can 
deliver  at  an  abnormal  profit.  Again,  if  he  has  sold  his  contracts 
short  when  he  had  no  cotton  on  hand,  and  with  the  intention  of  buy- 
ing in  other  contracts  later,  the  seller  will  also  usually  profit  by  errors 
in  differences,  since,  as  just  shown,  the  tendency  of  such  errors  in  most 
cases  is  to  depress  the  contract  price,  thus  enabling  him  to  buy  in  a 
contract  on  more  favorable  terms.  Similarly,  a  cotton  merchant  who 
sells  a  contract  as  a  hedge  instead  of  as  a  speculation  usually  profits 
by  errors  in  differences.  Thus,  if  the  contract  price  declines  more 
rapidly  than  the  spot  price,  as  it  ordinarily  will  do  if  the  contract 
differences  are  incorrect,  such  a  hedging  merchant  can  sell  his  actual 
cotton  in  the  spot  market  and  buy  in  his  hedge  contract  at  an  undue 
profit.  The  fact  that  some  merchants  have  thus  reaped  excessive 
profits  as  a  result  of  errors  in  differences  probably  goes  far  to  explain 
their  preference  for  the  fixed-difference  system. 
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Short  sellers  of  contracts  mighty  of  course,  be  injured  if  the  mar- 
gin between  the  spot  and  the  contract  price,  instead  of  thus  widening, 
were  to  be  reduced,  or  if  the  contract  price  were  to  rise  above  the  spot 
price,  since  in  such  cases  they  would,  on  covering  their  short  sales,  be 
compelled  to  pay  a  relative  advance  for  contracts.  As  just  shown,  how- 
ever, the  usual  tendency  of  errors  in  differences,  starting  with  a  nor- 
mal margin,  is  to  increase  the  discoimt  in  the  contract  price.  After 
the  contract  price  has  reached  an  abnormal  discount  commercial  dif- 
ferences may,  of  course,  so  change  that  this  discount  will  be  reduced. 
In  that  case  the  seller  of  contracts  may  be  injured,  and  probably  will 
be  injured,  if  he  has  sold  short  without  having  cotton  on  hand.  The 
very  fact,  however,  that  the  discount  is  abnormally  large  puts  sellers 
on  guard.  Moreover,  if  the  seller,  instead  of  speculating,  is  a  hedging 
merchant  who  has  cotton  against  which  he  has  sold  contracts,  he  may 
still  very  materially  limit  his  loss,  since,  instead  of  buying  in  con- 
tracts at  the  advanced  price  to  cover  those  previously  sold,  he  can  de- 
liver the  actual  cotton  on  them.  In  making  such  delivery,  it  is  true, 
he  may,  unless  he  is  able  to  deliver  middling  cotton  itself,  be 
forced  to  accept  differences  which  undervalue  his  cotton  as  com- 
pared with  the  commercial  differences  existing  when  the  delivery  is 
made.  However,  it  is  probable  that  out  of  the  wide  range  of  grades 
tenderable  on  contract  the  seller  will  be  able  to  select  some  grade 
which  will  not  thus  be  undervalued  by  the  fixed  differences,  or  which 
will  be  undervalued  much  less  than  other  grades,  so  that  he  can  avoid 
or  limit  his  loss. 

It  is  clear,  therefore,  that  the  buyer  of  a  basis  contract  under  the 
periodic-difference  system  is  compelled  to  bear  a  risk  enormously 
greater  than  that  borne  by  the  seller.  However,  aside  from  the  ques- 
tion as  to  whether  the  buyer  or  the  seller  is  more  frequently  injured, 
disturbances  in  the  margin  between  the  contract  price  and  the  spot 
price  which  result  from  errors  in  differences  obviously  make  oper- 
ations in  the  future  market  correspondingly  more  hazardous.  It  can 
not  be  disputed  that  any  avoidable  disturbances  of  this  margin  are 
clearly  an  evil. 

HEAVY    U)S8E8    DUE   TO    NEW    YORK    REVISION    OF    NOVEMBER,    1906. 

A  striking  instance  of  the  effect  of  the  fixed-difference  system 
of  the  New  York  Cotton  Exchange  upon  certain  classes  of  opera- 
tors occun^ed  in  the  season  of  1906-7.  This  instance  illustrates 
the  evils  which  may  occur  under  periodic  differences.  Near  the 
close  of  September,  1906,  there  was  a  terrific  Gulf  storm  which 
caused  immense  damage  to  cotton  over  a  large  area  of  the  cotton  belt 
The  result  was  an  abnormal  proportion  of  lo^^p**^*^  Comme 
diffei^nces  widened  sharply;  that  is,  the  pricf 
relatively  to  that  of  middling  and  the  price  9* 
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relatively  to  middling.  The  cotton  trade  looked  to  the  revision  com- 
mittee of  the  New  York  Cotton  Exchange  to  increase  differences  at 
its  November  meeting  in  accordance  with  this  widening  of  the  actual 
or  commercial  differences,  and  particularly  on  low  grades,  since  it  was 
at  once  appreciated  that  these  would  be  the  grades  chiefly  delivered 
on  contract  in  that  season. 

Instead  of  widening  differences  on  low  grades  sufficiently  to  con- 
form to  the  conmiercial  differences,  the  revision  committee  of  the  New 
York  Cotton  Exchange  made  only  a  slight  change  in  differences  for 
these  grades.  Thus,  the  difference  off  middling  for  low  middling  was 
increased  only  from  0.38  cent  to  0.50  cent,  although  the  difference  off 
for  this  grade  in  several  leading  markets  in  the  South  was  1  cent  or 
more,  and  the  average  difference  in  21  leading  markets  was  0.88  cent. 
In  the  case  of  good  ordinary  cotton  the  New  York  difference  was  in- 
creased only  from  1  cent  to  1.25  cents  off  middling,  although  the  dif- 
ference in  New  Orleans  and  some  other  large  markets  for  this  grade 
was  almost  2  cents,  and  the  average  difference  in  18  markets  was  about 
1.56  cents.  The  differences  on  middling  in  New  York  for  the  high 
grades  were  increased  more  sharply,  but  this  was  a  matter  of  less  in- 
terest to  the  cotton  trade,  because  it  was  apparent  that  practically  no 
high-grade  cotton  would  be  delivered,  on  contract  in  the  season  of 
1906-7. 

The  effect  of  this  improper  revision  was  to  cause  a  severe  decline 
in  the  price  of  future  contracts  anj3,  consequently,  enormous  losses  to 
holders  of  contracts  in  the  New  York  market.  Those  who  had  bought 
contracts  prior  to  the  revision  with  the  expectation  that  the  revision 
committee  would  make  a  proper  change  in  grade  differences  were  con- 
fronted by  the  prospect  that  they  would  be  tendered  low-grade  cotton 
at  the  narrow  differences  thus  fixed  by  the  revision  committee,  or,  in 
other  words,  at  much  above  its  value  in  the  spot  market  relative  to 
middling.  As  a  natural  result  there  was  a  rush  to  sell  out  contracts, 
and  this,  in  connection  with  heavy  short  selling  by  those  who  under- 
stood the  effect  of  this  improper  revision,  sent  the  contract  price  to 
an  abnormal  discount  as  compared  with  the  price  of  spot  middling. 
Throughout  the  year  1906,  before  the  November  revision,  it  is  true, 
the  discount  had  been  greater  than  usual,  but  generally  not  over  60  to 
70  points.  After  this  meeting  of  the  revision  committee  on  November 
21  it  increased  rapidly,  until  in  February  it  amounted  to  almost  200 
points.  The  price  of  spot  middling  on  February  1, 1907,  was  11  cents, 
while  that  of  future  contracts  maturing  in  February  was  only  9.04 
cents. 

Many  of  the  victims  of  this  disturbance  of  the  parity  were  specu- 
lators, and  for  this  reason  the  matter  has  been  lightly  dismissed  by 
some.  Without  commenting  upon  the  injustice  of  this  argument,  it 
is  important  to  emphasize  that  the  losses  resulting  from  the  increase 
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in  the  margin  between  the  spot  and  the  contract  price  as  a  result  of 
this  improper  revision  fell  also  very  heavily  upon  cotton  merchants 
who,  instead  of  speculating,  had  purchased  contracts  in  the  New  York 
market  as  hedges  for  the  very  purpose  of  avoiding  speculation  in  their 
transactions  in  spot  cotton.  Instead  of  thus  escaping  speculative 
risks,  such  merchants  found  that  they  had  lost  enormously  because  of 
such  hedges.  Their  hedges  proved  to  be  worse  than  no  hedge  at  all. 
The  losses  of  cotton  merchants  thus  using  the  New  York  market 
for  hedging  purposes  reached  in  the  aggregate  many  millions  of  dol- 
lars, ^everal  failures  in  the  cotton  trade  were  attributed  directly, 
and  apparently  with  justice,  to  this  improper  revision.  It  is  true  that 
many  of  these  cotton  merchants  had  committed  themselves,  in  con- 
tracts with  spinners,  to  the  delivery  of  high-grade  cotton  at  about  the 
usual  differences  on  middling,  and  were  compelled  to  pay  very  un- 
usual premiums  for  these  grades  when  they  later  attempted  to  buy 
them  in  the  open  market.  The  fact  that  losses  of  this  sort  were  heavy, 
however,  by  no  means  changes  the  factlhat  losses  on  hedges  alone 
were  extremely  severe;  and  it  is,  of  course,  no  defense  of  the  action 
of  the  revision  committee.     .  -  . 

ALLEGED  CONSPIRACY  IN  THE  NEW  YORK  REVISION  OF  NOVEMBER,  1906. 

This  revision  of  November,  1906,^  and  its  consequent  losses,  caused 
intensely  bitter  feeling  in  the  cotton  trade.  Dissatisfaction  was 
aggravated  because  of  a  well-founded  belief  that  some  members  of 
the  revision  committee  were  short  of  the  market  at  the  time  the  re- 
vision was  made  and  thus  reaped  heavy  profits  from  the  subsequent 
fall  in  the  contract  price,  and  that  others  were  carrying  considerable 
stocks  of  low-grade  cotton  which  they  could,  by  reason  of  the  unduly 
narrow  differences  off  for  such  grades,  deliver  on  contracts  at  an  over- 
valuation. Charges  were  freely  made  that  members  of  the  revision 
committee  had  deliberately  abused  their  trust  and  had,  in  their  own 
interest,  established  differences  which  they  knew  to  be  false. 

Several  members  of  the  committee  admitted  that  they  were  short 
of  the  New  York  market  or  were  carrying  cotton  at  the  time  of  the 
revision.  Undoubtedly  such  members  made  large  profits  as  a  result. 
Most  of  these  members  contended  that  this  did  not  influence  their 
votes.  Others  admitted  that  in  their  opinion  it  was  practically  im- 
possible for  members  of  a  revision  committee  who  were  extensively 
interested  in  the  market  to  avoid  being  influenced  by  personal  con- 
siderations. 

Several  members  of  the  committee  were  opposed  to  any  revision 
whatever,  and,  although  in  a  minority,  they  succeeded  in  preventing 
a  proper  revision.  Those  members  who  opposed  a  wider  revision,  in 
defending  their  action,  generally  took  the  ground  that  they  believed 
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that  current  reports  of  damage  to  the  crop  were  greatly  exaggerated, 
and  that  they  endeavored  to  establish  differences  which,  taking  into 
account  the  entire  ten  months  intervening  before  the  next  revision 
date,  would  be  fair.  This  defense  only  illustrates  the  inherent  defect 
of  a  system  of  fixing  differences  to  apply  for  months  in  advance.  If 
this  theory  be  adopted,  it  then  is  the  duty  of  a  committee  to  attempt 
to  establish  differences  which  will  conform  not  to  current  but  to  pos- 
sible future  commercial  conditions,  and  the  system  degenerates  into 
mere  guesswork,  which,  as  the  result  in  this  case  proved,  may  be  very 
far  from  the*  mark. 

Some  members  attempted  to  excuse  their  action  on  the  ground  that 
the  differences  reported  by  southern  markets  at  the  time  of  revision 
were  incorrect,  but  careful  investigation  shows  that,  although  there 
were  occasional  errors  in  quoting  commercial  differences  in  some  mar- 
kets, there  had  unquestionably  been  a  material  increase  in  differences 
throughout  the  South  gener^y*prior  to  the  meeting  of  the  committee. 
Others  argued  that  the  character  of  the  crop  was  greatly  injured  by 
weather  conditions  after  the  revision.  While  there  was  unfavorable 
weather  after  the  meeting  togk  place,  the  bulk  of  the  crop  had  been 
gathered  at  the  time  the  committee  met,  and  the  known  damage  to 
the  crop  at  that  time,  which  was  reflected  in  spot  prices,  was  so  seri- 
ous as  to  demand  a  much  more  radical  revision  than  was  actually 
made. 

The  New  York  Cotton  Exchange  has  no  standard  by  which  the 
revision  committee  is  required  to  act  in  fixing  differences.  It  is 
therefore  almost  impossible  to  reach  a  definite  conclusion  as  to  the 
justice  of  charges  of  improper  motives  in  this  or  in  other  cases.  It 
is  a  common  occurrence  for  members  of  the  revision  committee  to 
be  short  of  the  market,  so  that  this  fact,  in  itself,  is  no  proof  of  dis- 
honesty. The  investigation  indicates  that  so  far  as  a  majority  of 
the  committee  was  concerned  the  revision  of  November,  1906,  was 
not  the  result  of  intentional  abuse  of  trust.  On  the  other  hand, 
circumstances  point  clearly  to  the  fact  that  certain  members  of  the 
committee  were  influenced  by  considerations  of  personal  profit. 

It  is  proven  beyond  question  that  the  committee  had  the  power 
to  fix  improper  differences;  that  some  members  of  the  committee 
had  very  strong  personal  motives  for  establishing  such  improper 
differences;  and,  further,  that  the  result  of  their  action  did  enable 
them  to  reap  large  profits  just  as  certainly  as  though  they  had  delib- 
erately intended  to  establish  false  differences  for  that  specific  pur- 
pose. While,  therefore,  it  can  not  be  asserted  absolutely  that  the 
action  of  any  members  of  the  committee  was  taken  with  such  delib- 
erate intent,  the  evidence  at  least  condemns  beyond  question  a  system 
which  makes  such  abuse  possible,  and,  indeed,  extremely  probable. 
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OTHER  ALLEGED  ABUSES  OF  POWER  BY  REVISION  COMMITTEES. 

In  the  opinion  of  many  members  of  the  cotton  trade  intentional 
abuse  of  trust  by  revision  committees,  or  at  least  by  individual  mem- 
bers of  such  committees,  has  been  a  common  occurrence  in  New  York. 
Substantially  the  charge  is  that  a  clique  of  New  York  spot  merchants 
have  had  a  predominating  voice  in  the  management  of  the  New  York 
Cotton  Exchange,  and  consequently  in  the  appointment  of  revision 
committees;  and  that  they  have  deliberately  abused  this  power  by 
selling  future  contracts,  and  thereafter  securing  the  establishment 
of  differences  under  which  they  could  deliver  certain  grades  of  cotton 
which  they  had  on  hand,  or  which  they  contemplated  buying  in  the 
South,  at  a  relative  overvaluation,  or  of  differences  which  would  re- 
sult in  forcing  a  decline  in  the  contract  price,  thus  enabling  them  to 
cover  short  sales  at  a  profit.  It  is  alleged  that  certain  spot  interests 
in  New  York  have  thus  systematically  "  milked  "  the  market  and 
have  reaped  enormous  profits. 

Such  charges,  even  if  true,  are  very  difficult  of  proof.  It  is  a  fact 
that  for  several  years  members  of  the  revision  committee  at  New 
York  have  been  drawn  chiefly  from  a  limited  number  of  spot  cotton 
firms,  but  that  any  considerable  number  of  such  firms  have  regularly 
acted  in  concert  to  establish  improper  differences  is  unlikely.  That 
the  system  has  been  abused  occasionally  in  this  manner,  however,  can 
not  be  doubted. 

DISTURBANCES  OF  PARITY  BETWEEN   SPOT  AND  CONTRACT  PRICES   IN  THE 
NEW  YORK   MARKET  A   FREQUENT   OCCURRENCE. 

Defenders  of  the  New  York  fixed-difference  system  have  at- 
tempted to  maintain  that  serious  errors  in  differences  have  been  alto- 
gether exceptional.  This  contention  can  not  be  sustained.  A  detailed 
study  of  conditions  in  the  New  York  market  for  a  series  of  years, 
fully  presented  in  the  body  of  the  report,  shows  that  the  contract  dif- 
ferences of  the  New  York  Cotton  Exchange  have  frequently  been  at 
variance  with  the  commercial  differences  in  southern  markets,  and 
that  this  has  frequently  resulted  in  disturbances  of  the  parity  be- 
tween the  spot  and  the  contract  price.  Furthermore,  such  disturb- 
ances have  been  much  more  marked  since  the  fixed-difference  sys- 
tem was  adopted  than  they  were  before  that  date.  Thus,  from  1880 
to  1888,  when  the  commercial-difference  system  was  employed  at  New 
York,  the  margin  between  the  spot  and  the  contract  price  showed  a 
marked  degree  of  constancy.  During  the  period  from  1888  to  1897, 
when  the  revision  committee  was  required  to  meet  nine  times  a  year — 
although  it  seldom  changed  differences — disturbances  in  the  margin 
were  not  frequent  or  severe  except  in  the  crop  year  1888-89.  During 
most  of  this  period,  however,  prices  of  cotton  were  low  and  the  range 
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of  fluctuation  for  any  given  year  only  moderate,  so  that  errors  in  dif- 
ferences were  small  in  absolute  amount.  From  1897,  when  the  pol- 
icy of  holding  only  two  revision  meetings  yearly  was  begun,  down  to 
the  present  time,  however,  disparities  in  differences  have  frequently 
been  serious,  and  disturbances  of  the  parity  between  the  spot  and  the 
future  price  have  been  not  only  pronounced  but  continuous  over 
rather  long  periods.  Prices  have  ranged  most  of  the  time  much 
higher  than  before,  so  that  commercial  differences  have  been  greater 
in  absolute  amount  and  have  varied  more.  It  has  been  no  uncommon 
thing  during  the  past  ten  years  for  the  margin  between  spot  and  con- 
tract prices  to  exceed  50  or  60  points.  Moreover,  the  margin  has  not 
been  constantly  wide,  but  has  fluctuated  greatly.  This  is  a  very  im- 
portant point.  It  would  be  largely  immaterial  what  the  margin  be- 
tween the  two  prices  was  if  it  were  only  uniform,  since  operators  in 
futures  could  then  allow  for  it ;  but  with  frequent  and  severe  fluctua- 
tions in  the  margin,  such  as  have  occurred  in  recent  years,  a  very  un- 
settling element  is  introduced  into  future  transactions. 

DISTURBANCES  OF  MARGIN   LESS  SEVERE   UNDER  COMMERCIAL-DIFFERENCB 

SYSTEM. 

These  disturbances  in  the  normal  parity  between  the  spot  and  con- 
tract prices  at  New  York  have  been  largely  attributable  to  the  fixed- 
difference  system.  This  is  indicated  by  the  fact  that  in  the  New 
Orleans  market,  where  commercial  differences  are  applied  in  settle- 
ment of  future  contracts,  disturbances  of  that  parity  have  been  much 
less  frequent  and  much  less  severe,  as  appears  from  detailed  statistics 
covering  many  years. 

The  New  Orleans  systwn,  to  be  sure,  has  by  no  means  worked  with 
perfection.  There  have  been  temporary  errors  of  moderate  amount 
in  quoting  commercial  differences,  and  these  have  resulted  in  tem- 
porary disturbances  in  the  margin  between  the  contract  and  the  spot 
price.  It  has,  however,  been  possible  to  rectify  these  errors  promptly, 
so  that  the  extent  and  duration  of  the  disturbances  have  been  limited. 
Thus,  in  the  season  of  1906-7,  the  margin  in  New  Orleans  over  several 
weeks  exceeded  50  points,  but  the  vigorous  complaint  which  followed 
soon  brought  a  reestablishment  of  proper  differences,  and  the  normal 
margin  was  restored.  Still  later,  in  1907,  the  contract  price  was  again 
considerably  out  of  line  with  the  spot  price,  but  this  error  was  speedily 
corrected. 

During  the  past  few  months  the  margin  between  the  spot  price  and 
the  price  of  current  contracts  in  the  New  Orleans  market  has  also 
been  very  wide,  at  times  exceeding  70  points.  Such  an  abnormal 
discount  has  continued  for  a  considerable  time.  The  Bureau  has 
not  made  an  exhaustive  investigation  of  this  very  recent  disturbance 
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in  the  New  Orleans  market,  but  apparently  differences  off  for  some 
low  grades  were  too  narrow.  Some  exceptional  conditions  have,  how- 
ever, also  recently  been  in  operation. 

A  particular  complaint  against  the  New  Orleans  market  is  that, 
instead  of  going  to  an  abnormal  discount,  the  contract  price  has 
rather  frequently  gone  to  a  premium  over  the  spot  price.  It  is  al- 
leged by  some  that  this  is  due  to  a  tendency  to  undervalue  cotton  de- 
livered on  future  contracts  by  means  of  improper  grade  differences 
and  by  means  of  an  unduly  rigid  classification.  While  this  cause  has 
perhaps  contributed,  the  occasional  premiums  in  the  contract  price 
are  apparently  due  in  larger  measure  to  the  fact  that  the  contract 
market  in  New  Orleans  is  much  narrower  than  in  New  York,  and 
more  susceptible  to  squeezes.  On  the  whole,  statistics  show  clearly 
that  the  N^^  Orleans  system  has  resulted  in  maintaining  a  much  more 
nearly  uniform  parity  between  spot  and  contract  prices  than  has  been 
maintained  in  New  York  under  the  fixed-difference  system.  More- 
over, as  already  stated,  in  the  New  York  market  itself  the  parity  be- 
tween the  two  prices  was  well  maintained  from  1880  to  1888,  when 
commercial  differences  were  employed  there. 

EFFECT  OF  ERRORS  IN  DIFFERENCES  ON  STOCK  OF  COTTON  AT  NEW  YORK. 

There  has  been  considerable  controversy  with  regard  to  the  effect 
of  the  fixed-difference  system  of  the  New  York  Cotton  Exchange 
upon  the  quality  and  the  quantity  of  the  stock  of  cotton  in  the  New 
York  market.  Some  opponents  of  the  fixed-difference  system  as- 
sert that  differences  have  intentionally  been  made  erroneous  at  times, 
with  consequent  overvaluation  of  certain  grades,  for  the  purpose  of 
attracting  such  grades  to  New  York  and  of  maintaining  a  stock  there 
as  a  reserve  against  future  contracts.  Some  defenders  of  the  system 
practically  admit  this,  but  argue  that  only  by  such  overvaluation  of 
grades  can  a  stock  of  cotton  be  maintained  at  New  York.  Opponents 
of  the  system  argue  that  errors  in  differences  tend  to  render  the  stock 
at  New  York  unsatisfactory  in  character  by  attracting  thither  only 
the  surplus  or  temporarily  undesirable  grades.  Some  such  opponents 
of  the  system  maintain  that  under  a  proper  method  of  establishing 
differences  New  York  would  secure  a  much  better  assortment  of 
grades.  Defenders  of  the  system,  however,  claim  that  New  York  is 
naturally  a  carrying  market  for  surplus  grades  rather  than  a  market 
for  grades  currently  in  demand,  and  that  consequently  it  can  expect 
to  receive,  under  any  conditions,  only  those  grades  which  for  the  time 
being  are  not  in  active  demand  by  spinners. 

The  New  York  market  must,  of  course,  if  it  is  to  exist  at  all, 
carry  some  reserve  of  actual  cotton  as  a  protection  against  sales  of 
contracts.  Otherwise  the  market  might  easily  be  "  cornered  "  be- 
cause of  its  distance  from  the  cotton  belt.    Years  ago  New  York  was 


SITMMART.  96 

send  the  contract  price  itself  to  a  discount  r^fttiv^  to  th^  pri<?^  ©I 
spot  middling  cotton.  In  other  words,  the  ri^  of  fl\i<?t\mtim)M  Ift 
grade  differences  which  the  seller  thus  escapes  is  thiH^wn  upon  (h§ 
buyer;  but  the  buyer,  in  turn,  endeavors  to  escape  it  by  i*0diu^lug  hii 
bids  for  contracts.  The  certainty  as  to  the  fixed  diff©i*fk««^  l«  m©r© 
than  offset  by  the  greater  uncertainty  produced  in  the  hwHiH  prlr^  iiw^lf 
by  such  differences.  While  occasionally  the  fixed-diff^rene©  Hy§t@m 
may  permit  the  cotton  merchant  to  pay  somewhat  higher  prleeN  fer 
spot  cotton  than  he  could  under  commercial  differences,  It  In  oertftlA 
that  this  can  not  be  a  constant  feature  of  that  8y»tim.  If  thlw  w©r© 
the  case,  it  would  mean  that  New  York,  with  iti  flx©d-ditf©r«fl«i 
system,  could  regularly  pay  higher  prices  for  cotton  than  Nmv  Or= 
leans,  which  in  turn  would  result  in  drawing  practically  all  th©  tfftdn 
to  New  York.  That  this  has  by  no  means  happened  in  a  ^ub^iatliial 
refutation  of  the  argument.  Indeed,  it  i«  the  firm  b«Ji«f  of  mmy 
persons  in  the  cotton  trade  that  the  efifeet  of  tim  fix@d'diffirr#fi^ 
system  has  been  to  depress  the  price  paid  the  farmi^r  tw  hi»  mitm^ 
instead  of  to  increase  it    This  matter  will  be  dimtmmi  m  a  lai#r  f^H, 

FIXED  DjrFvxEscE»  rx^twT  TO  TUf;  m:tfM, 

The  main  aigmnait  in  hkwor  of  6%ed  ditbem^m^  m  Mh^^  pi^^ 
sentedL  oooaders  onlj  the  pomtum  of  the  mtUr  ^  fnU$r^  ^^miifn^. 
The  as^irer  to  it  k  that,  in  return  t9rMUj  m^  addkimmi  ^mmHy  to 

the  selkr.  the  mseemitir  of  the  bojr^r  k  €i^nm^^m^m0y  i9ifig^»^M$M^ 
The  in  ji^tftoe  of  tihmsB  addlii^  U»  tim  dimdmMn^  of  ih^  tm;^^  h?  M 
the  DDome  JaafefetBdMR.  hsemm^  hy  tSm^  r^^  t^atm^  of  ^  tmm  i^^m^'i^^^ 
his  dssBifS^t^DData^  v^  wmssmsmij  gitsssL  ThM  m  h»im>  <f;)mtfmt^^.  m  m»-' 
DectaoDn  wnttfla  Sssi  (&Sisssmsm.  ttftmiw^  tib^  ti^  of  Att^v^<tii(W$  m  ^v^ 
<l£jf arens»  lupou  tl&i$  hsf&:  'is>  ^tif|^ttme(t  Jk4^m»^^  (9f  iSm  ffes^- 
didEfis^onGs  r^'Htfani  ifosiMf  satout  t&ik.  hM  (9m)6tm4  fl&^  ii(t  ^  ^lOift^- 

naBeBffiDi%tfcBik«gttiurt*m«ik«rfflw^  iit^:  ^^w^  ^Utei^wwt  tW  flte 

diisttiknotuiiii  ibetw^i)  -3  liittatt^  rirttti^i«ll  jittiil  ^  ^t^rttOJftW;  fimwbimtit..    Ih  ii^ 

fimfla  jfip  B  [p»«e  ^  r»»ti|]  f^^tH^tii^.  tiM^  lliy?«f  tvHiv  jt^jicw^  M>  (Wfe^  ^m^J 

lit  rb  }iu6Hmsii*ei^  k)tt*ite  rtlw^  mi^tii  rt^tf  ;»mHi  ^itiW^umtl  f^Am\^  'Mi  ^^Iuk- 
iMij^  iu  rlm#timi<<fitwl  il*ifirii*fin^  >nivv<fi  m^n  i^iicrc  <.-t#j. 
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of  overvaluing  differences  is  improper  and  uncommercial.  It  is  an 
attempt  to  establish  arbitrarily  a  price  in  defiance  of  natural  laws. 
The  natural  and  equitable  way  would  be  to  make  the  differences  cor- 
rect and  let  the  basis  contract  price  itself  advance,  if  necessary,  to 
attract  cotton. 

ATTEMPTED  DEFENSES  OF  FIXED  DIFFERENCES. 

In  spite  of  the  arbitrary  character  of  the  fixed-difference  sys- 
tem, the  serious  injury  to  large  numbers  of  operators  which  has  ac- 
companied it,  and  the  danger  of  deliberate  abuse  to  which  it  is  always 
open,  many  operators  in  the  cotton  market,  including  some  southern 
merchants,  contend  that  the  advantages  of  the  system  outweigh  its 
defects.  They  urge  that  it  is  necessary  to  have  a  system  under  which 
differences  can  be  known  for  some  definite  period  in  advance,  on 
the  ground  that  otherwise  a  merchant  can  not  conduct  a  spot-cotton 
business  with  any  reasonable  degree  of  certainty.  The  argument  is 
that  cotton  merchants  usually  operate  on  a  very  narrow  margin  of 
profit — sometimes  not  over  one-eighth  of  a  cent  a  pound — and  that 
it  is  impossible  for  them  to  take  the  risk  that  grade  differences  apply- 
ing on  contract  deliveries  may  be  changed  after  they  enter  into  such 
commitments.  For  instance,  it  is  argued  that  a  cotton  merchant  who 
purchases  a  lot  of  low-grade  cotton  like,  say,  good  ordinary,  in  the 
interior,  and  who  at  once  sells  a  distant  future  contract  against  it  at 
a  time  when  the  difference  for  good  ordinary  is  1  cent  off,  can  not 
afford  to  take  the  risk  that  by  the  time  delivery  is  actually  made  the 
difference  may  have  widened  to  2  cents  off,  since  any  such  reduction 
in  the  delivery  value  of  the  cotton  would  ordinarily  be  far  in  excess  of 
his  anticipated  profit  on  the  transaction.  If,  however,  the  differences 
existing  at  the  time  contracts  are  thus  entered  into  remain  unchanged 
until  actual  delivery,  the  seller,  it  is  argued,  can  calculate  his  profits 
with  absolute  precision.  This  merely  means  that,  some  one  else  must 
bear  the  inevitable  and  natural  risk  of  the  market  changes  in  grade 
differences;  that  is  to  say,  the  supporters  of  this  argument  show  a 
desire  to  reduce  this  part  of  the  business  to  a  "  sure  thing  "  for  the 
seller. 

As  a  corollary  of  the  above  argument,  it  is  urged  that,  by  reason 
of  being  able  thus  to  calculate  their  profits  with  exactness,  merchants 
are  able  to  pay  the  grower  of  cotton  a  higher  price  for  his  product 
than  they  can  when  they  are  obliged  to  take  into  consideration  the 
risk  of  fluctuations  in  grade  differences.  The  contention  is  that,  in 
proportion  as  the  risk  of  the  merchant  is  increased,  he  is  compelled 
to  demand  a  wider  margin  of  compensation  for  such  risk,  and  conse- 
quently to  offer  reduced  prices  to  the  grower. 

In  considering  this  second  point,  it  must  be  borne  in  mind  that  if 
the  fixed  contract  differences  are  wrong  the  tendency  is  usually  to 
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send  the  contract  price  itself  to  a  discount  relative  to  the  price  of 
spot  middling  cotton.  In  other  words,  the  risk  of  fluctuations  in 
grade  differences  which  the  seller  thus  escapes  is  thrown  upon  the 
buyer;  but  the  buyer,  in  turn,  endeavors  to  escape  it  by  reducing  his 
bids  for  contracts.  The  certainty  as  to  the  fixed  differences  is  more 
than  offset  by  the  greater  uncertainty  produced  in  the  basis  price  itself 
by  such  differences.  While  occasionally  the  fixed-difference  system 
may  permit  the  cotton  merchant  to  pay  somewhat  higher  prices  for 
spot  cotton  than  he  could  under  commercial  differences,  it  is  certain 
that  this  can  not  be  a  constant  feature  of  that  system.  If  this  were 
the  case,  it  would  mean  that  New  York,  with  its  fixed-difference 
system,  could  regularly  pay  higher  prices  for  cotton  than  New  Or- 
leans, which  in  turn  would  result  in  drawing  practically  all  the  trade 
to  New  York.  That  this  has  by  no  means  happened  is  a  substantial 
refutation  of  the  argument.  Indeed,  it  is  the  firm  belief  of  many 
persons  in  the  cotton  trade  that  the  effect  of  the  fixed-difference 
system  has  been  to  depress  the  price  paid  the  farmer  for  his  cotton, 
instead  of  to  increase  it.    This  matter  will  be  discussed  in  a  later  part. 

nXED  DIFFERENCES  UNJUST  TO  THE  BUYER. 

The  main  argument  in  favor  of  fixed  differences,  as  above  pre- 
sented, considers  only  the  position  of  the  seller  of  future  contracts. 
The  answer  to  it  is  that,  in  return  for  any  such  additional  security  to 
the  seller,  the  insecurity  of  the  buyer  is  correspondingly  aggravated. 
The  injustice  of  thus  adding  to  the  disadvantage  of  the  buyer  is  all 
the  more  indefensible,  because,  by  the  very  nature  of  a  basis  contract, 
his  disadvantage  is  necessarily  great.  That  a  basis  contract,  in  con- 
nection with  fixed  differences,  throws  the  risk  of  fluctuations  in  grade 
differences  upon  the  buyer  is  apparent.  Advocates  of  the  fixed- 
difference  system  frankly  admit  this,  but  contend  that  it  is  alto- 
gether proper.  Their  argument  is  that  the  buyer  of  any  commodity 
necessarily  takes  the  risk  of  fluctuations  in  its  value  subsequent  to  the 
date  of  purchase.  This  argument  overlooks  the  vitally  important 
distinction  between  a  basis  contract  and  a  specific  contract.  It  is 
unquestionably  true  that  in  ordinary  contracts  for  specific  property, 
such  as  a  piece  of  real  estate,  the  buyer  who  agrees  to  take  such 
property  at  a  future  date  at  a  fixed  price  has  no  just  reason  to  com- 
plain because,  after  he  enters  into  such  a  contract,  its  value  declines. 
It  is  his  business  to  take  the  risk  of  such  subsequent  change  in  value. 
The  argument  that  he  should  take  the  entire  risk  of  change  in  value 
under  a  basis  contract,  however,  by  no  means  follows.  The  option 
of  the  seller,  under  a  basis  contract,  of  tendering  such  grades  as  he 
may  desire  creates  a  fundamental  distinction  between  such  basis  con- 
tract and  a  specific  contract.  The  buyer  is  absolutely  unable  to 
know  with  any  degree  of  certainty  what  grades  of  cotton  he  will 
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be  compelled  to  take.  If,  in  addition,  he  is  compelled  to  take  such 
unspecified  grades  at  arbitrary  values  relative  to  middlmg,  then  the 
contract  really  assumes  much  of  a  gambling  character.  A  contract 
of  this  sort,  while  extremely  advantageous  to  the  seller,  becomes  for 
the  buyer  almost  a  lottery.  The  seller  not  only  has  the  privilege  of 
selecting  any  grades  which  he  may  desire  to  tender,  without  notifying 
the  buyer  what  they  are,  but  also  has  the  obvious  inducement  to  select 
those  grades  which  it  will  be  of  the  greatest  advantage  to  himself  to 
deliver  and  usually  of  the  greatest  disadvantage  to  the  buyer  to 
receive. 

On  the  other  hand,  the  risk  to  the  seller  of  a  future  contract  under 
a  commercial-difference  system  is  very  much  less  than  defenders  of 
fixed  differences  maintain,  because  of  this  very  option  of  the  seller 
to  select  the  grades  which  he  will  deliver.  It  is  true  that,  where 
commercial  differences  are  applied  on  contract  settlements,  if  the 
seller  has  only  a  sirigle  grade  of  cotton  which  he  expects  to  deliver  on 
a  future  contract,  he  may  incur  an  unexpected  loss  if,  before  the  time 
of  delivery,  the  spot  price  of  that  grade  declines  as  compared  with 
middling  cotton.  Most  cotton  merchants,  however,  handle  large 
numbers  of  grades,  and  most  of  them,  moreover,  do  not  expect  to 
deliver  any  large  part  of  their  cotton  in  settlement  of  future  contracts, 
but  rather  to  sell  it  directly  to  spinners.  It  seldom  happens  that  all 
the  grades  which  the  seller  haS  decline  relatively  to  middling.  He 
can  therefore  select  that  grade  or  those  grades  for  delivery  on  his 
future  contract  which  have  not  relatively  declined,  or  those  which 
have  declined  least,  and  can  thus,  in  a  great  majority  of  instances, 
escape  loss  or  materially  limit  his  loss. 

The  option  of  the  seller,  therefore,  makes  his  risk  in  entering  into 
future  contracts  under  a  conrniercial-difference  system  insignificant 
as  compared  with  the  risk  which,  by  reason  of  that  option,  the  buyer 
must  take  under  a  fixed-difference  system.  The  fixed-difference 
system  is,  therefore,  an  injustice;  and  it  is  no  answer  to  say  that  the 
injustice  is  not  concealed  but  is  known  to  both  parties  to  the  contract. 

CONTENTION  THAT  DIFFERENCES  SHOULD  BE  ABSOLUTELY  PERMANENT. 

To  meet  objections  to  the  fixed-difference  system,  and  particu- 
larly the  danger  that  revision  committees  may  abuse  their  power, 
some  members  of  the  New  York  Cotton  Exchange  who  oppose  the 
commercial-difference  system  have  advocated  the  establishment  of 
permanent  differences  either  of  absolute  amount  or  based  on  per- 
centages. It  is  true  that  intentional  abuse  of  power  by  revision 
committees  would,  under  such  a  system,  be  eliminated.  It  is  con- 
ceded that  there  would  be  nothing  like  a  constant  margin  between 
the  spot  and  the  contract  price,  but  that,  on  the  contrary,  the  margin 
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between  the  two  prices  would  almost  continually  fluctuate  as  a 
result  of  the  adjustment  of  the  contract  price  to  disparities  between 
the  differences  thus  permanently  fixed  and  the  continually  varying 
commercial  differences  in  spot  markets.  It  is  urged,  however,  that 
all  interests  would  be  on  an  equal  footing,  so  that  one  operator  could 
forecast  the  probable  effect  of  such  disparities  in  differences  as  well 
as  another.  As  a  matter  of  fact,  this  is  by  no  means  the  case.  In- 
stead, such  a  system  of  permanent  differences  would  almost  cer- 
tainly work  to  the  advantage  of  veteran  operators  of  large  resources, 
and  particularly  to  the  advantage  of  manipulators  of  the  future 
market.  It  would  mean  the  continuation  of  an  extra  element 
of  chance,  whereas  a  proper  system  of  conducting  future  operations 
should  reduce  as  far  as  possible  the  element  of  chance.  Anything 
which  unnecessarily  increases  the  risk,  or  which  unnecessarily  re- 
quires operators  to  consider  more  factors  in  judging  the  probable 
course  of  prices,  unjustly  adds  to  the  natural  advantage  which  a 
few  operators  with  superior  sources  of  information  and  of  superior 
ability  already  have  over  their  competitors.  A  system  of  permanent 
differences  is  particularly  objectionable,  because  it  would  destroy 
the  fundamental  basis  of  hedging,  which  is  one  of  the  most  useful 
as  well  as  one  of  the  most  legitimate  functions  of  the  future  market. 
Successful  hedging  operations,  as  already  shown,  are  dependent 
upon  a  fairly  constant  parity  between  the  spot  and  the  contract 
price. 

ALLEGED  ABUSES   OF   THE   COMMERCIAL-DIFFERENCE   SYSTEM. 

While  advocates  of  fixed  differences  admit  tJiat  the  system  has 
been  attended  by  serious  evils,  they  contend  that  these  evils  are  less 
serious  than  those  occurring  under  the  commercial-difference  system. 
In  fact,  they  assert  that  it  is  because  of  the  abuses  attending  the  com- 
mercial-difference system  in  New  York  years  ago  that  the  fixed- 
difference  system  was  adopted.  The  substance  of  such  complaints 
against  commercial  differences  is,  first,  that  the  committees  which 
establish  spot  quotations  or  the  arbitrators  who  apply  the  differences 
on  contract  deliveries  often  are  deceived  by  large  operators  who 
manipulate  prices  of  cotton  in  the  spot  market  so  as  to  bring  about 
improper  differences  to  be  used  in  settlement  of  contracts;  and,  sec- 
ond, that  those  who  establish  or  apply  such  differences  act  from 
motives  of  self-interest  or  are  knowingly  subservient  to  such  large 
operators,  and  still  more  frequently  that  they  are  careless  in  quoting 
the  market.  It  is  asserted  that  abuses  of  this  character  occurred  in 
the  New  York  market  years  ago,  when  the  commercial  difference  sys- 
tem was  in  effect,  and  that  they  still  occur  on  an  extensive  scale  in 
the  New  Orleans  market. 
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An  instance  which  caused  especial  complains  occurred  in  the  early 
part  of  September,  1907,  when  differences  for  several  low  grades  in 
New  Orleans  were  widened  by  a  half  cent  on  a  single  day,  but  nar- 
rowed by  a  half  cent  three  days  later.  A  change  of  a  half  cent  in 
actual  differences  in  a  day  very  rarely  occurs  in  the  spot  market,  and 
this  widening  of  differences  in  New  Orleans  in  September,  1907,  and 
the  almost  immediate  restoration  of  the  former  differences  were  cited 
as  conclusive  evidence  of  manipulation  or  misquotation.  There  was 
unquestionably  a  serious  error  somewhere.  Whether  there  was 
deliberate  abuse  of  trust,  it  is  impossible  to  say.  Several  other 
instances  of  a  similar  character  are  discussed  in  the  body  of  the 
report.  Few  of  the  specific  complaints  charging  such  abuses  of 
trust  were  found  to  have  any  substantial  foundation,  and  it  can 
scarcely  be  said  that  any  were  conclusively  proved.  The  difficulty  of 
determining  the  merit  of  such  charges  is,  of  course,  very  great.  One 
thing,  at  least,  is  clear,  namely,  that  errors,  intentional  or  otherwise, 
can  be  at  once  corrected  under  the  New  Orleans  system  and  can  not 
be  so  corrected  under  the  New  York  system. 

The  opportunity  for  improper  establishment  of  differences  under 
the  New  Orleans  system,  whether  through  manipulation  of  the  spot 
market  by  large  operators  or  through  deliberate  abuse  of  power,  or 
carelessness  on  the  part  of  quotation  conmiittees  or  arbitrators,  is, 
in  fact,  narrowly  limited  by  the  very  nature  of  the  system  and  by  the 
rules  under  which  it  is  conducted.  In  the  first  place,  operators  who 
seek  to  manipulate  spot  prices  with  a  view  to  misleading  quotation 
committees  and  arbitrators  are  confronted  by  the  fact  that  there  are 
always  other  operators  in  the  market  whose  interests  are  just  the 
reverse  of  their  own.  Moreover,  even  though  the  market  may  be 
manipulated  to-day,  such  opposing  interests  can  probably  put  an  end 
to  such  manipulation  to-morrow,  and  the  effect  of  such  errors  in  dif- 
ferences may  be  terminated,  since  the  spot  quotations,  which  deter- 
mine the  contract  differences,  are  established  daily. 

In  the  second  place,  if  spot-quotation  committees  or  arbitrators 
make  mistakes  or  intentionally  abuse  their  power,*  they  can  effectively 
be  called  to  account.  This  is  possible  because  definite  standards  exist 
by  which  committees  and  arbitrators  are  bound  to  act.  The  rules 
provide  that  committees  must  quote  actual  prices  as  they  find  them, 
and  any  dealer  can  challenge  the  accuracy  of  such  quotations,  where- 
upon almost  immediate  correction  is  possible.  Similarly,  arbitrators 
are  bound  to  follow  commercial  differences  in  valuing  cotton  deliv- 
ered on  contract.  Under  the  commercial-difference  system,  therefore, 
errors  in  differences,  whether  due  to  manipulation,  to  intentional  mis- 
quotation, or  to  carelessness,  can  be  and  usually  are  very  speedily 
corrected.  In  New  York,  on  the  other  hand,  if  an  improper  revision 
is  made  in  November,  whether  intentionally  or  unintentionally,  the 
differences  established  must  remain  unchanged  for  ten  months. 
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The  practice  of  the  New  Orleans  Cotton  Exchange  also  provides 
numerous  safeguards  against  intentional  abuse  of  power  by  the  quo- 
tation committee.  Members  of  this  committee  are  invariably  chosen 
from  both  buyers  and  sellers  and  not  from  any  single  interest. 
Again,  the  arbitrators  who  apply  the  differences  are  drawn  by  lot. 
They  are  not  furnished  the  names  of  the  parties  interested  in  the  de- 
livery, and  they  are  expressly  forbidden  to  act  upon  any  lot  of  cotton 
in  which  they  are  personally  interested.  Moreover,  appeal  may  be 
taken  from  their  award  to  other  arbitrators  similarly  chosen. 

While  charges  of  intentional  or  unintentional  error  in  the  quotation 
of  the  spot  market  or  in  the  arbitration  of  the  value  of  cotton  in  New 
Orleans  are  beyond  question  exaggerated,  on  the  other  hand  serious 
errors  have  at  times  occurred.  Conunittees  have  at  times  undoubtedly 
failed  to  exercise  proper  care  in  establishing  quotations.  Owing  to 
the  radically  opposite  views  of  buyers  and  sellers,  dissatisfaction  is 
bound  to  occur  even  if  quotations  were  always  absolutely  accurate; 
but  there  is  undoubtedly  need  of  improvement  in  the  application  of 
the  commercial-difference  system  in  New  Orleans.  It  can  not  be 
impressed  too  forcibly  upon  those  responsible  for  the  conduct  of  the 
commercial-difference  system  that  complete  and  faithful  performance 
of  their  duties  is  absolutely  necessary.  In  proportion  as  they  neglect 
this  responsibility  they  discredit  the  system. 

FIXED  DIFFERENCES  A  DEFIANCE  OF  COMMERCIAL  PRINCIPLES. 

Aside  from  its  tendency  to  disorganize  the  future  market  and  to 
favor  the  seller  to  the  disadvantage  of  the  buyer,  the  fixed-diffej;- 
ence  system  is  to  be  condemned  on  the  broader  ground  that  it  violates 
fundamental  commercial  principles.  The  underlying  principle  of 
a  basis  middling  contract  undoubtedly  is  that  the  seller,  instead  of 
delivering  middling  cotton  only,  may  deliver  other  grades  in  lieu  of 
middling.  These  other  grades  must,  of  course,  be  delivered  on  some 
basis.  The  natural  basis  unquestionably  is  their  relative  values  com- 
pared with  middling,  at  the  time  of  delivery,  as  established  in  the 
spot  market  under  the  free  working  of  the  law  of  supply  and  demand. 
This  basis  is  historically  the  only  one  originally  contemplated;  it 
has  been  the  only  one  ever  seriously  considered  in  New  Orleans  and 
Liverpool,  the  greatest  spot  markets  of  the  world,  and  it  was  the  only 
one  seriously  considered  in  New  York  for  many  years  after  future 
trading  was  established  there.  The  fixed-difference  system  was 
adopted  at  New  York  only  after  that  market  had  ceased  to  be  one  of 
the  large  spot  markets  of  the  country. 

The  relative  values  of  the  various  grades  of  cotton,  and  therefore 
the  differences  between  those  grades  and  middling,  vary  as  the  result 
of  natural  laws.  This  fluctuation  in  the  differences  is  as  natural  a 
feature  of  the  cotton  market  as  are  fluctuations  in  the  price  of  mid- 
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dling  cotton  itself.  This  being  the  case,  there  is  no  sound  reason  why 
an  exchange  should  arrogate  to  itself  the  power  to  "  fix  "  these  differ- 
ences any  more  than  it  should  assume  to  regulate  or  fix  the  price  of 
middling  cotton  itself.  Any  such  "  fixing  "  of  differences  clearly  is  a 
defiance  of  the  natural  laws  of  trade.  It  is  doubly  objectionable  be- 
cause such  fixing  of  differences  is  left  to  a  committee  of  men  who 
may  be,  and  some  of  whom  usually  are,  heavily  interested  in  the 
future  market,  and  who  thus  are  subjected  to  the  temptation  to  fix 
differences  improperly  in  order  that  they  may  reap  inordinate  gains. 

Even  if  this  question  of  self-interest  could  be  eliminated,  however, 
the  New  York  system  would  be  scarcely  less  objectionable.  In  the 
first  place,  even  when  the  differences  established  by  the  comniittee  in 
the  first  instance  are  in  accord  with  commercial  differences,  they  are 
almost  certain  to  become  out  of  line  during  the  period,  whether  two 
months  or  ten  months,  before  the  next  revision.  Since  commercial 
differences  are  subject,  under  the  influence  of  supply  and  demand,  te 
constant  change,  there  can  be  no  possible  certainty  that  the  differences 
fixed  on  the  third  Wednesday  of  November,  on  the  basis  of  the  com- 
mercial differences  then  existing,  will  agree  with  the  commercial 
differences  three  months  or  six  months  later.  If  they  do  agree,  it  is 
a  mere  chance.  In  the  second  place,  if  the  committee  attempts  to 
establish  differences,  not  on  the  basis  of  the  commercial  differences  at 
the  time  of  the  revision,  but  on  the  basis  of  an. anticipated  average  of 
differences  for  the  period  covered,  its  action  becomes,  by  the  very 
nature  of  things,  little  more  than  sheer  guesswork.  Furthermore, 
since  the  New  York  revision  committee  is  practically  unfettered  by 
any  restrictions — that  is,  since  there  is  no  established  rule  or  standard 
to  govern  its  action — the  cotton  trade  is  compelled  to  guess  what  the- 
ory the  revision  committee  will  adopt  as  to  its  duty:  and  in  case  it 
is  believed  that  the  committee  will  base  its  action  on  the  probable 
average  commercial  differences  of  the  ensuing  period  rather  than  on 
the  current  differences,  the  trade  must  guess  what  the  committee's 
guess  of  that  average  will  be.  That  a  great  business  like  the  cotton 
business,  affecting,  as  it  does,  millions  of  producers  and  tens  of  mil- 
lions of  consumers,  should  be  conducted  on  the  basis  of  guesswork  is 
preposterous. 

Advocates  of  the  fixed -difference  system,  while  admitting  that 
the  differences  fixed  by  the  New  York  committee  have  often  been  at 
the  time,  or  have  subsequently  become,  out  of  line  with  commercial 
differences,  have  advanced  the  argument  that  in  the  long  run  the  ar- 
bitrary differences  of  the  New  York  Cotton  Exchange  have  averaged 
about  the  same  as  the  commercial  differences  in  southern  markets. 
This  argument  means  that  differences  which  may  be  radically  wrong 
to-day  may  prove  to  be  right,  or  to  err  in  the  opposite  direction, 
several  months  later.    This  argument,  even  if  correct,  is  absurd.   The 
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loss  which  one  buyer  of  a  future  contract  suffers  through  having  to 
accept  grades  of  cotton  at  an  overvaluation  or  through  an  increased 
discount  in  the  price  of  his  contract  due  to  such  overvaluation  of 
grades,  is  in  no  way  offset  by  the  gain  of  some  other  operator  due  to 
a  subsequent  readjustment  of  differences  or  to  a  subsequent  reduction 
in  the  discount  in  the  contract  price.  Abnormal  fluctuations  in  the 
relation  of  the  contract  price  to  the  spot  price  are  not  less  disastrous 
even  if  an  average  of  them  happens  to  correspond  with  what  should 
be  the  constant  relation.  Instead,  an  abnormal  increase  in  the  dis- 
count and  a  subsequent  decrease  in  the  discount  are  alike  objection- 
able. The  argument  is  on  a  par  with  that  of  the  humorist  who  con- 
tended that,  although  his  watch  lost  an  hour  one  day  and  gained  an 
hour  the  next,  it  was  still  a  good  watch  because  it  averaged  correct 
in  the  long  run. 

The  fixed-difference  system  is,  indeed,  a  weak  and  unbusiness- 
like effort  to  evade  the  risk  of  fluctuations  in  grade  differences.  That 
risk  clearly  exists.  It  is  not  met  by  fixing  the  contract  differences, 
since  this  merely  increases  by  that  much  the  risk  of  fluctuations  in 
the  contract  price  itself.  The  adjustment  of  contract  differences  ac- 
cording to  commercial  values  is  not  only  just  and  equitable  in  theory, 
but  tends  to  safeguard  the  interests  of  all  operators  in  the  future 
market,  and  particularly  of  merchants  using  that  market  for  hedging. 
The  arbitrary  fixing  of  differences,  with  the  consequent  readjustment 
of  the  contract  price,  on  the  other  hand,  is  not  only  inequitable  and 
uncommercial  in  theory,  but  extremely  mischievous  in  its  practical 
results. 

NECESSITY   OF   A    RETURN    TO   A    COMMERCIAL   BASIS   IN    THE   NEW   YORK 

MARKET. 

.  It  is  clearly  incumbent  upon  the  New  York  Cotton  Exchange  to 
readopt  the  commercial-difference  principle,  at  least  in  its  broad  out- 
lines. Whether  the  commercial-difference  system  in  its  entirety,  as 
employed  in  New  Orleans,  should  be  adopted  by  Jthe  New  York 
Cotton  Exchange,  or  whether  some  modification  of  that  system 
should  be  permitted,  is,  however,  an  open  question.  A  rigid  appli- 
cation of  the  commercial-difference  system  would  demand  that 
contract  differences  be  changed  whenever  a  change  occurred  in  com- 
mercial differences,  and,  moreover,  that  they  be  based  upon  spot 
quotations  m  the  delivery  market  itself.  Owing  to  the  narrowness 
of  the  New  York  spot  market,  it  is  impracticable  thus  to  use  the 
New  York  quotations  as  a  basis  for  establishing  contract  differences ; 
consequently,  New  York  must  base  its  revisions  in  the  main  on  the 
differences  prevailing  in  leading  southern  markets.  Again,  the  dis- 
tance of  New  York  from  the  cotton  belt  and  the  fact  that  the  New 
York  market  is  primarily  a  surplus-grade  market  where  cotton  is 
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ordinarily  held  for  some  time  are  factors  which  properly  may  be 
taken  into  account  in  considering  modifications  of  the  commercial- 
diflference  system. 

Two  questions,  therefore,  arise:  First,  as  to  the  frequency  with 
which  revisions  shall  be  made,  and,  second,  as  to  the  basis  for  deter- 
mining what  the  actual  commercial  differences  really  are. 

With  respect  to  the  frequency  of  revisions,  it  is  significant  that 
most  of  those  who  oppose  the  present  New  York  system  nevertheless 
assert  that  differences  should  not  be  subject  to  constant  revision,  but 
should  be  changed  only  at  stated  periods. 

A  considerable  portion  of  the  members  of  the  New  York  Cotton 
Exchange  appear  to  favor  a  system  providing  for  not  more  than  three 
or  possibly  four  revisions  each  year.  An  attempt  was  made  in  the 
latter  part  of  1907  to  amend  the  by-laws  of  the  New  York  Cotton 
Exchange  so  that  one  additional  revision  should  be  held  in  Decem- 
ber, making  three  in  all  for  the  year.  This  proposed  amendment 
was  lost  on  a  tie  vote.  It  is  unnecessary  to  discuss  suggestions  of  this 
sort,  since  it  is  clear  that  within  a  period  of  a  few  months  it  is  possi- 
ble— and,  indeed,  extremely  probable — ^that  disparities  will  occur 
between  differences  thus  fixed  and  the  commercial  differences. 

A  more  practicable  suggestion  is  that  the  revision  committee  shall 
be  required  to  act  monthly.  In  support  of  this  proposition,  it  is  urged 
that  ordinarily  changes  in  commercial  differences  within  a  period  of 
thirty  days  are  unimportant,  and  that  for  so  short  a  period  changes 
can  be  foreseen  with  reasonable  certainty. 

While  recognizing  the  fundamental  propriety  of  settling  contract 
deliveries  on  the  basis  of  strictly  current  commercial  differences,  the 
Bureau  is  disposed  to  the  view  that  a  system  of  revisions  at  least  as 
frequent  as  once  a  month,  all  things  considered,  might  prove  as  nearly 
satisfactory  and  equitable  in  the  case  of  the  New  York  market  as  any 
system  that  could  be  adopted.  It  is  true  that  during  the  period  from 
1888  to  1897,  when  revision  meetings  were  held  monthly  during  the 
active  part  of  the  crop  season,  the  system  did  not  give  entire  satisfac- 
tion. It  is  probable,  however,  that,  in  view  of  the  recent  agitation 
against  the  action  of  revision  committees,  a  return  to  monthly  re- 
visions would  be  followed  by  more  faithful  work  on  the  part  of  such 
committees  than  was  secured  during  the  earlier  period.  In  the  event 
of  a  return  to  monthly  revisions,  however,  these  revisions  should  be 
held  throughout  the  crop  year  and  not  merely  during  the  active  sea- 
son, since  previous  experience  has  shown  that  it  is  in  the  summer 
months  that  disparities  between  the  contract  differences  in  New  York 
and  the  commercial  differences  in  southern  markets  have  often  been 
most  pronounced. 

With  respect  to  the  second  question,  i.  e.,  the  method  of  determin- 
ing commercial  differences,  it  is  probable  that  an  average  of  the  official 
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quotations  of  several  representative  southern  markets  would  give  rea- 
sonable satisfaction,  particularly  if  allowances  were  made  for  the 
relative  importance  of  these  markets,  and,  more  especially,  ^f or  dis- 
crepancies in  local  standards  of  classification.  The  suggestion  has 
been  made  that  the  New  York  Cotton  Exchange  employ  its  own 
agents  and  station  them  in  the  South  for  the  express  purpose  of  re- 
porting quotations  in  those  markets,  these  experts  to  be  furnished 
with  exact  duplicates  of  the  standard  types  of  the  New  York  Cotton 
Exchange,  so  that  the  prices  which  they  reported  would  always  be 
on  the  New  York  basis  of  classification.  The  differences  reported  by 
such  experts  could  then  be  averaged,  with  some  allowances  for  the 
relative  importance  of  markets,  by  the  New  York  revision  committee. 
Such  a  system  of  determining  differences  seems  altogether  desirable. 
If,  however,  for  any  reason  it  is  impracticable,  a  properly  adjusted 
average  of  the  official  quotations  for  representative  markets  would 
probably  answer  the  purpose. 

It  has  been  argued  that  a  return  to  commercial  differences,  whether 
revised  daily  or  monthly,  would  really  mean  the  destruction  of  the 
New  York  Cotton  Exchange,  on  the  ground  that  the  New  York  mar- 
ket would  be  unable  to  maintain  a  sufficient  stock  of  cotton  as  a 
reserve  against  its  future  business.  It  is  difficult  to  see,  however,  why 
a  return  to  commercial  differences  should  increase  the  difficulty  under 
which  the  New  York  market  already  labors  in  this  respect.  For 
years  the  New  York  Cotton  Exchange  operated  under  a  system  of 
monthly  revisions  in  the  active  part  of  the  season.  Under  that 
system,  despite  some  abuses,  the  New  York  market  transacted  a  large 
business  in  futures  and  as  large  a  business  in  spot  cotton  as  it  trans- 
acts at  present,  and  this  was  at  a  time  when  conditions  in  other  re- 
spects were  not  radically  different  from  those  now  existing.  The 
argument  that  a  system  of  monthly  revisions  is  utterly  impracticable 
is  not,  therefore,  supported  by  the  practical  test  of  experience. 

Moreover,  the  effect  of  a  difference  system  upon  the  business  of  the 
New  York  market  alone  is  not  a  proper  basis  for  framing  the  rules 
of  an  exchange.  The  first  consideration  is  that  these  rules  shall  be 
equitable  and  commercial.  If  the  New  York  Cotton  Exchange  can 
not  exist  under  such  rules,  then  it  has  no  right  to  exist  at  all. 


CHAPTER  I. 

GENERAL  HATITBE  OF  FUTTTSE  TRADING,  AND  FUNCTIONS  OF 
COTTON  EXCHANGES. 

Section  1.  Introdnctory. 

Scope  of  the  investigation. — The  resolution  of  the  House  of 
Representatives  of  February  4,  1907,  regarding  the  methods  of  deal- 
ing in  futures  on  cotton  exchanges,  was  phrased  as  follows : 

Resolved^  That  the  Secretary  of  Commerce  and  Labor,  through 
the  Bureau  of  Corporations,  be,  and  is  hereby,  requested  to  in- 
vestigate the  causes  of  the  fluctuations  in  the  price  of  cotton  and 
the  difference  in  the  market  price  of  the  various  classes  of  cotton, 
and  said  investigation  shall  be  conducted  with  the  particular 
object  of  ascertaming  whether  or  not  said  fluctuations  in  the 
prices  have  resulted  in  whole  or  in  part  from  the  character  of 
contracts  and  deliveries  thereon  made  on  the  cotton  exchanges 
dealing  in  futures  or  is  the  result  of  any  combinations  or  cour 
spiracy  which  interferes  or  hinders  commerce  among  the  several 
States  and  Territories  or  with  foreign  countries. 

It  is  clear,  from  the  resolution  and  the  discussion  which  took  place 
at  the  time  of  its  passage,  that  the  investigation  was  intended  par- 
ticularly to  cover  the  character  of  future  contracts  employed  on  cotton 
exchanges  and  the  influence  which  the  character  of  such  contracts  has 
exerted  on  prices  of  cotton,  and  also  whether  fluctuations  in  cotton 
prices  have  been  due  to  any  trade  combination  or  conspiracy.  It  is 
evident  that  the  resolution  called  for  an  investigation  along  these 
specific  lines,  rather  than  for  a  general  study  of  the  merits  and  evils  of 
the  future  system  as  a  whole.  The  Bureau  has  conducted  its  investi- 
gation with  this  fact  in  mind,  and  a  vast  field  which  might  be  opened 
up  by  a  general  inquiry  into  the  future  system — such,  for  instance,  as 
its  moral  effect  upon  the  community — ^has  been  left  practically  un- 
touched. 

It  will  be  necessary  in  a  subsequent  portion  of  this  report  to  discuss 
briefly  the  question  whether  future  trading  of  itself,  regardless  of  any 
special  methods  under  which  such  trading  is  conducted,  depresses  or 
enhances  the  prices  of  spot  cotton.  This  subject  is  extremely  com- 
plex; the  problem  can  not  be  solved  by  statistical  treatment,  and 
any  conclusions  must  be  largely  based  on  theoretical  considerations, 
as  to  which  there  is  a  very  great  difference  of  opinion. 
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It  should  be  distinctly  understood,  therefore,  that  while  the  report 
frequently  refers  to  some  of  the  manifest  advantages  of  the  future 
system  it  has  not  undertaken  an  exhaustive  comparison  of  these  with 
the  abuses  of  that  system.  Instead,  the  investigation  has  been  con- 
ducted with  the  primary  objects  of  studying  the  character  of  cotton 
contracts  and  of  ascertaining  what  eflFect  certain  special  methods  of 
future  trading,  as  actually  employed,  have  exerted  upon  the  price  of 
cotton.  In  this  connection  certain  abuses  of  the  system  have  neces- 
sarily been  carefully  inquired  into.  Oilier  abuses,  irrelevant  to  the 
specific  subject,  have  not  even  been  considered. 

While  the  inquiry  of  the  Bureau  has  been  thus  restricted,  it  is 
necessary,  in  order  to  present  the  results  of  the  investigation  in  a  form 
intelligible  to  those  not  actually  engaged  in  or  conversant  with  future 
markets,  to  describe  briefly  some  of  the  leading  features  of  future 
trading. 

What  future  contracts  are. — The  system  of  future  trading  in 
cotton,  and,  for  that  matter,  in  other  staple  products  similarly  dealt 
in,  is  based  on  contracts  on  the  part  of  the  seller  to  deliver,  and, 
consequently,  on  the  part  of  the  buyer  to  receive,  at  a  time  subsequent 
to  the  making  of  the  contract,  a  certain  quantity  of  the  product  at 
a  stipulated  price.  So  far  as  the  operation  of  the  contract  is  con- 
cerned, it  is  immaterial  whether  or  not  the  seller,  at  the  time  the 
contract  is  entered  into,  has  the  product  in  his  possession,  and,  in 
fact,  the  term  "  futures  "  is  very  generally  associated  with  transac- 
tions made  at  a  time  when  the  seller  does  not  actually  have  the  prod- 
uct on  hand.  In  this  case  he  is,  in  the  language  of  the  trade,  "  sell- 
ing short,"  relying  on  his  ability,  before  the  maturity  of  his  contract, 
to  obtain  the  product  which  he  has  thus  contracted  to  deliver  or  to 
purchase  another  contract  to  offset  the  one  thus  sold.  A  future 
contract  is,  however,  quite  as  properh^  such  in  cases  where  the  seller 
has  the  goods  on  hand  at  the  time  of  entering  into  the  contract, 
provided  the  delivery  is  set  for  some  date  in  the  future.  A  "  future  " 
transaction  differs  from  a  "  spot  '•  transaction  in  that  the  latter  in- 
variably represents  goods  actually  on  hand  or  instantly  available 
at  the  time  the  contract  is  made,  and,  moreover,  contemplates  an 
immediate  or  an  approximately  immediate  delivery. 

WTiile  future  sales  often  are  made  by  private  agreement,  apart 
from  any  exchange,  and  might  exclusively  be  so  made,  the  term 
"  futures  "  has  come  to  be  associated  chiefly  with  contracts  dealt  in 
on  some  organized  exchange  or  board  of  trade.  I^ndoubtedly  much 
of  the  confusion  which  appears  to  exist  as  to  the  real  significance 
of  future  contracts  is  due  to  the  detailed  methods  by  which  such 
contracts  are  actually  executed  on  the  leading  exchanges,  and  to  the 
more  or  less  intricate  facilities  and  instruments  necessary  to  such 
execution.     It  is  important,  therefore,  to  emphasize  that,  in  their 
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nature,  future  contracts  as  dealt  in  on  the  leading  exchanges  are 
similar  to  any  contract  to  deliver  goods  at  a  fixed  price  «  at  a  distant 
date.  A  farmer  who,  in  the  spring,  contracts  to  sell  to  a  local  mer- 
chant a  stated  quantity  of  potatoes  or  cotton  in  the  autumn  at  a  fixed 
price  is  making  a  future  contract  just  as  truly  as  an  operator  on  an 
organized  exchange.  Out  of  the  multitude  of  such  future  contracts 
on  exchanges  and  the  formulation  of  rules  to  facilitate  dealings  in 
them  has  arisen,  however,  what  may  be  called  the  "future  system" 
in  a  special  sense. 

Future  contracts  in  cotton  have  a  market  price  and  are  quoted  just 
as  a  commodity  is.  Such  contracts  are  quoted  by  the  month  in 
which  they  mature.^  Thus,  contracts  for  the  delivery  of  cotton  in 
July  have  a  distinct  price,  those  for  the  delivery  of  cotton  in  August 
another  price,  and  so  on  throughout  the  list  of  delivery  months.  Such 
contracts  are,  in  the  trade,  generally  spoken  of  as  "  July  contracts," 
"August  contracts,"  etc.  Their  values  fluctuate  not  only  from  day 
to  day,  but  frequently  vary  widely  during  a  single  day.  This  is 
shown  by  the  following  table,  which  is  practically  a  duplicate,  except 
as  to  the  prices,  of  those  to  be  found  in  almost  any  daily  newspaper 
which  reports  the  cotton  market  at  all  extensively.  The  quotations  are 
in  cents  per  pound. 


QUOTATIONS  OP  COTTON  FUTURES  AT  NEW  YORK.  SEPTEMBER  27.  1907. 


Month. 


September- 
October 

November.. 
December. — 


High. 


10.79 
10.75 
10.96 
11.06 


January — _ t 

Febniaryl... 11.06 

March... ._ .J  11.20 

April J  11.16 

May _ -J  11.26 

Jmie... - 11.15 

July I  11.19 

August - - - 


Low. 


10.56 
10.66 
10.77 
10.89 
10.96 
11.00 
11.07 
11.10 
11.15 
11.17 


Close. 


10.72@10.74 
10.73@10.74 
10.76@10.78 
10.92@10.93 
ll.ai@11.02 
11.06@11.06 
11. 12@  11.13 
11. 16:rt  11.18 
11.20@11.2I 
11.23@11.25 
11.28@11.30 


Cotton  adapted  to  the  future  system. — For  the  successful  con- 
duct of  organized  future  trading  on  an  extensive  scale,  it  is  essential 
that  contracts  for  the  commodity  or  grade  of  the  commodity  dealt  in 
be  substantially  identical  in  form.  Without  such  identity,  indeed,  at- 
tempts at  organized  future  dealings  on  any  such  scale  as  is  practiced 

°A8  shown  later,  in  some  modern  future  transactions  the  entire  price  is  not 
fixed  at  the  time  the  original  agreement  is  made.     (See  pp.  106-108.) 

''As  shown  elsewhere,  the  seller  has  the  option  of  delivering  at  any  time 
during  the  delivery  month.     (See  p.  99.) 
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on  the  leading  exchanges  would  result  in  hopeless  confusion.  Such 
identity  of  form  is  essential  as  a  result  of  the  very  nature  of  "  short " 
sales.  The  short  seller  of  a  future  contract  can  not  specify -any 
particular  lot  of  goods,  since  the  goods  at  the  time  the  contract  is 
made  do  not,  perhaps,  actually  exist.  He  therefore  commits  himself 
to  the  delivery  of  a  certain  quantity  of  goods  of  a  certain  stipulated 
description.  The  tender  of  any  lot  of  goods  covering  the  require- 
ments of  the  contract  constitutes  a  fulfillment  of  such  contract?  or, 
in  other  words,  the  delivery. 

To  secure  identity  in  the  form  of  contracts  it  is  desirable  that  the 
commodity  dealt  in  shall  permit  of  classification  into  fairly  well 
defined  and  homogeneous  grades.  In  this  respect  cotton  is  not  an 
altogether  satisfactory  product.  While,  as  pointed  out  later,  certain 
grades  of  cotton  are  recognized  in  all  markets,  the  classification  of 
cotton  is  not,  and  probably  never  can  be,  an  exact  science,  but  is 
largely  dependent  upon  individual  judgment,  and  consequently  has 
been  productive  of  a  great  deal  of  friction.  This  difficulty  in  classi- 
fication is  one  of  the  chief  sources  of  controversy  in  the  actual  con- 
duct of  future  trading  in  cotton.  Nevertheless,  the  grading  of  the 
crop  can,  within  certain  variable  limits,  be  conducted  with  suffi- 
cient accuracy  to  make  the  product  adaptable  to  the  future  system. 

Again,  it  is  essential  that  a  commodity,  to  be  suited  for  organized 
future  trading,  shall  not  be  of  a  perishable  nature.  While  a  seller 
might  be  willing  to  commit  himself  to  a  future  contract  in  a  perish- 
able product — say,  for  example,  strawberries — it  is  obvious  that  a 
buyer  would  not,  since  if  it  proved  that  the  price  at  which  he  origi- 
nally bought  was  far  above  the  market  price  at  the  time  delivery  was 
made  he  would  have  no  recourse,  owing  to  the  perishable  nature  of 
the  fruit,  except  to  sell  it  at  once  for  what  it  would  bring  and  accept 
the  loss.  With  an  imperishable  article,  like  cotton,  on  the  other 
hand,  he  could  wait,  and  hope  for  an  improvement  in  the  market  to 
let  him  out  of  his  venture  with  a  profit. 

For  active  future  dealings  in  any  commodity  it  is  necessary  that 
its  value  be  subject  to  more  or  less  change,  since  it  is  such  change  that 
creates  the  possibility  of  speculative  gains  by  those  trading  in  it.  At 
the  same  time  it  is  essential  that  the  commodity,  in  order  to  be  attract- 
ive for  such  speculation,  shall  not  be  subject  to  violent  changes  of 
an  altogether  arbitrary  character — such,  for  instance,  as  a  rapid  arti- 
ficial increase  or  decrease  in  the  supply.  In  both  these  respects  cotton 
is  fairly  well  adapted  to  the  future  system.  The  effect  of  changes  in 
the  annual  production  is  to  create  changes  in  the  value,  and  it  is  the 
business  of  those  operating  in  futures  to  forecast  such  changes  as 
best  they  may.  On  the  other  hand,  the  supply  is  dependent  on  the 
outcome  of  the  year's  harvest,  and  after  this  is  completed  there  is  no 
possibility  of  increasing  it  until  another  season.    The  supply  thus 
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being  limited  for  a  definite  period,  the  operator  in  future  contracts 
is  protected  against  a  sudden  and  artificial  increase  which  might 
upset  all  calculations.  It  is  obvious  that  organized  future  trading  in 
a  commodity  would  be  extremely  hazardous  if  the  supply  could  be 
increased  almost  indefinitely  at  will  pending  the  contemplated  time 
of  delivery.  Of  course,  future  dealings  in  products  of  this  class  are 
made  in  large  numbers  by  private  agreement,  without  an  organized 
future  system. 

It  is  apparent,  therefore,  that  cotton,  being  a  product  of  the  soil, 
of  which  only  a  single  crop  is  obtained  in  a  year,  and,  furthermore, 
a  product  not  of  a  perishable  nature  and  one  which  permits  of  a  con- 
siderable degree  of  classification,  is  adapted  to  organized  future 
trading. 

Origin  of  future  system  in  the  cotton  trade. — Future  trading 
in  cotton,  in  the  modern  acceptance  of  the  term,  is  of  comparatively 
recent  origin.  Up  to  about  forty-five  years  ago  future  sales  of  cotton 
were  virtually  unknown.  There  were  practically  no  short  sales — 
that  is,  merchants  at  this  date  would  not  contract  at  a  time  when 
they  had  no  cotton  on  hand  to  supply  a  spinner  with  his  require- 
ments at  some  future  date  and  run  the  risk  of  not  being  able  to  secure 
the  cotton  in  the  meantime.  Instead,  spinners,  both  in  this  country 
and  abroad,  usually  accumulated  large  stocks  of  actual  cotton  for 
their  future  needs.  Indeed,  at  this  time  an  extensive  system  of  for- 
ward or  future  contracts  was  almost  impossible,  owing  to  the  lack 
of  adequate  means  of  communication.  The  first  successful  Atlantic 
cable  had  not  been  laid  and  the  telegraph  was  still  in  its  infancy, 
while  the  telephone  had  not  been  invented.  It  is  true  that  future 
transactions  in  cotton  were  made  during  the  civil  war,  but  it  appears 
that  the  price  at  which  the  cotton  was  thus  secured  was  considered  of 
less  importance  than  the  certainty  of  getting  the  cotton  at  all,  and 
there  was  nothing  like  what  could  be  called  a  future  system  at  that 
time. 

There  can  be  no  doubt  that  the.  extremely  unsettled  conditions 
which  prevailed  just  after  the  close  of  the  civil  war  had  much  to  do 
with  the  development  of  the  future  system.  With  many  plantations 
in  the  South  ruined,  the  cotton  crops  of  that  period  were  compara- 
tively small.  The  average  crop  in  the  United  States  for  the  three 
years  ended  in  1861  was  over  4,400,000  bales,  whereas  for  the  four 
years  ended  in  1869  the  average  was  only  about  2,500,000  bales. 
Prices  in  the  later  period  were  extremely  high,  and  owing  to  the 
unsettled  state  of  affairs,  and  particularly  of  the  currency,  fluctua- 
tions were  violent.  The  spinner  who  was  about  to  contract  ahead 
for  the  sale  of  his  cotton  goods  was  unwilling  to  depend  upon  day 
to  day  purchases  of  cotton  at  widely  varying  prices,  and  yet  was 
unable  to  buy  his  entire  wants  at  once  in  the  spot  market.    On  the 
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other  hand,  the  cotton  merchant  was  anxious  to  dispose  of  his  stock 
when  prices  touched  a  high  level  and  to  sell  an  additional  quantity 
at  such  high  levels  for  more  distant  deliveries,  relying  on  his  ability 
to  secure  the  cotton  in  the  meantime' at  lower  prices.  The  two  par- 
ties in  the  market  were  therefore  both  ready  for  some  system  by 
which  they  could  go  beyond  the  narrow  limits  of  the  moment.  Both 
were,  in  other  words,  ready  for  organized  future  trading.  The  in- 
troduction of  the  future  system  was  undoubtedly  hastened  by  the 
remarkable  improvement  in  means  of  communication  and  trans- 
portation which  occurred  just  at  this  period,  particularly  by  the 
extension  of  telegraphic  service  and  the  successful  operation  of  the 
trans- Atlantic  cable.  A  manufacturer  in  Fall  River  or  Liverpool  who 
was  offered  a  long-term  contract  for  the  delivery  of  cotton  cloth,  and 
who  formerly  might  have  declined  it  unless  he  was  fortunate  enough 
to  be  carrying  a  large  supply  of  cotton,  was  now  in  a  position,  by 
utilizing  the  future  system,  to  contract  for  his  requirements  of  raw 
material  on  short  notice.  The  willingness  of  sellers  to  enter  into 
such  contracts  was  increased  by  the  same  causes,  and  furthermore  by 
the  fact,  explained  in  the  next  section,  that  the  risk  of  such  opera- 
tions was  greatly  reduced  by  the  very  nature  of  the  future  system 
itself. 

A  further  important  fact  was  that  the  new  system  greatly  facili- 
tated speculation.  Hitherto  speculation  in  cotton  had  been  mainly 
on  the  buying  side,  and  was  in  the  form  of  an  accumulation  of  a 
stock  in  anticipation  of  an  advance  in  the  price.  The  future  system, 
through  the  opportunity  which  it  offered  for  forward  or  short  sales, 
enabled  speculators  with  equal  facility  to  sell  cotton  at  a  time  when 
they  did  not  actually  possess  it,  in  anticipation  of  an  expected  decline. 

Under  these  conditions  the  development  of  the  system,  as  just 
stated,  progressed  rapidly.  By  1868  future  sales  had  become  a 
distinct  feature  of  the  cotton  business.  In  its  review  of  the  New 
York  cotton  market  for  December,  1868.  the  New  Orleans  Price  Cur- 
rent made  the  following  comment : 

In  December  there  was  a  fair  demand,  and  prices  for  the  most 
part  were  steady,  though  occasionally  alFected  by  the  contracting 
for  future  delivery,  which  now  began  to  be  a  feature  in  the  mar- 
ket, at  prices  1  to  2  cents  below  those  current  for  spot  lots. 

About  this  time  dealings  in  future  contracts  were  regularly  re- 
ported in  the  leading  trade  journals.  With  this  rapid  development 
of  the  business  came  the  organization  of  cotton  exchanges.*' 

An  idea  of  the  development  of  the  future  system  is  obtained  from 
the  following  excerpt  from  an  address  by  Arthur  R.  Marsh,  a  mem- 
ber of  the  New  York  Cotton  Exchange,  before  the  National  Associa- 

*  See  page  55. 
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tion  of  Cotton  Manufacturers  at  Washington,  D.  C.,  on  October  4, 
1007  : 

Before  the  civil  war  the  cotton  business  in  New  York  was 
simply  one  form  of  the  old-fashioned  commission  business,  ex- 
actly like  the  business  of  handling  molasses,  sugar,  hides,  wool, 
country  produce,  and  many  other  similar  agricultural  com- 
modities.    »«     *     * 

The  civil  war  completely  upset  the  re^lar  conduct  of  the 
cotton  business  in  New  York,  as  just  described.  While  it  lasted 
there  were,  of  course,  no  regular  shipments  of  cotton  to  New  York 
from  the  South,  and  the.  only  source  of  supply  consisted  of  lots 
of  cotton  which  the  Government  from  time  to  time  got  hold  of 
through  the  capture  of  blockade  runners  or  tmough  confiscation 
in  the  South.  Naturally,  such  lots  of  cotton  could  not  be  handled 
on  a  commission  basis,  but  had  to  be  bought  outright  as  a  specu- 
lation. The  huge  profit  made  by  some  of  those  wTio  bought  this 
Government  cotton  was  the  real  beginning  of  general  speculation 
in  cotton  in  this  country.  And  the  same  thing  happened  across 
the  water,  in  Liverpool.  The  fierce  demand  and  the  uncertain  and 
inadequate  supply  gave  opportunities  for  vast  and  sudden  profits, 
such  as  have  nevier  been  seen  before  or  since  in  connection  with 
any  commodity.  And,  curiously  enough,  it  was  out  of  this  wild 
speculation  of  the  time  of  the  civil  war  that  the  entire  modern 
method  of  handling  the  cotton  business  was  evolved,  for,  in  their 
eagerness  to  get  hold  of  cotton,  speculators  began  to  buy  not  only 
actual  cotton  on  the  spot  in  .New  York  or  Liverpool,  but  "  cot- 
ton to  arrive,"  when  they  got  wind  of  a  lot  of  cotton  on  some  ship 
destined  for  one  or  other  of  those  ports.  Here  w^as  the  beginning 
of  the  system  of  trading  in  cotton  futures,  which  has  gradually 
revolutionized  the  whole  cotton  business  in  every  root  and  branch, 
for  certain  very  clever  men,  whose  business  was  that  of  cotton 
merchants  and  not  speculators,  saw  a  way  to  make  use  of  the 
extensive  trading  in  contracts  for  "  cotton  to  arrive  "  as  a  pro- 
tection to  themselves  in  their  legitimate  buying  and  selling  of 
actual  cotton. 

It  was  two  or  three  years  after  the  civil  war  that  this  new  con- 
ception of  the  cotton  ousiness  took  shape  in  the  mind  of  one  of 
the  most  brilliant  cotton  merchants  the  world  has  ever  known, 
the  late  Mr.  John  Rew,  of  Liverpool,  whose  firm  is  still  in  exist- 
ence. In  1868  or  1869  Mr.  Rew  saw  that  the  newly  laid  Atlantic 
cable  made  it  possible  for  a  cotton  merchant  in  Liverpool  to 
ascertain  w^ith  unheard-of  quickness  the  price  at  which  actual 
cotton  could  be  bought  in  the  Southern  States  and  the  approxi- 
mate date  at  which  it  could  be  shipped  to  England.  He  saw 
also  that  if  the  price  that  was  being  bid  in  Liverpool  for  "  cotton 
to  arrive  "  was  high  enough  to  enable  him  to  buy  the  cotton  in 
the  South  and  sell  contracts  for  this  same  "  cotton  to  arrive  "  in 
Liverpool,  two  or  three  months  later,  he  could  enter  into  the 
transaction  with  entire  safety,  as  when  his  cotton  reached  Liver- 
pool he  could  either  deliver  it  to  the  parties  to  whom  he  had  sold 
the  contracts,  or  if  some  spinner  was  w  illing  to  pay  a  higher  rela- 
tive price  than  the  holder  of  the  contracts  had  agreed  to  pay  he 
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could  buy  back  his  contracts  and  sell  the  cotton  to  the  spinner 
with  the  larger  profit  to  himself. 

«  ♦  ♦  «  «  «  « 

The  immediate  and  large  success  obtained  by  Mr.  Rew  in  his 
new  way  of  conducting  the  cotton  business  attracted  the  instant 
attention  of  the  ablest  cotton  merchants  both  of  Liverpool  and 
New  York;  and  when,  a  year  or  two  later  (in  1870  and  1871,  re- 
spectively), the  Liverpool  Cotton  Association  and  the  New  York 
Cotton  Exchange  were  organized  the  best  men  in  the  trade  had 
adopted  the  new  scheme  as  the  basis  of  their  business.  Already 
before  the  organization  of  these  great  exchanges  the  methods  of 
dealing  in  contracts  for  "  cotton  to  arrive  "  or  "  for  future  de- 
livery "  had  kpcome  fairly  well  systematized.  For  example,  the 
contract  unit  had  already  been  made  100  bales,  or,  rather,  a  suffi- 
cient weight  of  cotton  to  be  equivalent  to  about  100  bales  as 
generally  put  up  in  the  South.  The  period  during  which  de- 
livery might  be  made  under  the  contract  had  been  fixed  at  two 
months  in  Liverpool  and  one  month  in  New  York,  the  reason 
for  this  difference  being  that  in  those  days  the  duration  of  an 
ocean  voyage  to  Liverpool  was  necessarily  uncertain,  and  it  was 
considered  fair  that  a  delivery  of  cotton  out  of  a  vessel  arriving 
at  any  time  during  two  coupled  months  should  be  a  good  delivery. 
Hence,  we  have  to  this  day  (though  such  will  not  be  the  case 
after  January  1,  1908)*  all  the  trading  in  Liverpool  contracts 
done  in  coupled  months,  i.  e.,  May-June,  July-August,  Jan- 
uary-February, etc.  In  New  York,  on  the  other  hand,  it  was 
felt  that  the  arrival  of  cotton  could  be  calculated  within  a  single 
month,  and  so  contracts  for  future  delivery  covered  only  one 
month — January,  March,  July,  etc.  These  details  and  many 
others  were  at  once  embodied  in  the  by-laws  and  rules  of  the 
Liverpool  and  New  York  exchanges,  and  other  by-laws  and  rules 
were  adopted  to  produce  absolute  uniformity,  equality,  and  fair- 
ness in  all  trading,  whether  between  members  of  the  exchanges 
themselves  or  between  members  and  the  public  at  large.  Here, 
then,  at  last  the  cotton  merchants  who  had  seized  upon  Mr.  John 
Rew's  new  method  of  conducting  the  cotton  business  had  all  the 
facilifles  they  required. 

Section  2.  Binding  nature  of  future  contracts. 

Trading  in  future  contracts  on  various  cotton  and  produce  ex- 
changes of  the  country  has  now  reached  enormous  proportions,  and 
since  i\  large  proportion  of  such  dealings  is  undoubtedly  of  a  specu- 
lative nature,  undertaken  by  persons  who  have  no  direct  interest 
either  in  the  production  or  the  distribution  of  the  real  article,  these 
operations  are  often  regarded  by  a  large  portion  of  the  community 
as  purely  of  a  gambling  character.  Operations  in  future  contracts 
are,  in  the  minds  of  many  persons,  of  a  character  exactly  similar  to 
wagers  on  horse  races  or  any  other  form  of  bet.    Undoubtedly,  as  far 

^  The  requirement  for  deliveries  in  a  single  month  was  reconsidered  and  the 
practice  of  allowing  deliveries  through  coupled  months  is  still  followed. 
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as  many  individual  traders  are  concerned,  this  ix)pular  view  is  cor- 
rect. It  is  important,  therefore,  to  point  out  that  regardless  of  the 
intent  of  many  individual  traders  in  future  contracts  the  operation 
is  radically  different  from  a  wager  pure  and  simple. 

In  the  first  place,  a  future  contract  is,  as  its  name  implies,  a  definite 
agreement  on  the  part  of  one  party  to  deliver  to  another  party,  who 
in  turn  agrees  to  receive,  a  certain  quantity  of  merchandise  within  a 
fixed  period  of  time  at  a  fixed  price.  ^Vhile  such  contracts  when 
first  made  are  usually  confirmed  merely  by  word,  or  even  by  a  sign, 
such  as  the  uplifting  of  a  finger  or  a  nod  of  the  head,  they  are  later 
recorded,  either  in  full  or  in  the  form  of  a  memorandum  of  the  same 
force  and  effect  and  ape  absolutely  binding  upon  the  parties  entering 
into  them.  The  seller  of  such  a:  contract  is  absolutely  liable  for  the 
delivery,  and  if  called  upon  for  such  delivery  by  the  buyer  he  can  in 
no  way  avoid  compliance  with  the  terms  of  his  contract  except  under 
unusual  conditions  especially  provided  for.  Failure  to  make  such 
delivery  will  subject  him,  in  all  probability,  to  suspension,  at  least 
temporarily,  from  the  exchange  with  which  he  is  connected,  and 
render  him  liable  to  legal  action  on  the  part  of  the  purchaser.  In 
actual  practice  it  is  undoubtedly  true  that  a  large  number,  and  prob- 
ably a  considerable  majority,  of  buyers  of  future  contracts  on  the 
leading  exchanges'*  do  not  desire  the  delivery  of  actual  cotton,  and 
that  a  majority  of  sellers,  on  the  other  hand,  do  not  contemplate  mak- 
ing such  physical  delivery.  Such  a  buyer  of  a  contract  instead  of 
receiving  the  actual  cotton  sells  out  his  contract  to  another  party,  or 
perhaps  to  the  very  man  from  whom  he  originally  bought  it.  In  other 
words,  instead  of  taking  the  cotton  he  merely  gains  or  loses  the  differ- 
ence between  the  price  at  which  he  bought  his  contract  and  the  price 
at  which  he  sells  it  put.  The  second  buyer,  in  turn,  may  have  bought 
the  contract  with  the  same  speculative  intent,  and,  instead  of  receiv- 
ing actual  cotton,  may  likewise  sell  out  the  contract  at  any  time  prior 
to  the  date  of  maturity.  Eventually,  however,  since  the  contract  has 
a  fixed  date  of  maturity,  the  ultimate  purchaser  must,  at  the  stated 
time  of  delivery,  receive  the  actual  cotton — and  this  whether  he' de- 
sires to  or  not*    When  the  time  for  making  delivery  has  expired,  he 

"  The  term  "  future  contract,"  or  the  term  "  contract,"  as  used  in  this  report, 
unless  otherwise  clearly  indicated,  refers  to  a  contract  made  on  some  cotton 
exchange  and  not  to  outside  contracts  made  in  the  course  of  spot  business.  In 
the  same  way  "  contract  cotton  "  means  cotton  delivered  or  intended  for  de- 
livery on  exchange  contracts  and  not  on  outside  contracts. 

*  In  practice  it  very  frequently  happens  that  an  operator  has  both  bought  and 
sold  for  the  same  delivery  month,  and  that  his  contracts  consequently  balance  one 
another  except  as  to  price.  In  such  cases  actual  delivery  is  unnecessary  and  is 
often  avoided  by  means  of  **  ring"  settlements  or  direct  settlements  or  transfer- 
able notices.  These  practices  in  no  way  affect  the  binding  nature  of  the  con- 
tract, and  need  not  he  considered  here. 
43225— H.  Doc.  949,  60-1 5 
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can  not  sell  out  his  contract.  This  fact  and  the  fact  that  any  buyer, 
from  the  first  to  the  last,  can  if  lie  chooses  hold  his  contract  and  com- 
pel the  seller  to  deliver  the  actual  cotton  when  the  date  of  maturity 
arrives  give  trading  in  futures  a  character  entirely  different,  in  prin- 
ciple at  least,  from  that  of  a  mere  wager  or  liet. 

Legality  of  future  contracts. — In  this  connection  it  is  important 
to  point  out  that  the  fact  that  one  party  to  a  future  contract  has  been 
actuated  by  purely  speculative  or  even  gambling  motives  does  not 
give  the  contract  a  gambling  character  within  the  definition  of  the 
law.  In  the  case  of  Irwin  v.  Williar  (110  U.  S.,  499,  507-508)  the 
trial  judge  in  his  charge  to  the  jury  said : 

On  their  face  these  transactions"  are  legal,  and  the  law  does 
not,  in  the  absence  of  proof,  presume  that  the  parties  are  gam- 
bling. 

A  person  may  make  a  contract  for  the  sale  of  personal  prop- 
erty for  future  delivery  which  he  has  not  got.  Merchants  and 
traders  often  do  this.  A  contract  for  the  sale  of  personal  prop- 
erty which  the  vendor  does  not  own  or  possess,  but  expects  to 
obtain  by  purchase  or  otherwise,  is  bindmg  if  an  actual  trans- 
fer of  property  is  contemplated.  A  transaction  which  on  its 
face  is  legitimate  can  not  be  held  voiii  as  a  wagering  contract 
by  showing  that  one  party  only  so  understood  andmeant  it  to  be. 

The  proof  must  go  further,  and  show  that  this  understanding 
was  mutual — that  Doth  parties  so  understood  the  transaction. 
If,  however,  at  the  time  of  entering  into  a  contract  for  a  sale  of 
personal  property  for  future  delivery  it  l>e  contemplated  by  both 
parties  that  at  the  time  fixed  for  delivery  the  purchaser  shall 
merely  receive  or  pay  the  difference  between  the  contract  and 
the  market  price,  the  transaction  is  a  wager,  and  nothing  more. 
It  makes  no  difference  that  a  bet  or  wager  is  made  to  assume  the 
form  of  a  contract.  Gambling  is  none  the  less  such  because  it 
is  carried  on  in  the  form  or  guise  of  legitimate  trade. 

It  is  not  sufficient  for  the  defendant  to  ptove  that  Irwin  & 
Davis  never  understood  that  they  were  to  deliver  wheat  in  ful- 
fillment of  the  sales  made  for  them  by  the  plaintiffs.  The  pre- 
sumption is  that  the  plaintiffs  expected  Irwin  &  Davis  to  execute 
their  contracts,  expected  them  to  deliver  the  amount  of  grain 
-sold,  and  before  you  can  find  that  the  sales  were  gamblinoj  trans- 
actions and  void  you  must  find  from  the  proof  that  the  plaintiffs 
knew  or  had  reason  to  believe  that  Irwin  &  Davis  contemplated 
nothing  but  a  wagering  transaction,  and  acted  for  them  accord- 
ingly. If  the  plaintiffs  made  sales  of  wheat  for  Irwin  &  Davis 
for  future  delivery,  understanding  that  these  contracts  would 
be  filled  by  the  delivery  of  grain  at  the  time  agreed  upon,  Irwin 
&  Davis  were  liable  to  the  plaintiffs,  even  though  they  meant  to 
gamble,  and  nothing  more. 

The  Supreme  Couit  sanctioned  this  view  in  the  following  language: 

Xo  objection  seems  to  be  made  to  this  charge,  so  far  as  it  de- 
fines what  constitutes  a  wagering  contract,  and  we  accept  it  as 
a  correct  statement  of  the  law  uj)on  that  point. 


"  TLat  is,  siic-n  (l<'jilin.i;s  in  rntiiiv  (.oiitnu'ts. 
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From  the  above  excerpt  from  the  decision  of  the  United  States 
Supreme  Court  and  the  statement  previously  made  that  the  buyer 
of  a  future  contract  for  cotton  can  in  all  cases  (except  under  certain 
unavoidable  circumstances)  compel  the  seller  to  make  actual  de- 
livery thereon,  and,  further,  from  the  fact  that  the  ultimate  buyer  of 
the  contract  must  receive  the  cotton  tendered,  it  is  quite  evident  that  a 
future  contract  in  cotton,  in  the  absence  of  positive  evidence  that 
both  parties  to  such  contract  understand  it  to  be  a  mere  wager,  does 
not  come  within  the  legal  definition  of  gambling.  Of  course,  the 
spirit  of  one  party  to  such  contracts  is  frequently  of  a  purely 
gambling  character,  and  in  many  cases  both  parties  may  be  actuated 
by  nothing  more  than  gambling  motives,  but  unless  it  can  be  shown 
that  this  understanding  was  mutual  it  is  clear  from  the  above  opinion 
of  the  court  that  the  contract  could  not  be  overthrow^n  on  the  ground 
that  it  was  a  mere  wager.  It  will  be  understood  that  this  statement 
applies  to  the  principle  of  future  trading.  Obviously,  certain  forms 
of  contract  or  certain  particular  methods  of  trading  might  be  de- 
clared illegal  without  in  any  way  aflfecting  this  general  principle. 

The  following  distinction  between  gambling  and  speculation,  made 
by  H.  C.  Emery  in  his  work  on  Speculation  on  the  Stock  and  Prod- 
uce Exchanges  of  the  United  States,  is  of  interest  in  this  connection : 

Gambling  is  a  transaction  in  which  one  party  pays  over  a  sum 
of  money  from  his  own  wealth  because  of  the  occurrence  of  a 
chance  event.  Speculation  is  a  transaction  in  which  one  acquires 
by  purchase  the  right  to  a  certain  property  (not  specifically  des- 
ignated perhaps)  and  gains  (or  loses)  for  himself  the  difference 
between  the  value  of  the  property  at  the  time  of  the  sale  and  its 
value  at  the  time  of  purchase.  The  difference  is  a  significant 
one.  In  gambling  one  party  must  lose  just  what  the  other  wins. 
In  speculation  this  is  not  necessarily  so.  A  dealer  in  wheat  may 
buy  of  a  farmer  and  sell  to  a  speculator,  and  the  wheat  be  sold 
at  a  constantly  rising  price  through  a  line  of  speculators,  till 
bought  by  a  miller  for  grinding  at  the  highest  price  of  all. 
Neither  the  dealer  nor  the  miller  loses  by  the  transaction,  which 
is  not  speculative  on  their  part,  yet  each  speculator  in  turn  wins. 
The  reason  is  that  there  has  been  an  actual  increase  in  value. 
The  gains  of  the  speculators  result  from  the  division  among  them 
of  this  increase.  *  *  *  How  much  of  such  business  is  de- 
sirable, how  far  it  is  marked  by  the  same  spirit  as  gambling, 
are  questions  not  raised  at  this  point.  We  shall  not  hesitate 
to  speak  of  some  transactions  in  general  terms  as  of  a  gambling 
nature,  and  yet  it  is  well  to  keep  clear  this  objective  and  economic 
distinction  between  gambling  and  speculation.  Roth  depend  on 
uncertainties;  but  whereas  gambling  consists  in  placing  money 
on  artificially  created  risks  of  some  fortuitous  event,  speculation 
consists  in  assuming  the  inevitable  economic  risk  of  changes  in 
value." 

« H.  C.  Emery,  Speculation  on  tlu*  Stwk  and  rrodnce  Exchanges  of  tbe 
United  States,  p.  100. 
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Distinction  between  "  options  ""  and  future  contracts. — ^Future 
contracts  are  often,  though  incorrectly,  spoken  of  as  synonymous 
with  '*  options."  There  is  a  wide  difference  between  the  two.  "Op- 
tions," as  the  word  implies,  are  mere  privileges  entitling  one  party, 
for  a  fixed  consideration  which  is  really  nothing  more  than  a  forfeit, 
to  call  upon  the  other  party  for,  or  to  deliver  to  him,  a  certain  quan- 
tity of  merchandise  at  a  fixed  price.  The  important  distinction  is 
that  these  are  mere  privileges  which  may  or  may  not  be  exercised; 
whereas,  in  the  case  of  a  future  contract,  no  such  choice  is  allowed. 
An  option  which  entitles  the  buyer  to  demand  of  the  seller  the  deliv- 
ery of  a  certain  quantity  of  goods  at  a  fixed  price  is  knowu  as  a 
"  call,''  while  one  which  entitles  him  to  deliver  to  the  seller  of  the 
option  such  goods  is  known  as  a  "  put."  Sometimes  two  options  are 
combined  in  one,  and  the  transaction  is  then  usually  spoken  of  as  a 
"  spread  "  or  "  straddle."'' 

A  call  may  be  described  more  concretely  as  follows:  An  operator, 
say,  in  the  stock  market,  at  a  time  when  a  certain  stock  is  selling  at 
par  (100),  believes  that  it  is  going  much  higher.  Instead  of  buying 
the  stock  outright  or  on  margin,  he  buys,  from  a  person  having  a  con- 
siderable quantity  of  the  stock  the  right  to  call  upon  that  person  for 
a  certain  number  of  shares  within  a  fixed  time,  at  a  certain  price  above 
the  market,  say  at  105.  For  this  privilege  he  pays  the  other  party, 
say.  $-2  per  share.  If,  prior  to  the  expiration  of  the  time  limit,  the 
price  has  gone  to  110,  the  buyer  of  the  call  may  demand  the  delivery 
of  the  stipulated  number  of  shares,  which  the  seller  must  deliver  at 
the  stipulated  price  of  105.  The  buyer  then  sells  out  his  stock  at  110 
and  makes  a  profit  of  5  points,  less  the  2  points  he  paid  for  his  call 
and  other  expenses,  such  as  commissions.  On  the  other  hand,  if  the 
price  goes  to  95  without  recovery  during  the  time  limit,  the  buyer  of 
the  call  will  not  demand  delivery,  since  he  would  still  have  to  pay 
the  stipulated  price  of  105,  but  will  allow  his  option  to  lapse,  in  which 
case,  of  course,  he  forfeits  the  price  paid  for.  his  privilege. 

A  put  is  just  the  reverse  of  a  call.  For  instance,  an  operator  in  the 
stock  market,  at  a  time  when  a  given  stock  is  selling  at  100,  believes 
that  it  will  go  to,  say,  90.  Instead  of  selling  it  short,  in  which  case 
he  would  have  to  put  up  a  considerable  margin  and  run  the  risk  of 
heavy  loss  in  case  the  market  advanced  instead  of  declined,  such  an 
operator  buys  from  another  operator,  who  is  not  of  tjie  same  mind,  a 
put;  that  is,  he  buys  the  privilege  or  right  to  deliver  to  this  second 
operator  a  given  number  of  .shares  of  this  stock  at,  say,  98  at  any 
time  within  a  certain  agreed  period.  For  this  privilege  he  may  pay 
the  seller  of  tlie  put,  say,  $2  a  share.  If  the  stock  goes  to  90  within 
the  time  limit,  the  buyer  of  the  put  will  buy  the  stipulated  number 

a  Sneh  straddles  should  uot  be  confused  .with  straddles  on  regular  future  con> 
tracts,  descn*iht*tl  in  Chapter  V,  paiyje  22!K 
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of  shares  in  the  open  iparket  and  deliver  them  to  the  seller  of  the 
put,  who  must  take  them  at  98;  the  buyer  of  the  put  (who,  it  may 
be  noted,  is  the  deliverer  of  the  actual  stock)  therefore  makes  8 
points  on  the  transaction,  less  2  points  to  cover  the  cost  of  his  put 
and  incidental  expenses  such  as  commissions.  If,  on  the  other  hand, 
the  stock  advances  above  100,  the  buyer  of  the  put  obviously  will  not 
exercise  his  privilege,  but  will  simply  forfeit  the  price  which  he  paid 
for  the  put. 

The  above  description  explains  the  theory  of  these  operations.  In 
actual  practice  the  two  parties  to  these  options  usually  make  a  settle- 
ment without  the  actual  transfer  of  the  stock;  that  is  to  say,  in  the 
ease  of  the  call  described,  the  buyer  of  the  call,  instead  of  actually 
demanding  the  stock  from  the  seller  at  105  when  the  market  price 
reaches  110,  simply  receives  from  the  seller  of  the  call  a  payment  of 
$5  a  share,  less  the  cost,  without  any  actual  transfer  or  resale  of  the 
btock.  On  the  other  hand,  if  the  operator  buying  the  call  has  sold 
stock  short  at  110,  relying  on  his  call  to  protect  him,  he  may  actually 
demand  the  stock  and  deliver  it  to  the  party  to  whom  he  has  sold." 

The  cost  of  such  options  varies,  of  course,  with  the  conditions  of 
the  market  and  the  views  of  the  two  parties  concerned,  but  ordinarily 
the  amount  of  money  required  to  deal  in  options  or  privileges  is 
relatively  small  as  compared  with  that  necessary  to  buy  or  sell  the 
securities  in  question,  even  on  a  margin  basis.  These  privileges, 
therefore,  afford  a  means  for  speculating  with  the  use  of  only  a  very 
small  amount  of  capital.  Furthermore,  it  is  to  be  emphasized  that 
it  is  optional  with  the  buyer  of  such  privilege  whether  he  will  exer- 
cise it  or  not.  It  is,  therefore,  apparent  that,  whatever  their  legal 
status,  such  privileges  have  much  of  the  character  of  an  ordinary 
wager.*  Further  discussion  of  the  matter  is  unnecessary  here,  since 
the  rules  of  both  the  New  York  Cotton  Exchange  and  the  New  Or- 
leans Cotton  Exchange — the  only  exchanges  in  this  country  on  which 
organized  future  business  in  cotton  is  conducted — expressly  forbid 
dealings  in  such  options  or  privileges;  indeed,  exchanges  rather  gen- 
erally prohibit  such  transactions  on  their  floors,  .whether  in  stocks 
or  in  commodities. 

Rule  III  of  the  New  York  Cotton  Exchange,  on  this  point,  is  as 

follows : 

All  trading  in  puts  and  calls  is  strictly  prohibited.     Anyone 
offering  to  trade  contrary  to  the  provisions  of  this  rule  shall  be 

«  Calls  are  also  used  by  short  sellers,  so  that  in  case  the  market  advances 
unexpectedly  they  can  demand  stock  on  such  calls  and  limit  loss  on  their 
fjhort  sales. 

^  It  should  be  noted,  however,  that  even  in  the  case  of  these  privileges  there 
is  a  right  to  require  or  to  make  delivery  of  the  actual  product,  in  which  rt*spect 
they  differ  widely  from  a  mere  bet. 
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deemed  to  have  acted  in  violation  of  it  and  shall  be  subject  to  a 
fine  of  $10  for  the  first  offense,  and  on  a  further  violation  may  be 
suspended,  at  the  discretion  of  the  board  of  managers. 

The  coiTesponding  rule  of  the  New  Orleans  Cotton  Exchange  is 
as  follows: 

Dealing,  or  offering  to  deal,  in  '•  puts  "  and  "  calls  "  on  the 
floor  of  this  exchange  is  strictly  forbidden,  and  any  member  vio- 
lating this  rule,  for  the  first  offense,  will  be  censured;  for  the 
second  offense,  suspended ;  and  for  the  third,  expelled.  The  floor 
committee  and  the  various  officers  of  the  exchange  are  charged 
with  reporting  any  violation  of  this  rule. 

Section  3.  Entnre  system  as  a  means  of  insurance  against  risks  of  transac- 
tions in  actual  cotton — The  "  hedging  "  function. 

Not  only  is  future  trading,  in  tne  absence  of  definite  knowledge  by 
both  parties  that  there  is  a  mutual. intention  to  gamble,  sanctioned  by 
the  law,  but  it  is  an  important  fact  that,  notwithstanding  the  enor- 
mous amount  of  purely  speculative  operations  upon  leading  cotton 
exchanges,  the  future  trading  system  is  very  extensively  used  to 
facilitate  transactions  in  the  actual  staple,  and  for  the  purpose,  not 
of  speculation,  but  in  large  measure  of  avoiding  speculation. 

In  using  the  future  system  to  facilitate  actual  transactions  in  spot 
cotton  it  is  obvious,  in  the  first  place,  that  it  may  thus  be  used  by 
either  the  grower  of  cotton  or  by  any  other  seller  to  dispose  of  his 
cotton  at  a  distant  date  by  simph^  selling  a  contract  maturing  at 
that  date,  and,  when  the  contract  matures,  completing  the  transaction 
by  a  physical  delivery  of  his  cotton  thereon.  Thus,  if,  say,  in  No- 
vember, January  futures — that  is,  contracts  for  the  delivery  of  cotton 
in  January — are  comparatively  high,  a  grower  or  a  holder  of  cotton 
may,  through  some  broker  on  a  cotton  exchange,  sell  such  January 
contracts,  and  when  the  month  arrives  deliver  or,  to  use  the  trade 
expression,  "  tender''  the  actual  cotton  against  them. 

In  the  same  way  a  manufacturer  of  cotton  goods,  instead  of  buying 
his  entire  supply  at  the  beginning  of  the  season,  might  in  theory  dis- 
tribute his  purchases  throughout  the  year  by  purchasing  contracts 
for  different  months  through  a  member  of  a  cotton  exchange  and  as 
the  contracts  mature  receive  actual  cotton  in  fulfillment  of  them. 
Some  of  the  reasons  whv  in  practice  this  svstem  is  not  extensivelv 
employed  by  spinners  in  just  this  way  will  be  extensively  discussed 
in  a  later  Part  of  this  report. 

The  above  description  illustrates  the  simplest  use  of  the  future 
system.  The  system  is  employed  in  a  (]uite  different  manner,  how- 
ever, by  buyers  and  sellers  of  actual  cotton  as  a  sort  of  insurance 
against  violent  fluctuations  in  price  during  the  period  between  the 
original  purchase  or  sale  and  the  final  delivery  of  the  product.  This 
employment  of  the  future  system,  which   is  technically  known   as 
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"  hedging,"  is  an  exceedingly  important  feature  of  modern  trading 
in  cotton,  and,  unquestionably,  an  extremely  valuable  one.  In  sub- 
stance the  process  of  hedging  is  as  follows:  A  cotton  merchant  in 
the  South  contracts  by  private  arrangement  outside  of  the  exchange, 
say,  in  July,  when  the  old  crop  is  practically  exhausted  and  before 
the  new  crop  has  matured,  to  deliver  to  a  spinner,  say,  in  New 
England  or  in  Liverpool,  10,000  bales  of  cotton  in  the  following 
January  at  a  fixed  price.  At  the  time  of  making  this  agreement 
he  has  no  cotton  in  his  possession  and  has  no  means  of  immediately 
obtaining  it  in  the  market.  Suppose  the  price  stipulated  is  8 
cents  a  pound,  this  figure  representing  the  price  at  which  the  merchant 
expects  to  be  able  to  buy  the  cotton,  plus  an  allowance  for  his  expenses 
and  profit  on  the  transaction.  If  subsequently,  owing  to  early  frosts, 
serious  storm  damage,  or  any  one  of  a  number  of  causes,  the  price  of 
cotton  advances  to  10  cents  a  pound,  the  seller  of  this  cotton  is  ob- 
viously confronted  with  a  heavy  loss,  since  he  must  go  into  the  market 
and  buy  the  actual  cotton  at  the  advanced  price.  Under  the  future 
system  this  loss  may  be  very  largely  avoided  by  hedging.  To  escape 
such  loss  the  seller  of  the  10,000  bales  of  cotton,  immediately  on  enter- 
ing into  his  agreement,  buys  on  the  exchange  a  corresponding  amount 
of  future  contracts  for  cotton  deliverable  in  January."  For  these  con- 
tracts let  it  be  assumed  that  he  has  paid  7 J  cents  per  pound,  or  a 
half  cent  under  the  price  at  which  he  has  undertaken  to  deliver 
cotton  in  January.  This  is  a  reasonably  assumption;  in  fact,  in 
actual  practice  it  is  the  custom  for  such  sellers  of  cotton  to  calcu- 
late the  number  of  points  (hundredths  of  a  cent)  necessary  to  cover 
their  expenses  and  allow  them  a  profit,  and  then  to  agree  to  deliver 
cotton  to  spinners  at  such  number  of  points  above  the  current  price 
of  some  future  delivery ;  that  is  to  say,  if  in  July  exchange  contracts 
for  January  delivery  are  selling  at  7^  cents^  a  cotton  merchant 
would  reckon  the  number  of  points  necessary  to  cover  his  expenses 
and  profit,  and  then  agree  to  deliver  the  cotton  to  a  spinner  at 
this  number  of  points  above,  or,  to  use  the  trade  expression,  "  on  " 
the  current  price  of  January  contracts.*'  In  the  case  assumed  it  may 
be  considered  that  the  margin  thus  allowed  is  a  half  cent.  The 
merchant  has,  then,  bought  future  contracts  for  10,000  bales  of 
cotton  at  7i  cents,  and  has  agreed  to  sell  a  corresponding  quantity 

« In  hedging  it  is  not  imperative  tliat  contracts  be  bought  which  mature  in 
the  same  month  that  the  actual  cotton  is  deliverable,  but  this  is  very 
frequently  done. 

*  It  will  be  understood  that  prices  quoteil  in  connection  with  such  contracts 
are  invariably  prices  i)er  pound. 

^•Allowance  must  also  be  made  foi*  differences  in  the  value  of  various  grades 
of  cotton.     (See  Chap.  III.) 
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of  cotton  to  a  spinner  at  8  cents,  the  margin  of  one-half  cent  being 
intended  to  cover  his  expenses  and  leave  him  a  profit.  If  this 
margin  is  maintained  intact  he  is  satisfied.  Suppose  that  the  price 
of  cotton  in  the  spot  market  advances  sharply  to  10  cents  before  he 
has  purchased  the  10,000  bales  which  he  has  agreed  to  deliver  to  the 
spinner  at  8  cents.  Theoretically,  the  merchant  could  protect  him- 
self by  simply  holding  his  future  contract  until  January  and  then 
take  up  the  cotton  upon  it  and  in  turn  deliver  this  cotton  to  the 
spinner.  In  practice,  however,  owing  to  the  fact  that  such  agree- 
ments with  spinners  are  usually  for  specified  grades,  while  future 
contracts  on  exchanges  are  not,"  the  merchant  does  not  ordinarily 
take  up  cotton  on  his  future  contract ;  instead,  he  goes  into  the  spot 
market  and  buys  cotton  necessary  to  meet  his  engagement  with  the 
spinner,  paying  therefor  the  advanced  price,  which  in  the  case  as- 
sumed would  be  10  cents.  This  cott«n  he  must  deliver  to  the  spinner 
at  8  cents;  consequently  he  has  suffered  a  loss.  But  in  the  meantime, 
under  a  normal  working  of  the  futuipR  system,  his  January  future 
contract  which  he  bought  on  the  exchange  at  7^  cents  should  have 
likewise  advanced  by  substantially  the  same  amount,  or  to  9 J  cents. 
'He  sells  out  his  future  contract,  therefore,  at  a  profit  sufficient  to 
oflSset  the  loss  suffered  on  his  transaction  in  spot  cotton.  Even  if  it 
be  assumed  that  he  receive  cotton  on  his  future  contract  instead  of 
selling  that  contract  out,  he  should  nevertheless  be  able  to  sell  this 
cotton  in  the  spot  market  at  a  corresponding  profit,  which  would 
offset  his  loss  on  spot  cotton  purchased.  In  other  words,  his  margin 
of  profit  remains  intact  and  his  loss  on  the  actual  cotton  is  covered 
by  the  profit  on  his  future  transaction.  If,  on  the  other  hand,  the 
price  of  cotton  in  the  open  market  goes  down,  it  is  to  be  expected 
that  the  price  of  future  contracts  on  the  exchange  will  go  down  in 
sympathy.  In  this  case  he  will  sell  out  his  future  contract  at  a  loss, 
but,  on  the  other  hand,  he  should  be  able  to  buy  his  actual  cotton 
in  the  spot  market  at  a  correspondingly  lower  price  than  he  had 
originally  calculated,  so  that  his  profit  oil  this  spot  transaction  will 
counterbalance  his  loss  on  his  operation  in  futures.^ 

In  the  cases  described  the  hedging  process  was  resorted  to  to  pro- 
tect a  merchant  who  had  sold  cotton  ahead  at  a  time  when  it  was  not 
actually  obtainable  in  the  spot  market.  The  future  system  may  be 
used  in  a  similar  manner  to  protect  a  merchant  who  has  accumulated 
a  stock  of  cotton  for  which  he  does  not  have  an  innnediate  demand. 
Assume,  for  instance,  that  a  large  cotton  merchant  in  the  South  is 
compelled  to  take  cotton  from  growers  at  the  beginning  of  the  crop 

«See  Chapter  II. 

''This  statement  is  a  j^eneral  one  and  siil)ject  to  modification  owing  to  the 
fact  that  prices  of  all  jrrades  of  cotton  do  not  lluctuate  in  tH]ual  amount.  (See 
Chap.  III.) 
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year  in  very  large  quantities,  and  much  faster  than  he  can  dispose  of 
it  to  spinners.  This  is,  in  fact,  a  very  common  occurrence  in  actual 
practice.  Obviously,  as  his  stock  accumulates  he  is  liable  to  lose 
heavily  in  case  the  price  of  cotton  declines.  To  protect  himself  he 
again  resorts  to  the  future  market.  In  this  case,  however,  instead  of 
buying  future  contracts  he  sells  them  short.  Thus,  if  he  finds  in 
September  that  he  has  10,000  bales  of  cotton  on  hand  for  which  he 
has  paid  8  cents,  he  sells  a  corresponding  number  of  contracts  for 
delivery,  say,  in  January,  at,  say,  8^  cents.«  If  owing  to  an  enormous 
crop  or  a  poor  demand  the  price  of  cotton  in  the  open  market  goes 
down,  his  hedge  affords  him  a  double  protection.  In  the  first  place 
he  can  simply  hold  his  cotton  and  when  his  future  contracts  mature 
deliver  it  upon  them,  in  which  case  he  will,  of  course,  obtain  not  the 
reduced  price  prevailing  at  the  time  the  cotton  is  actually  delivered 
but  the  price  at  w^hich  he  actually  sold  these  contracts,  namely,  8| 
cents.^ 

In  practice,  however,  the  TOl-chant  does  not  usually  thus  deliver 
his  stock  of  cotton  in  fulfillmerft  of  future  contracts  thus  sold,  but  as 
the  season  advances  he  sells  out  his  actual  cotton  even  though  at  a 
lower  price..  Let  it  be  assumed  in  (he  case  under  consideration  that 
he  sells  his  stock  of  10,000  bales  at  7  cents,  or  at  1  cent  less  than  it 
originally  cost  him ;  he  has  then  lost  1  cent  a  pound,  not  taking  into 
account  carrying  charges  which  have  accrued  in  the  meantime.  To 
offset  this  loss  he  should  be  able  to  buy  future  contracts  on  the  ex- 
change for  10,000  bales  against  those  which  he  had  sold  in  September 
at  8J  cents,  obtaining  these  at  a  corresponding  decline  of  1  cent,  or, 
say,  7J  cents.  The  contract  thus  purchased  will,  of  course,  offset  the 
contract  previously  sold.  In  other  words,  against  a  loss  of  1  cent  on 
his  spot  transaction  he  has  made  a  profit  of  1  cent  on  his  transaction 
in  futures,  so  that  the  margin  of  one-half  cent  which  he  allowed  to 
cover  expenses  and  profit  again  remains  undisturbed. 

In  ordinary  business  such  a  merchant,  instead  of  selling  out  all  his 
stock  of  cotton  at  one  time  and  at  one  price,  disposes  of  it  in  parcels  at 
varying  prices;  but  as  fast  as  he  sells  a  given  quantity,  say,  1,000 
bales  of  his  actual  cotton,  he  at  once  buys  future  contracts  for  a  like 
amount  on  the  exchange  at  corresponding  prices  so  that  when  his 
actual  cotton  is  all  sold  he  has  "  bought  in  "  sufficient  future  contracts 
to  offset  or  "cover  "  those  previously  sold. 

The  opportunity  for  using  the  future  market  for  hedging  purposes 
is  also  open  to  the  spinner.    Take  the  case  of  a  spinner  who  requires 

*»OwiDg  to  the  expense  of  carrying  cotton  a  merchant  should,  unless  a  decline 
in  the  market  is  anticipated,  be  able  to  sell  a  distant  contract  at  a  premium 
above  the  current  price.    This  is,  however,  by  no  means  invariably  the  case. 

^The  value  may,  however,  be  affected  by  changes  in  the  values  of  various 
grades  relatively  to  the  basis  grade;  that  is,  middling.  (See  Chaps.  II  and 
III.) 
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10,000  bales  of  cotton  for  his  season's  operations,  and  who,  at  the  be- 
ginning of  the  cotton  year,  has  outstanding  no  contracts  for  the  sale 
of  his  manufactured  goods.  If  he  were  to  buy  his  entire  10,000  bales 
of  cotton  or  the  bulk  of  it  at  once  and  store  it,  while  competitors 
were  to  buy  only  from  day  to  day,  a  sharp  decline  in  the  price  of 
cotton  would  leave  him  with  a  relatively  high  manufacturing  cost 
for  his  finished  product,  which  he  would  consequently  be  able  to  dis- 
pose of,  in  competition  with  those  spinners  who  had  postponed  their 
purchases  of  raw  material  until  the  decline,  only  at  a  loss  or  at  a  re- 
duced profit.  Under  the  future  system,  such  a  spinner,  having  bought 
his  10,000  bales  of  actual  cotton,  could  protect  himself  by  immedi- 
ately going  into  the  future  market  and  selling  a  corresponding 
quantity  of  future  contracts.  If  the  price  of  cotton  goes  down,  the 
loss  on  his  stock  should  be  made  good  by  his  ability  to  buy  in 
future  contracts  at  a  corresponding  decline  against  those  which  he 
previously  sold  short.  As  fast  as  he  works  up  a  given  quantity  of 
his  stock  of  cotton  into  manufactured  goods,  he  buys  in  a  correspond- 
ing number  of  future  contracts. 

The  hedging  system  is  used  in  a  somewhat  different  way  in  the 
case  of  a  manufacturer  of  cotton  goods  who  has  sold  his  product 
under  contract  for  forward  delivery,  but  who  has  not  purchased  a 
supply  of  raw  material.  In  this  case  a  decline  in  the  price  of  cotton 
is  obviously  to  his  advantage.  On  the  other  hand,  a  sharp  advance  in 
the  price  of  cotton,  after  he  has  agreed  to  deliver  the  manufactured 
goods  at  a  fixed  price,  as  obviously  tends  to  reduce  his  profit,  or  per- 
haps to  result  in  loss.  Such  a  manufacturer  would  protect  himself 
l)y  buying  a  sufficient  number  of  contracts  in  the  future  market  at  the 
time  he  sells  his  goods  to  cover  his  prospective  needs.  If  the  price  of 
cotton  goes  up  before  he  has  completed  his  contracts  for  the  delivery 
of  cotton  goods,  his  loss  on  actual  cotton  is  presumably  covered  by  a 
profit  on  the  futures  so  purchased :  whereas,  if  the  price  declines,  the 
loss  on  his  future  contracts  is  correspondingly  covered  by  his  saving 
on  purchases  of  the  actual  staple.  As  already  pointed  out,  the  manu- 
facturer seldom  ol)tains  his  cotton  by  accepting  it  as  a  delivery  on 
the  contracts  so  purclyised.  The  reason  for  this  will  be  fully  ex- 
plained ill  a  later  part  of  the  report. 

The  j)rotection  thus  atlorded  by  the  hedging  system  is  far-reaching. 
Not  only  may  the  system  be  used,  in  the  nuinner  indicated,  by  the  cot- 
ton merchant  and  the  sj)inner  to  protect  tliemselves  against  fluctua- 
tions ill  the  i)rice  of  cotton,  but  it  may  be  used  by  spinners,  or,  for 
that  matter,  by  dealers  in  cotton  goods,  in  a  similar  way,  to  protect 
themselves  against  fluctuations  in  the  price  of  the  manufactured  prod- 
uct. Suppose,  for  instance,  that  a  spinner  or  a  wholesale  merchant 
fjiids  that  he  is  carrying  a  heavy  stock  of  cotton  goods  at  a  time  when 
the  trade  outlook,  for  one  reason  or  another,  is  unfavorable,  the  de- 
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mand  has  slackened,  and  a  decline  in  prices  is  imminent.  Without  the 
future  system,  the  owner  of  such  a  stock  of  goods  would  be  forced 
either  to  sacrifice  them  at  the  decline  or  to  carry  them  for  an  indefinite 
period  in  the  hope  of  a  subsequent  revival  in  demand,  in  which  case  it 
would  be  extremely  uncertain  whether  such  a  subsequent  advance 
would  cover  the  heavy  expenses,  such  as  interest,  storage,  etc.,  which 
necessarily  accompany  any  such  carrying  of  the  stock.  Under  the 
future  system  he  can  to  a  large  extent  avoid  either  of  these  prospec- 
tive losses  by  selling  future  contracts  in  cotton  against  his  stock  of 
manufactured  goods.  The  actual  number  of  cotton  contracts  thus 
sold  is  usually  based  upon  the  weight  of  cotton  required  to  make  a 
given  quantity  of  goods,  which,  of  course,  would  vary  with  the  char- 
acter of  the  latter.  If  the  owner  of  such  a  stock  of  cotton  goods  finds 
that  his  fears  of  a  decline  in  the  value  of  his  manufactured  product 
are  realized,  it  is  reasonably  certain  that  the  value  of  cotton — since  it 
is  practically  the  only  raw  material  used  ia  the  manufacture  of  these 
goods — will  decline  in  fairly  close  correspondence,  in  which  case  the 
price  of  future  contracts  should  also  decline  in  sympathy  with  the 
staple.  In  this  way,  his  loss  on  the  goods  is  largely  counterbalanced 
by  his  profit  on  the  sale  of  cotton  contracts." 

It  is  apparent  from  even  the  brief  illustrations  given  that  a  prop- 
erly conducted  future  system,  through  this  opportunity  for  hedging, 
affords  a  great  protection  to  the  most  legitimate  sort  of  business  and 
one  of  almost  incalculable  value.  It  should  be  noted,  however,  that 
hedging  does  not  absolutely  guarantee  a  merchant  from  loss,  since 
advances  or  declines  in  the  price  of  his  future  contracts  may  not 
exactly  correspond  with  advances  or  declines  in  the  price  of  spot 
cotton.  The  illustrations  above  given  assume  that  absolutely  correct 
methods  of  conducting  the  future  business  have  been  established. 
It  can  not  be  too  forcibly  emphasized,  therefore,  that  in  practice  it 
has  happened  at  various  times  that  hedges  have  afforded  a  far  less 
perfect  measure  of  protection  than  above  indicated.  This  situation 
really  constitutes  one  of  the  most  important  matters  discussed  in  this 
report,  and  can  not  be  entered  into  extensively  in  this  preliminary 
chapter.  The  hedging  process  has  been  explained  mainly  to  show 
that  the  future  system  is  something  more  than  a  device  for  mere 
speculation,  and  that  it  presents  benefits  of  great  value  to  those  con- 
ducting business  in  actual  cotton.  In  fact,  for  these,  as  individuals, 
the  future  system,  if  properly  used,  may  be  said  to  largely  eliminate 
speculation.*  Obviously,  for  a  merchant,  without  hedging,  to  buy 
10,000,  20,000,  or  50,000  bales  of  a  valuable  commodity  like  cotton, 
which  is  subject  to  great  fluctuation  in  price,  would  be  a  highly 
speculative  transaction,  whereas,  under  a   perfect  working  of  the 

« Hedges   are    sometimes    iis(h1    in    this    way   by    retail    merchants   carrying 
only  a  few  thousand  dollars'  worth  of  goods. 
*  See  note  6,  page  50. 
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hedging  system,  the  element  of  speculation  can  be  largely  avoided. 
This  opportunity  for  hedging  is,  indeed,  regarded  by  practically  all 
cotton  merchants  as  almost  an  absolute  necessity  under  modern 
methods  of  conducting  business. 

An  idea  of  the  value  of  the  hedging  function  may  be  obtained 
when  it  is  stated  that  in  Great  Britain  banks  very  generally  refuse 
to  loan  money  on  cotton  which  is  not  hedged.  Moreover,  it  is  almost 
universally  conceded  that,  since  the  introduction  of  hedging,  failures 
in  the  cotton  trade,  which  had  previously  been  frequent,  have  been 
materially  reduced  as  a  direct  result  of  the  greater  stability  with 
which  transactions  in  spot  cotton  can  be  conducted. 

Importance  of  purely  speculative  operations. — ^While  hedging 
transactions  are  thus  a  very  important  feature  of  future  dealings  in 
cotton,  they  constitute  only  a  portion  of  such  dealings.  In  addition 
to  hedging  operations  there  are,  as  already  stated,  a  vast  number  of 
purely  speculative  transactions.  Such  speculative  operations  have 
frequently  been  condemned  by  both  the  cotton  grower  and  the  mer- 
chant, and  also  by  the  spinner,  on  the  ground  that  they  seriously 
interfere  with  their  business.  It  is  not  intended,  in  this  report,  to 
enter  into  a  general  discussion  of  the  merits  or  evils  of  speculation* 
It  may,  however,  be  stated  that  it  is  the  normal  business  of  specu- 
lators, as  a  class,  to  anticipate  conditions  which  may  affect  the  price 
of  a  commodity,  and  to  bring  about  a  readjustment  of  the  price  to 
such  conditions. 

They  can,  under  proper  conditions,  perform  a  useful  service.  If  at 
times  the  operations  of  speculators  interfere  with  the  calculations  of 
merchants  and  others  engaged  in  handling  actual  cotton,  on  the  other 
hand  they  frequently  facilitate  the  hedging  transactions  of  such 
merchants. 

It  is  important  to  bear  in  mind  that  the  speculative  class  is  prop- 
erly called  upon  to  bear  a  share  of  the  risks  which  necessarily  arise 
from  changes  in  value.  In  fact,  this  is  primarily  the  business  of  the 
speculative  cla&s."  The  speculative  class  may  at  times  directly  as- 
sume a  portion  of  the  risk,  and  at  other  times  may  direct  the  distri- 
bution of  the  risk  to  those  on  whom  the  risk  should  more  properly 
fall.  Speculation  should  not  be  a  mere  game  by  which  a  few  clever 
individuals  or  by  which  certain  interests  can.  by  taking  advantage 
of  x)thers.  arbitrarily  escape  risks  and  reap  inordinate  profits.     In- 

"II.  ('.  Kniory.  in  his  work  on  **  Spei'ulntion  on  the  St<K-lv  nnil  PnHluce  Ex- 
ehanfros  of  tlie  rniUnl  States"  (i»aj:e  113),  defines  the  function  of  si)eeulation 
jis  follows:  "To  relieve  trade  of  the  rislvs  of  fiuctuatinj:  values  by  provid- 
ing a  class  always  ready  to  take  or  deliver  a  i»ro|K»rty  at  the  market  price  and 
in  so  doing  to  direct  coninnxlities  to  their  most  advantageous  uses  and  the  in- 
vestment of  capital  into  the  most  profitable  channels  by  fixing  fi»r  ctmimodities 
and  securities  comparative  prices  for  delivery  at  diffen^nt  times  and  places." 
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stead,  it  should  be  a  scientific  method  of  forecasting  changes  in  value 
and  of  distributing  the  risks  arising  from  such  changes  in  such  equi- 
table manner  as  to  cause  the  least  possible  disturbance  in  the  conduct 
of  business.  The  justification  of  speculation  is  that  it  performs  an 
actual  service  to  trade.  The  facilitation  of  hedging  in  part  illus- 
trates the  service  which  purely  speculative  operations  can  thus  render. 
In  order  that  such  service  be  properly  rendered,  however,  it  is  im- 
perative that  speculative  operations  deal  with  conditions  arising  as 
the  result  of  natural  causes.  If,  instead,  speculation  is  concerned 
with  artificial  and  arbitrarily  created  conditions  which  tend  to  com- 
plicate the  interpretation  of  natural  conditions,  its  proper  function 
becomes  perverted. 

Section  4.  Organization  and  functions  of  cotton  exchanges. 

The  advantages  of  the  future  system  were  at  once  so  apparent  that 
dealings  in  future  contracts  increased  with  great  rapidity.  By  the 
end  of  1868,  as  already  pointed  out,  such  transactions  had  become  a 
distinct  feature  of  the  cotton  trade.  During  the  period  from  Janu- 
ary 1  to  August  31,  1869,  the  total  sales  of  such  contracts  in  the 
New  York  market  amounted  to  101,665  bales,  as  compared  with 
873,563  bales  of  spot  transactions.  A  "  spot "  transaction,  it  will 
be  recalled,  is  one  made  from  goods  on  hand,  and  which  calls  for 
practically  immediate  delivery.  In  the  next  crop  year,  during  which 
the  exchange  was  organized  and  a  regular  form  of  contract  adopted, 
dealings  in  these  forward  deliveries  aggregated  591,586  bales,  as 
compared  with  616,410  bales  of  spots.«  In  the  crop  year  ended  Au- 
gust 31,  1871,  there  was  an  enormous  increase  in  the  volume  of  future 
trading,  which  reached  a  total  of  nearly  3,000,000  bales,  as  compared 
with  733,905  bales  of  spots. 

This  remarkable  increase  in  the  volume  of  busineris  created  a 
necessity  for  the  establishment  of  rules  and  regulations  for  its  sys- 
tematic conduct,  and  this,  in  tuni,  led  to  the  organization  of  cotton 
exchanges.  The  New  York  Cotton  Exchange,  the  first  of  these  insti- 
tutions in  this  country,  was  organized  on  September  7,  1870,  as  a 
voluntary  association ;  in  April,  1871,  it  was  incorporated  under  the 
laws  of  New  York.  Shortly  afterwards  cotton  exchanges  were  organ- 
ized in  various  southern  cities.  The  New  Orleans  Cotton  Exchange 
was  formed  in  January,  1871 ;  the  Mobile  Cotton  Exchange  in  De- 
cember of  that  year;  the  Galveston  Cotton  Exchange  and  Board  of 
Trade,  the  Savannah  Cotton  Exchange,  and  the  Charleston  Cotton 
Exchange  in  1872,  and  the  Memphis  Cotton  Exchange  in  1874. 
Among  other  cotton  exchanges  may  be  mentioned  the  Houston  Cotton 
Exchange  and  Board  of  Trade,  the  Vicksburg  Cotton  Exchange,  the 

*  New  Orleans  Price  Current,  Annual  Reviews.  For  later  figures  of  si)ot  sales 
see  page  248. 
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hedging  system,  the  element  of  speculation  can  be  largely  avoided* 
This  opportunity  for  hedging  is,  indeed,  regarded  by  practically  all 
cotton  merchants  as  almost  an  absolute  necessity  under  modern 
methods  of  conducting  business. 

An  idea  of  the  value  of  the  hedging  fimction  may  be  obtained 
when  it  is  stated  that  in  Great  Britain  banks  very  generally  refuse 
to  loan  money  on  cotton  which  is  not  hedged.  Moreover,  it  is  almost 
universally  conceded  that,  since  the  introduction  of  hedging,  failures 
in  the  cotton  trade,  which  had  previously  been  frequent,  have  been 
materially  reduced  as  a  direct  result  of  the  greater  stability  with 
which  transactions  in  spot  cotton  can  be  conducted. 

Importance  of  purely  speculative  operations. — While  hedging 
transactions  are  thus  a  very  important  feature  of  future  dealings  in 
cotton,  they  constitute  only  a  portion  of  such  dealings.  In  addition 
to  hedging  operations  there  are,  as  already  stated,  a  vast  number  of 
purely  speculative  transactions.  Such  speculative  operations  have 
frequently  been  condemned  by  both  the  cotton  grower  and  the  mer- 
chant, and  also  by  the  spinner,  on  the  ground  that  they  seriously 
interfere  with  their  business.  It  is  not  intended,  in  this  report,  to 
enter  into  a  general  discussion  of  the  merits  or  evils  of  speculation. 
It  may,  however,  be  stated  that  it  is  the  normal  business  of  specu- 
lators, as  a  class,  to  anticipate  conditions  which  may  affect  the  price 
of  a  commodity,  and  to  bring  about  a  readjustment  of  the  price  to 
such  conditions. 

They  can,  under  proper  conditions,  perform  a  useful  service.  If  at 
times  the  operations  of  speculators  interfere  with  the  calculations  of 
merchants  and  others  engaged  in  handling  actual  cotton,  on  the  other 
hand  they  frequently  facilitate  the  hedging  transactions  of  such 
merchants. 

It  is  important  to  bear  in  mind  that  the  speculative  class  is  prop- 
erly called  upon  to  bear  a  share  of  the  risks  winch  necessarily  arise 
from  changes  in  value.  In  fact,  this  is  primarily  the  business  of  the 
speculative  class."  The  speculative  class  may  at  times  directly  as- 
sume a  portion  of  the  risk,  and  at  other  times  may  direct  the  distri- 
bution of  the  risk  to  those  on  whom  the  risk  should  more  properly 
fall.  Speculation  should  not  be  a  mere  game  by  which  a  few  clever 
individuals  or  by  which  certain  interests  can.  by  taking  advantage 
of  x)thers,  arbitrarily  escape  risks  and  reap  inordinate  profits.     In- 

"II.  C.  EnuT.v.  in  his  work  on  "  SiKHiilntion  on  the  Stock  and  rnnluce  Ex- 
chanjijes  of  the  Unito<l  States"  (pajro  11.']),  ilctinos  the  fnnction  of  si)eculatioii 
as  follows:  "To  relieve  tra<le  of  the  risks  of  lluetuatlnj:  values  by  provid- 
ing a  class  always  ready  to  take  or  deliver  a  proiH»rty  at  the  market  price  and 
in  so  doing  to  dir(H't  coninKKlities  to  their  most  advantagtMMis  uses  and  the  in- 
vestment of  capital  into  the  most  profitable  channels  by  fixing  for  commodities 
and  securities  c(mii»arative  prices  for  delivery  at  different  times  and  places.** 
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to  manipulate  prices,  but  such  concerted  manipulation  is  not  con- 
ducted by  an  exchange  as  such  or  by  all  the  members  acting  to- 
gether. Unjust  rules,  it  is  true,  may  have  been  adopted  from  time  to 
time  by  exchanges  in  their  official  capacity,  but  this  is  a  matter  dis- 
tinct from  actual  financial  dealings  in  cotton,  and  one  with  which 
this  report  deals  at  some  length. 

It  is  worth  emphasizing  that  cotton  exchanges  were  in  their  origin 
primarily  associations  of  merchants  and  intended  to  facilitate  the 
business  of  such  merchants.  Although  spinners  (the  consumers)  and 
planters  and  growers  (the  producers)  are  sometimes  members  of  ex- 
changes, the  basis  of  such  organization  is  the  cotton  merchant.  The 
merchant  is  a  dealer  in  actual  cotton.  He  may  buy  either  directly 
from  the  grower  or  from  so-called  interior  merchants,  who  are  prac- 
tically storekeepers  and  who  collect  cotton  directly  from  the  grower. 
Such  a  merchant,  it  may  be  noted,  is  generally  spoken  of  in  the  trade 
as  a  ''buyer,"  the  term  "buyer"  havi-ng  a  technical  sense.  Other  cotton 
merchants  who  receive  cotton  on  consignment  to  be  sold  on  a  commis- 
sion basis  are  known  as  "factors."  They  sell  their  cotton  to  cotton 
"buyers"  and  seldom  directly  to  spinners.  There  are  thus  two  sets  of 
middlemen.  The  number  of  factors,  it  may  be  noted,  has  decreased 
heavily  in  recent  years.  A  cotton  exchange  also  includes  a  great  many 
brokers  who  may  not  handle  actual  cotton  at  all,  but  who  simply  act 
as  agents  for  other  interests,  particularly  for  spinners,  merchants,  or 
speculators,  either  in  the  purchase  or  sale  of  spot  cotton  or  of  future 
contracts.  Many  brokers,  it  may  be  noted,  deal  exclusively  in  contracts 
and  have  nothing  to  do  with  spot  cotton,  while  so-called  spot  brokers 
frequently  have  nothing  to  do  with  future  contracts.  Many  specu- 
lators, particularly  those  conducting  extensive  operations,  are  mem- 
bers of  cotton  exchanges,  as  this  entitles  them  to  lower  rates  of 
brokerage  and  to  other  advantages  not  available  to  outsiders.  Of 
course,  any  one  of  the  interests  named  may  exercise  the  functions  of 
another.  Thus,  a  merchant  may  also  act  as  a  broker  or  he  may  be  a 
heavy  speculator.  A  speculator  in  turn  may  be  interested  in  the 
ownership  of  mills  as  a  spinner. 

The  normal  function  of  an  exchange  as  such  may  best  be  indicated 
by  quoting  from  the  charters  of  such  institutions.  Thus  the  charter 
of  the  New^  York  Cotton  Exchange  defines  the  purposes  of  that  or- 
ganization as  follows: 

The  purposes  of  said  corporation  shall  be  to  provide,  regulate 
and  maintain  a  suitable  building,  room  or  rooms,  for  a  cotton  ex 
change,  in  the  city  of  New^  York,  to  adjust  controversies  between 
its  members,  to  establish  just  and  equitable  principles  in  the  trade, 
to  maintain  uniformity  in  its  rules,  regulations  and  usaii^es,  to 
adopt 'standards  of  classification,  to  acquire,  preserve  and  dis- 
seminate useful  information  connected  with  the  cotton  interest 
throughout  all  markets,  to  decrease  the  local  risks  attendant  upon 
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the  business,  and  generally  to  promote  the  cotton  trade  of  the 
city  of  New  York,  increase  its  amount  and  augment  the  facilities 
with  which  it  may  be  conducted. 

The  purposes  of  the  other  leading  cotton  exchanges  are  defined  in 
their  charters  in  similar  language.     In  fact  it  is  probable  that  the 
charter  of  the  New  York  Cotton  Exchange  was  in  this  respect,  as^ 
in  some  other  particulars,  used  as  a  guide  by  those  subsequently  or- 
ganized. 

The  proper  and  professed  functions  of  a  cotton  exchange  may, 
therefore,  be  briefly  enumerated  as  follows : 

1.  The  maintenance  of  suitable  facilities  for  the  conduct  of  busi- 
ness by  its  members. 

2.  The  adoption  of  rules  and  regulations  for  the  conduct  of  such 
business. 

3.  The  collection  and  dissemination  of  useful  information. 

4.  The  maintenance  of  just  and  Equitable  principles  in  the  trade. 
In  pursuance  of  such  charter  provisions,  it  has  been  the  general 

custom  of  cotton  exchanges  to  acquire  buildings  for  the  use  of  their 
members,  such  buildings  usually  containing,  in  addition  to  a  general 
trading  room,  or  "  floor,"  numerous  offices,  which  are  rented,  thus 
providing  a  source  of  revenue  to  the  exchange. 

For  the  regulation  of  the  business  of  their  members  the  exchanges 
have  adopted  elaborate  rules.  Many  of  these  need  not  be  considered 
in  this  report.  Since,  however,  the  investigation  involved  a  study  of 
the  character  of  cotton  contracts  and  of  the  causes  of  fluctuations  in 
the  price  of  cotton  and  in  the  prices  of  the  various  grades  of  cotton,  it 
is  necessary,  in  order  to  present  the  subjects  discussed  in  a  satis- 
factory and  intelligible  form,  to  describe  the  rules  and  practices  of 
cotton  exchanges,  with  particular  reference  to  the  following  features: 
(1)  The  form  of  future  contracts;  (2)  methods  of  inspecting  and 
grading  cotton,  and  (3)  methods  of  establishing  differences  in  price 
between  grades  delivered  on  contract. 

An  exchange  a  great  market  place. — Before  passing  to  a  dis- 
cussion of  these  specific  features  of  the  future  system,  it  should  be 
emphasized  that  one  of  the  great  functions  of  a  cotton  exchange 
is  the  bringing  together  of  buyers  and  sellers  or  their  representatives. 
An  exchange  is  a  great  market  place.  Transactions  are,  of  course, 
greatly  facilitated  by  the  mere  congregation  of  buyers  and  sellers  and 
their  representatives  on  the  floor  of  an  exchange.  In  the  case  of 
those  exchanges  on  which  a  future  business  is  conducted  it  should  be 
noted  that  there  are  really  two  markets,  one  for  future  contracts  and 
the  other  for  spot  cotton.  The  future  market  is  not  used  to  bring 
the  producer  and  the  spinner  dinx^tly  together,  but  is  rather  a  meet- 
ing place  for  cotton  merchants  (or  their  representatives)  and  brokers, 
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who  stand  between  the  producer  and  the  spinner.  Spinners,  for 
reasons  explained  in  detail  in  a  later  part,  do  not  ordinarily  receive 
their  supplies  of  cotton  directly  on  exchange  contracts,  but  enter  into 
private  arrangements  with  merchants  or  brokers  for  the  particular 
kinds  of  cotton  which  they  require.  These  merchants,  moreover, 
ordinarily  do  not  obtain  the  cotton  which  they  need  by  receiving  it  on 
exchange  contracts.  Such  merchants,  as  already  emphasized,  use  the 
future  market  mainly  for  hedging  purposes,  and  the  future  ring«  to 
this  extent  becomes,  as  already  pointed  out,  a  great  clearing  house  for 
hedging  transactions.  With  the  future  ring,  a  mill  owner  in  Great 
Britain  who  may  be  manufacturing  cotton  goods  for  shipment  to 
China,  and  who  desires  to  purchase  a  contract  as  a  hedge,  is  instantly 
brought  into  touch  with  the  cotton  planter  of  the  South  who  desires 
to  sell  a  future  contract  against  his  crop  or  with  the  cotton  merchant 
who  has  accumulated  a  supply  of  cotton  against  which  he  desires  to 
sell  a  hedge.  The  enormous  advantage  of  such  hedging  transactions 
to  the  spot  merchant,  however,  has  been  fully  illustrated,  so  that  it 
should  be  apparent  that  the  future  market,  while  not  designed  to 
bring  the  final  consumer  into  direct  touch  with  the  producer  of  cotton, 
may  perform  quite  as  legitimate  a  function  as  if  it  accomplished  this 
result  directly. 

Of  course,  in  addition  to  hedging  transactions,  a  vast  volume  of 
speculative  business  is  conducted  in  contracts.  These,  however,  as 
just  pointed  out,  are  closely  intertwined  with  hedging  operations  and 
may  greatly  facilitate  the  latter,  although  at  times  they  undoubtedly 
are  a  source  of  disturbance. 

«The  "ring"  is  a  railing  inclosing  a  pit  around  wliich  the  brokers  congre- 
gate for  the  purpose  of  dealing  in  contracts. 
43225— H.  Doc.  949,  60-1 « 


CHAPTER  II. 
HATTJSE  OF  FUTUBE  C0HTSACT8  IH  COTTON. 

Section  1.  '^  Basis  "  character  of  such  contracts. 

It  has  already  been  stated  that  the  system  of  future  dealings  in  gen- 
eral is  based  on  contracts  which  call  for  the  delivery  of  a  certain  quan- 
tity of  a  given  product  at  a  fixed  date  and  at  a  fixed  price.  An  exceed- 
ingly important  feature  of  these  contracts  in  the  cotton  market  is 
that  they  are  what  are  known  as  "  basis  "  contracts;  that  is,  they  do 
not  call  for  the  delivery  of  any  specific  grade  of  cotton,  but  instead 
permit  the  delivery  of  a  variety  of  grades.  These  grades  or  qualities 
are  described  in  section  2.  The  contract  is,  however,  based  on  one 
specific  grade,  viz,  "  middling  "  cotton ;  that  is,  middling  cotton  can  be 
delivered  at  the  exact  price  named  in  the  contract.  If  other  grades 
are  delivered,  certain  additions  to  or  deductions  from  this  contract 
price  are  made,  according  to  the  character  of  such  grades.  This 
feature  of  exchange  contracts  is  clearly  shown  in  the  following  copy 
of  the  form  of  contract  used  on  the  New  York  Cotton  Exchange  for 
a  long  time  prior  to  January  1,  1908 : « 

New  York  Cotton  Exchange. 

contract. 

New  York, ,  1 . 

In  consideration  of  one  dollar  in  hand  paid,  receipt  of  which 

is  hereby  acknowledged, have  this  day  sold  to  (or  bought 

from) 50,000  lbs.  in  about  100  s(|uare  bales  of  cot- 
ton, growth  of  the  United  States,  deliverable  from  licensed  ware-' 
house,  in  the  port  of  New  York,  between  the  first  and  last  days 

of next,  inclusive.     The  delivery  within  such  time  to  be 

at  seller's  option  in  one  warehouse,  upon  notice  to  buyer,  as  pro- 
.  vided  by  the  by-laws  and  rules  of  the  New  York  Cotton  Exchange. 
The  cotton  to  he  of  any  grade  from  good  ordinary  to  fair^  in- 
clufitre^  and-  if  tinged  or  stained ^  not  below  low  middling  stained 
(New  York  Cotton  Exchange  inspection  and  classification)   at 

the  price  of cents  per  pound  for  middling^  with  additions 

or  deductions  for  other  grades,^  according  to  the  rates  of  the 

«  On  Jaminry  1,  11K)8,  the  range  of  grados  as  shown  in  this  contract  was  some- 
what narrowed.     (Sei»  p.  72.) 
*  Italics  hy  Bureau. 
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New  York  Ootton  Exchange  existing  on  the  day. previous  to  the 
date  of  the  transferable  notice  of  delivery. 

Either  party  to  have  the  ri^ht  to  call  for  a  margin,  as  the 
variations  of  the  market  for  like  deliveries  may  warrant,  and 
which  margin  shall  be  kept  good.  This  contract  is  made  in  view 
of,  and  in  all  respects  subject  to,  the  rules  and  conditions  estab- 
lished by  the  New  York  Cotton  Exchange,  and  in  full  accordance 
with  section  92  of  the  by-laws.<» 

The  New  Orleans  contract  is  as  follows  : 

contract. 

New  Orleans, ,  19 — . 

In  consideration  of  one  dollar  in  hand  paid,  receipt  of  which 

is  hereby  acknowledged, have  this  day  sold  to  (or  bought 

from) 50,000  pounds  in  about  100  square  bales  of 

cotton,  growth  of  the  United  States,  deliverable  from  press  or 

Eresses,  railroad  depot  or  depots,  in  the  port  of  New  Orleans, 
etween  the  first  and  last  days  of next,  inclusive. 

The  delivery  within  such  time  to  be  at  seller's  option,  in  not 
more  than  two  places,  upon  five  days'  notice  to  the  buyer. 

The  cotton  to  he  of  any  grade  from  good  ordinary  {fair  color) 
to  fair^  inclusive^  and  if  stained^  not  helow  low  middling^  at  the 

jnnce  of cents  ( )   'per  pound  for  middling^  with 

additions  or  deductions  for  other  grades^  according  to  the  quota- 
tions of  the  New  Orleans  Cotton  Exchange  existing  on  the  sixth 
{6th)  day  previous  to  the  day  on  which  delivery  is  due»^ 

It  is  distinctly  understood  and  agreed  that  no  cotton  shall  be 
tendered  or  received  under  this  contract  of  a  less  market  value 
than  good  ordinary  (fair  color),  and  that  the  receiver  shall  have 
the  right  to  refuse  all  sandy,  dusty,  red  or  gin-cut  cotton ;  dusty 
cotton  being  defined  under  this  contract  as  cotton  lessened  in 
value  more  than  ^c  per  pound  by  reason  of  dust;  sandy  cotton 
being  defined  under  this  contract  as  cotton  containing  more  than 
1%  of  sand. 

Either  party  shall  have  the  right  to  call  for  a  margin,  as  the 
variations  of  the  market  for  like  deliveries  may  warrant,  and 
which  margin  shall  be  kept  ^ood. 

This  contract  is  made  in  view  of,  and  in  all  respects  subject  to, 
the  rules  and  conditions  established  by  the  New  Orleans  Cotton 

«  Swtion  92  of  the  by-laws  is  as  follows: 

"All  rules  adopted  by  the  board  of  managers  shall  be  in  force,  and  be  bind- 
ing upon  members  of  the  exchange,  and  shall  govern  all  cases  to  which  they 
may  be  applicable,  after  they  shall  have  been  posted  for  ten  days  upon  the  bul- 
letin of  the  exchange. 

"Any  amendment  of  the  rules  relating  to  contracts,  made  under  the  pro- 
visions of  this  section,  shall  be  binding  upon  all  contracts  entered  into  before 
as  well  as  after  its  adoption,  provided  such  amendment  does  not  affect  the 
amount  of  money  to  be  paid,  or  the  quality  of  cotton  to  be  received  or  deliv- 
ered, under  such  contracts." 

^  Italics  by  Bureau. 
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Exchange,  and  in  full  accordance  with  rule  25 «  of  said  Jfew 
Orleans  Cotton  Exchange. 

For  the  purpose^  of  this  contract,  Westwego  and  Southport 
are  not  included  as  places  of  delivery. 

'    (Signed) . 

The  Liverpool  contract  is  also  a  basis  contract.  No  cotton  below 
good  ordinary  is  tenderable.  The  standard  of  classification,  as  noted 
elsewhere  (p.  92),  is  different  from  that  at  New  York  or  New  Or- 
leans. In  several  details  the  Liverpool  contract  is  quite  different 
from  that  at  New  York,  but  these  points  need  not  be  discussed  here. 

This  basis  feature  of  future  contracts  is  an  exceedingly  important 
matter.  A  seller  of  a  basis  middling  contract  may,  as  just  stated, 
at  the  maturity  of  the  contract  deliver  middling  cotton  at  the  exact 
price  of  the  contract;  or,  on  the  other  hand,  he  may  not  deliver  a 
bale  of  that  grade  but  may  tender  any  other  grade,  or  all  other 
grades,  within  the  range  prescribed  by  the  terms  of  the  contracts 
In  the  latter  case  the  other  grades  are  paid  for  at  certain  relative 
values  as  compared  with  middling,  or,  in  the  language  of  the  trade, 
at  certain  "differences"  over  and  under,  or  "on"  or  "off,"  these 
differences  being  added  to  or  deducted  from  the  price  stipulated  in 
the  basis  contract,  as  the  case  may  be.  Suppose,  for  example,  that 
an  operator  had  sold  a  basis  contract  on  the  cotton  exchange  at  10 
cents.  At  the  maturity  of  the  contract  he  may  elect  to  deliver 
middling  cotton,  in  which  case  the  buyer  must  pay  10  cents — the 
contract  price.  On  the  other  hand,  the  seller  may  choose  to  deliver 
a  higher  grade,  like  "  good  middling,""  which  at  that  time  may  take 
a  "  difference  "  of  one-half  cent  "  on  ''  middling.  In  this  case  the 
buyer  must  receive  this  good  middling  cotton  at  one-half  cent  above 
the  contract  price,  or,  in  the  case  assumed,  at  lOJ  cents.  Or  the 
seller  may  deliver  a  low  grade  of  cotton,  like  "  low  middling,"  and 
the  buyer  must  again  receive  it.  In  this  case,  however,  the  buyer 
will  deduct  for  such  low  gi\^de  a  certain  difference  "off"  the  basis 
price.  Let  it  be  assumed  that  the  difference  is  one-half  cent;  the 
buyer  will  then  receive  this  low  middling  cotton  on  contract  at  9J 
cents;  that  is,  at  one-half  cent  under  the  contract  price. 

It  is  imperative  that  this  basis  character  of  future  contracts  in  the 
cotton  trade  be  clearly  borne  in  mind.  The  mistake  is  often  made 
of  assuming  that  the  contract  calls  for  middling  cotton,  which  is 
not  the  case. 

Section  2.  Grades  of  cotton. 

The  cotton  crop  comprises  a  very  wide  range  of  quality.  This  is 
largely  due  to  the  peculiar  nature  of  the  plant,  which,  instead  of 

^  Rule  25  covers  a  iiuiiiber  of  provisions  relative  to  the  binding  character  of 
contracts,  terms  of  settlement,  brolverage.  and  other  matters. 
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maturing  its  product  at  practically  one  time,  produces  over  a  long 
period.  Thus,  of  the  cotton  bolls  of  a  single  stalk,  some  may  open, 
say,  late  in  August  or  early  in  September,  whereas  others  may  not 
ripen  for  many  weeks,  or  even  several  months,  this  depending  largely 
upon  the  weather.  Moreover,  the  gathering  of  the  crop  extends  over 
a  still  longer  period.  In  fact,  the  harvesting  of  the  crop,  which  be- 
gins about  August,  is  seldom  really  completed  before  February  of 
the  following  year,  although,  of  course,  the  great  bulk  of  the  crop  is 
gathered  long  before  this. 

These  factors  have  a  very  important  bearing  upon  the  quality  of 
the  crop.  That  portion  of  the  crop  which  ripens  first  is  ordinarily 
of  a  brighter  color  and  much  more  free  from  dirt  than  that  gathered 
toward  the  end  of  the  season,  when,  owing  to  continued  exposure  to 
changes  in  the  weather,  such  as  frosts  and  storms,  the  cotton  becomes 
more  and  more  discolored  and  damaged.  The  grade  of  cotton  is  also 
affected  by  the  method  of  gathering.  Carelessness  in  picking,  which 
results  in  getting  an  undue  amount  of  stem  and  leaf  into  the  staple, 
materially  lowers  the  grade. 

The  grade  of  cotton,  as  recognized  by  cotton  exchanges,  is,  in  the 
main,  determined  by  the  degree  of  color  and  the  amount  of  foreign 
matter,  such  as  leaf  and  dirt,  which  it  contains.  The  length  of  the 
staple,  although  an  extremely  important  matter  in  determining  the 
spinning  value  of  cotton,  is  a  distinct  consideration,  which  is  not 
regularly  taken  account  of  in  official  classifications."  The  strength 
of  staple  is  also  largely  disregarded  in  official  classifications.  There 
is,  of  course,  a  general  relationship  between  grade  and  spinning  value. 

In  the  grading  of  cotton,  thirteen  distinct  grades  are  very  gener- 
ally recognized  in  the  spot  cotton  markets  of  this  country.  These 
from  highest  to  lowest  are  as  follows: 


Fair. 

Strict  middling  fair. 
Middling  fair. 
Strict  good  middling. 
Good  middling 
Strict  middling. 
Middling. 


Strict  low  middling. 
Low  middling. 
Strict  good  ordinary. 
Good  ordinary. 
Strict  ordinary. 
Ordinary.^ 


Of  the  grades  in  the  above  list,  those  designated  "'  strict "  are  com- 
monly spoken  of  in  the  trade  as  ''  half  grades,"  the  others  being 
"  full  grades."  As  more  fully  shown  later,  the  New  York  Exchange 
formerly  recognized  quarter  grades  also. 

This  range,  however,  covers  only  what  are  known  as  white  cottons; 
that  is,  cotton  showing  practically  no  discoloration,  although  not  nec- 
essarily strictly  white,  especially  in  the  case  of  the  lower  grades.     Cot- 

«  See  pages  76  and  83. 

*  Some  markets  also  recognize  grades  of  strict  low  ordinary  and  low  ordinary. 
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ton  that  is  discolored  falls  in  separate  classes,  although  the  same  grade 
names  are  still  maintained,  being  qualified  according  to  the  d^ree  of 
color  by  such  adjectives  as  "  tinged  "  or  "  stained,**  as,  for  instance, 
^  strict  good  middling  tinged,"  "  strict  low  middling  tinged,"  "  good 
ordinary-  tinged,'*  "  low  middling  stained.**  The  tinged  and  stained 
grades  can  not  readily  be  described.  Tinged  cotton  is  only  moder- 
ately'discolored;  stained  cotton  may  range  anywhere  from  a  light 
yellow  to  a  deep  red  or  as  it  is  called  in  the  trade  "  foxy  **  color.  It 
may  b^  noted  that  tinged  or  stained  cottons  do  not  have  any  fixed 
value  in  relation  to  white  cottons  of  the  corresponding  grad^  names; 
that  Ls  to  say,  low  middling  tinged  cotton  does  not  necessarily  come 
next  in  value  to  low  middling. 

The  basis  grade  in  all  markets  is  middling  white  cotton.  This, 
grade  is  the  universal  standard' by  which  the  quality  of  all  the  other 
grades  is  measured.  It  is  a  fleecy  cotton,  very  nearly  white  in  color, 
and  containing  only  a  small  amount  of  foreign  matter.  Fair  cotton, 
the  highest  grade  recognized,  is  a  very  bright,  white,  clean  cotton. 
The  other  grades  down  to  ''  ordinary  *'  contain  an  increasing  amount 
of  foreign  matter,  and  the  lowest  grades  usually  are  somewhat  dingy ; 
for  instance,  good  ordinary,  which  is  the  lowest  so-caUed  white  grade 
that  can  be  tendered  upon  future  contracts  either  in  New  York  or 
in  New  Orleans,  contains  a  large  amount  of  leaf  and  stem  and  often- 
times more  or  less  dirt.  Below  low  ordinary  are  some  miscellaneous 
classes  of  cotton  for  which  there  are  no  recognized  grades  and  which 
are  of  such  poor  quality  that  no  mention  need  be  made  of  them  here. 
The  tinged  and  stained  grades,  as  just  noted,  are  in  groups  by  them- 
selves. 

Every  crop  is  more  or  less  distinctive  in  character.  Thus,  one  crop 
may  be  very  bright  and  white,  another  may  be  of  a  *'  creamy  **  char- 
acter, another  ding}'.  On  this  account  the  trade  often  speaks  of  cot- 
ton as  being  of  ''good  color,"  meaning  that  while  it  may  not  be 
strictly  white  it  is  not  discolored  by  being  tinged,  spotted,  or  stained. 

Difficulties  in  grading  cittton. — Owing  to  the  fact  that  a  large 
number  of  grades  of  cotton  are  tenderable  on  future  contracts — 
always  at  some  rehuive  value  as  oonipai*ed  with  middling — the  clas- 
sification of  cotton  becomes  a  very  important  matter,  and  a  brief 
description  of  the  method  of  classification  as  employed^  the  Soutli 
and  that  used  at  New  York  is  nein^ssary. 

It  should  be  emphasiaed  that  the  classification  of  cotton  can  not 
be  performed  with  absolute  aiTuracy.  It  is  admitted  by  nearly  all 
interests  in  the  cotton  trade  that  no  two  experts  would  class  a  large 
lot  of  cotton  of  assorted  grades  exactly  alike:  and,  furthermore, 
that  the  same  expert,  classing  a  large  lot  of  cotton  twice,  probably 
would  not  return  exactly  identical  classifications.  The  classification 
of  cotton  is  almost  entiivly  ilependent  upon  the  eye.     There  are  no 
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mechanical  means  for  performing  this  work.  The  differences  of 
cleanliness,  amount  of  leaf,  and  amount  of  color  are  so  gradual  that 
it  is  exceedingly  difficult,  in  classing  cotton  into  the  half  grades,  to 
determine  exactly  where  each  individual  bale  should  be  placed.  The 
difficulty  increases  as  the  grade  of  the  cotton  falls  below  middling. 
With  the  grades  of  middling  and  above,  it  is  a  much  simpler  matter 
to  class  cotton  with  reasonable  accuracy. 

What  might  appear  to  be  very  unimportant  conditions  exert  a 
material  effect  upon  classification.  Thus,  a  passing  cloud  may  easily 
influence  a  classer,  quite  unconsciously,  almost  to  the  extent  of  a 
quarter  of  a  grade.  When  snow  is  on  the  ground  it  is  very  difficult 
to  class  cotton  if  the  light  is  reflected  upon  the  cotton  or  into  the  eyes 
of  the  classer.  Still  again,  very  few  bales  of  cotton  are  exactly  uni- 
form in  character,  so  that  if  two  small  samples  are  taken  from  dif- 
ferent parts  of  the  same  bale  they  might  easily  show  a  decided  varia- 
tion. As  shown  elsew^here,  it  is  customary  in  the  New  York  market, 
wliere  two  samples  are  drawn  from  each  bale,  to  reject  the  higher 
sample.  Even  a  single  sample  of  a  few  ounces,  however,  may  not 
be  absolutely  uniform  in  character.  When  it  is  stated  that  a  bale 
of  cotton  weighing,  say,  500  pounds  represents  approximately  the 
yield  of  2^  acres  of  land,  and  that  picking,  on  account  of  the  low- 
grade  labor  employed,  is  often  carelessly  done,  it  is  easy  to  see  how 
classification  based  on  a  sample  of  only  a  few  ounces  may  give  rise 
to  much  dissatisfaction. 

The  difficulties  attending  the  classification  of  cotton  are  further 
illustrated  in  the  following  statement  by  a  member  of  the  New  York 
Cotton  Exchange: 

There  are  certain  people  who  say  that  the  grades  of  cotton,  or 
the  types  of  cotton  by  which  the  grades  are  determined,  should 
be  mechanically  fixed,  and  that  the  classification  committee 
should  be  required  to  classify  mechanically  in  accordance  with 
those  mechanical  types.  Now,  everybody' who  has  had  any  ex- 
perience with  cotton  classers  knows  that  the  classing  of  cotton  is 
not  a  mathematical  and  mechanical  art;  it  is  the  work  of  the 
artist,  essentiallv.  The  good  cotton  classer  does  not  class  cotton 
by  a  mechanical  standard.  I  have  seen  that  well  illustrated  in 
the  case  of  one  of  my  own  classers  in  the  South — one  of  the  very 
best  classers  I  have  ever  known — who  would  class  2,000  to  3,000 
bales  of  cotton  a  day,  and  who  would  turn  out  the  most  beautiful 
lots  of  even-running  cotton  that  I  have  ever  seen  in  my  life.  But 
a  peculiarity  of  that  man  was  that  if  he  hesitated  over  a  sample 
and  took  it  up  a  second  time  and  considered  whether  he  was 
right  or  wrong,  he  always  got  it  wrong.  *  *  *  Classing  of 
cotton  is  a  great  deal  more  than  matching  samples.  It  is  a  mat- 
ter of  the  eye  and  the  judgment,  a  certain  feeling  that  only  a 
man  with  an  artistic  temperament  can  have.  All  good  cotton 
classers  are  in  a  way  artists.  Now,  if  you  ask  an  artist  why  he 
drew  such-and-such  a  line  in  such  a  way  and  in  such  a  place, 
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he  can  not  tell  you.  No  cotton  classer  can  tell  jon  why  he 
classes  a  certain  sample  of  cotton  as  strict  low  middling  and 
another  sample  as  strict  middling;  he  just  knows  that  it  is  so. 

An  absolutely  perfect  system  of  classification  for  cotton,  therefore, 
can  not  be  hoped  for.  One  partial  remedy  which  has  been  suggested 
is  the  adoption  of  uniform  standards  or  types  by  all  the  leading 
cotton  exchanges.  This  matter  will  be  discussed  in  a  later  portion  of 
the  report. 

Section  3.  Method  of  classification  in  New  Orleans. 

The  method  of  classification  of  cotton  intended  for  delivery  on  con- 
tract on  the  New  Orleans  Cotton  Exchange  may  be  briefly  described 
as  follows:  Standard  types  of  the  principal  contract  grades  are 
established  each  year  for  reference  purposes  by  the  arbitration  com- 
mittee on  classification,  a  body  consisting  of  eleven  members. 
These  types  are  ordinarily  made  up  about  November,  and  from  cotton 
of  the  new  crop.  These  types,  each  of  which  consists  of  several  rolls 
of  cotton,  are  submitted  to  the  members  of  the  exchange  for  inspec- 
tion and  criticism.  After  such  inspection  the  arbitration  conmiittee 
makes  a  final  examination  of  tK^  types,  making  such  changes,  as  the 
result  of  suggestion  or  criticism,  as  it  may  deem  proper.  The  types 
of  the  New  Orleans  Exchange  are  established  independently  of  those 
of  any  other  exchange ;  and,  furthermore,  the  types  of  each  year  are 
to  a  certain  extent  established  independently  of  those  of  the  preceding 
year.  There  is  usually  a  close  correspondence  between  the  types  of 
two  succeeding  years,  but  if  the  general  character  of  the  new  crop 
differs  from  that  of  the  preceding  one  this  is  reflected  to  some  extent 
in  the  types;  that  is  to  say,  the  type  for  middling  cotton  one  year  will 
show  the  same  amount  of  leaf  and  foreign  matter  as  the  middling 
type  for  another  year,  but  the  brightness  of  the  type  or  its  general 
appearance  may  show  some  slight  variation  from  one  year  to  another. 

Types  are  established* at  New  Orleans  for  the  following  grades: 


Fair. 

Middling  fair. 
Strict  good  middling. 
Good  middling. 
Strict  middling. 


Middling. 

Strict  low  middling. 
Low  middling. 
Strict  good  ordinary. 
Good  ordinary. 


Tliese  types  are  for  cotton  of  good  color,  or  what  is  generally  known 
as  white  cotton.  The  New  Orleans  Cotton  Exchange  does  not  estab- 
lish types  for  tinged  and  stained  cottons.  It  was  contended  by  mem- 
bers of  the  exchange  that  it  was  impossible  arbitrarily  to  set  up  any 
distinctive  types  for  such  nondescript  cotton.  Instead,  as  shown 
elsewhere,  the  classification  and  valuation  of  such  cottons  is  left  to 
arbitration. 

When  cotton  is  submitted  for  tender  on  contract  in  New  Orleans, 
samples  are  drawn  from  the  bales  at  press  or  railroad  depot,  in  the 
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presence  of  representatives  of  both  the  receiver  and  the  deliverer. 
Every  bale  is  sampled.  Samples  are  usually  drawn  from  the  top  part 
of  the  bale,  the  bale  being  inspected  in  a  general  way  to  see  if  it  cor- 
responds to  the  sample  thus  drawn.  In  case  the  cotton  is  tightly 
compressed,  the  sample  may  be  drawn  by  what  is  known  as  "  boring;" 
that  is,^the  insertion  of  an  auger  into  the  bale.  The  weight  of  the 
sample  is  limited  by  the  rules  of  the  New  Orleans  Cotton  Exchange 
to  G  ounces  for  each  bale,  and  the  exchange  has  inspectors  at  the 
various  warehouses  to  see  that  this  rule  is  enforced.  Of  course,  it  is 
impossible  to  draw  samples  running  exactly  alike  in  weight,  but  if 
samples  for  a  given  lot  of  cotton  averaging  more  than  G  ounces  are 
drawn  they  are  trimmed  down  to  that  weight  and  the  trimmings 
returned  to  the  owner.  The  samples  drawn  are  divided  into  two 
parts,  sealed,  and  sent  to  the  arbitration  rooms,  where  they  are 
opened  up  by  an  employee  of  the  New  Orleans  Cotton  Exchange,  laid 
on  long  tables,  and  exposed  to  the  air  for  twenty-four  hours. 

In  case  of  dispute  between  the  representatives  of  the  deliverer  and 
the  receiver  at  the  time  the^samples  are  drawn  as  to  whether  the 
cotton  is  of  a  grade  tenderable  on  contract,  the  samples  are  kept  in 
separate  papers  marked  "  protested."  These  samples,  like  the  others, 
are  also  sent  to  the  arbitration  rooms. 

The  provision  for  opening  up  samples  and  exposing  them  to  the 
air  for  twenty-four  hours  is  due  to  the  fact  that  when  samples  are 
drawn  from  a  tightly  compressed  bale  they  may  not  fairly  represent 
the  grade  of  the  cotton,  the  sample  being  much  brighter  after  it  has 
been  exposed  to  the  air  and  loosened  up.  Another  reason  for  this 
exposure  to  the  air  is  that  cotton  frequently  contains  a  considerable 
amount  of  sand  and  dirt.  If  the  sample  is  damp  this  sand  will  not 
readily  be  detected,  whereas  after  the  sample  has  been  exposed  to  the 
air  and  thoroughly  dried  the  sand  can  be  shaken  out.  For  both 
reasons,  the  method  of  opening  up  samples  appears  to  be  eminently 
fair  to  both  buyer  and  seller. 

The  samples,  after  having  been  thus  exposed,  are  examined  by  arbi- 
trators who  are  drawn  by  lot  from  a  panel  consisting  of  eleven  mem- 
bers of  the  exchange  appointed  annually  by  the  board  of  directors  and 
supposed  to  include  expert  judges  of  cotton.  Two  arbitrators  are  thus 
chosen  for  each  lot  of  samples  (covering  approximately  100  bales  in 
each  case)  submitted.  These  arbitrators  are  not  supposed  to  know  the 
names  of  the  parties  interested.  The  samples  in  such  a  lot  are  usually 
arranged  by  the  receiver  in  several  groups,  each  of  which  is  fairly 
uniform  as  to  grade ;  that  is,  if  in  the  lot  of  100  samples  there  were 
20  of  very  high  grade  white  cotton,  these  would  be  kept  separate  from 
samples  which  were  tinged  or  stained  or  obviously  of  a  lower  grade. 
The  samples  thus  roughly  assorted  are  laid  out  on  long  narrow  tables 
so  that  one  arbitrator  can  work  from  one  side  and  the  other  from  the 
other.     The  arbitrators  may  examine  every  sample  in  the  entire  IcA.^ 
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but  ordinarily,  if  the  groups  are  each  clearly  uniform,  they  handle 
only  a  portion  of  the  samples  in  each  group,  the  value  established 
for  the  samples  thus  carefully  inspected  applying  to  the  entire  group. 
In  the  case  of  "  protested  "  cotton,  however,  every  individual  sample 
is  examined.  The  arbitrators  have  at  hand  the  standard  types  of 
the  exchange  for  purposes  of  comparison.  In  addition  to  the  inspec- 
tion of  the  superficial  appearance  of  cotton — that  is,  its  degree  of 
color  and  amount  of  leaf — the  samples  are  also  examined  for  sand 
and  dust;  for  sand  by  shaking  the  sample  and  looking  on  the  paper 
in  which  it  has  been  wrapped,  and  for  dust,  by  beating  the  sample 
between  the  hands. 

The  arbitrators  do  not  officially  give  the  cotton  represented  by  any 
particular  group  of  samples  a  specific  grade.  Instead  they  establish 
values  for  the  cotton  relative  to  middling.  These  relative  values  are 
based  upon  the  official  spot  quotations  of  the.  various  grades,  which 
are  established  daily  by  the  quotation  committee  of  the  exchange. 
Under  the  terms  of  the  contract  of  the  New  Orleans  Cotton  Ex- 
change, as  will  be  seen  by  reference  to  page  61,  the  spot  quotations 
thus  used  as  a  guide  by  the  arbitrators  are  those  existing  on  the  sixth 
day  before  the  cotton  is  actually  delivered.**  The  official  spot  quota- 
tions automatically  establish  the  "  differences  "  for  the  full  grades 
other  than  middling  in  contract  deliveries.  Thus,  if  middling  is 
quoted  at  11  cents  and  low  middling  at  10  cents,  the  difference  for  low 
middling  is,  of  course,  1  cent  off..  The  quotation  committee  of  the 
New  Orleans  Cotton  Exchange  quotes  prices  only  for  the  full  grades 
of  cotton.  If  arbitrators,  in  classing  a  given  lot  of  samples  of  con- 
tract cotton,  find  that  these  exactly  correspond  with  the  standard 
types  of  any  full  grade,  then  they  simply  apply  the  difference  for  that 
grade  thus  established  by  the  spot-quotation  committee  on  the  sixth 
day  prior  to  the  delivery  of  the  cotton.  If  the  samples  exactly  cor- 
respond to  the  standard  types  for  a  given  half  grade,  then  the  differ- 
ence is  made  halfway  between  those  quoted  by  the  spot-quotation 
committee  for  the  adjacent  full  grades.  For  cotton  which  does  not 
thus  exactly  correspond  to  the  standard  types  for  either  the  full 
grades  or  the  half  grades,  and  for  all  tinged  and  stained  cotton  (for 
which,  as  just  stated,  no  standard  types  are  established),  the  arbi- 
trators establish  relative  values  or  differences,  partly  on  their  indi- 
vidual judgment;  but  their  decisions  are  based  upon^he  official  (juota- 
tions  of  the  spot-quotation  committee  for  full  grades  and  upon  the 
range  of  discounts  off  white  grades  likewise  quoted  by  the  committee 
on  sales  of  tinged  and  stained  cotton.^ 

<*  Under  exceptional  conditions  delivery  may  be  delayed;  the  sixth  day  before 
delivery  is  held  to  mean  the  day  before  the  deliverer  issues  his  notice  of 
delivery. 

^  See  imge  81. 
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By  reference  to  the  contract  form  of  the  New  Orleans  Cotton  Ex- 
change, given  on  page  61,  it  will  be  noted  that  no  cotton  is  to  be 
accepted  which  is  of  a  less  value  than  that  of  good  ordinary,  which 
must  be  of  fair  color. 

In  order  to  exclude  cotton  which  is  below  the  value  of  good  ordinary, 
fair  color,  however,  the  samples  must  be  "  protested  "  by  the  receiver 
at  the  time  they  are  drawn,  the  arbitrators  having  no  power  to  reject 
cotton  which  has  not  thus  been  protested.  It  may  happen  that 
through  the  incompetence  or  the  unfaithfulness  of  the  receiver's  rep- 
resentative certain  samples  which  should  have  been  protested  are  al- 
lowed to  go  to  the  arbitrators  unprotested.  In  case  samples  of  cotton 
of  a  value  below  that  of  good  ordinary,  fair  color,  are  thus  submitted 
to  the  arbitrators  unprotested,  the  arbitrators  nevertheless  value  these 
samples  as  nearly  as  possible  at  their  market  value  relative  to 
middling,  even  though  that  value  be  less  than  the  value  of  good  ordi- 
nary. There  is  nothing  in  the  rules  of  the  New  Orleans  Cotton  Ex- 
change to  prevent  a  receiver  from  accepting  any  cotton  which  he  may 
be  willing  to  take ;  the  rules  simply  give  him  the  privilege  of  refusing 
to  accept  anything  below  a  certain  grade  or  value. 

In  the  event  of  a  disagreement  between  the  two  arbitrators,  chosen 
in  the  manner  indicated,  a  third  arbitrator"  is  called  in. 

The  award  of  the  arbitrators  thus  chosen  is  made  out  in  duplitsate, 
signed  by  the  arbitrators,  and  a  copy  sent  to  both  the  deliverer  and 
the  receiver.  If  either  the  receiver  or  the  deliverer  is  not  satisfied 
with  such  awards,  and  if  they  can  not  come  to  an  agreement  among 
themselves,  the  superintendent  of  the  exchange,  at  the  request  of 
either,  then  draws  by  lot  three  other  members  from  the  panel  of 
arbitrators  to  act  as  an  appeal  committee  on  this  particular  cotton. 
This  appeal  committee  is  supposed  to  be  entirely  ignorant  of  the 
results  of  the  first  arbitration.  Their  decision-  is  final  and  binding 
upon  both  receiver  and  deliverer. 

It  is  specifically  stipulated  in  all  of  these  arbitrations  that  no  ar- 
bitrator can  serve  who  by  any  chance  may  be  interested  in  the  cotton 
which  he  is  called  upon  to  arbitrate. 

The  above  account  gives  briefly  the  method  employed  in  the  New 
Orleans  market  for  classing  cotton  intended  for  delivery  on  contract." 
The  New  Orleans  Cotton  Exchange  as  an  institution  does  not  assume 
responsibility  for  the  grade,  but  merely  takes  the  responsibility  of  ap- 
pointing from  its  members  certain  parties  to  act  as  arbitrators.  Some 
of  the  complaints  which  have  arisen  from  this  method  of  arbitration 
are  discussed  in  succeeding  portions  of  this  report. 

In  distinction  from  deliveries  on  contract,  a  vast  amount  of  cotton 
is  sold  in  New  Orleans  and  other  southern  spot  markets,  without 
calling  it  by  any  grade  name.    This  applies  particularly  to  salCvS  by 

«  For  further  details  of  the  work  of  iirbitratot^,  »^^  v«l?»^.  '^^. 
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cotton  factors.  A  cotton  factor,  as  previously  explained,  is  practi- 
cally^ a  commission  agent  who  receives  cotton  on  consignment,  samples 
each  bale,  and  displays  these  samples  on  tables  in  his  warerooms.  In 
selling  this  cotton  he  simply  guarantees  that  the  actual  cotton  will  be 
HP  to  the  samples  which  he  thus  displays.  He  does  not  call  the  cotton 
by  any  particular  grade,  and  it  is  immaterial  to  him  what  grade  the 
buyer «  considers  it.  Cotton,  buyers  who  buy  from  factors  or  other 
holders  of  cotton  also  sell  an  immense  quantity  of  cotton  to  mills  on 
sample,  without  calling  it  by  any  specific  grade,  but  simply  giving  the 
different  samples  some  private  mark.  The  agent  for  the  mill  either 
seei^  these  samples  in  the  buyer's  showrooms,  or  else  the  buyer  sends 
them  on  to  the  spinner,  guaranteeing  that  the  cotton,  when  it  is  finally 
delivered,  will  correspond  to  them.  In  case  of  disputes  over  such 
transactions,  it  is  unnecessary  to  establish  the  grade  of  cotton;  all 
that  is  done  is  to  determine  whether  the  cotton  actually  delivered  cor- 
responded with  the  sample. 

On  the  other  hand,  a  large  amount  of  cotton  is  sold  by  grade,  based 
upon  the  standards  of  some  exchange,  particularly  in  the  export  busi- 
ness, subject  often,  however,  to  a  further  specification  as  to  length  of 
staple.  Thus,  in  export  business  it  is  a  very  common  practice  for  the 
seller  to  agree  to  deliver,  say,  "  fully  good  middling  cotton,  li-inch 
staple,  Liverpool  class,"  or  "  strict  low  middling,  l^^-inch  staple, 
Bremen  class;"  in  the  same  way  more  or  less  cotton  is  sold  by  grade 
to  domestic  spinners  on  New  York  classification.  This  means  that 
the  cotton  must  be  of  the  grade  of  the  standards  of  the  same  name 
of  the  Liverpool  or  Bremen  or  New  York  Cotton  Exchange,  re- 
spectively, and,  of  course,  of  the  stipulated  length  of  staple.  Dis- 
putes arising  over  such  transactions  are  at  times  settled  by  private 
arbitration,  but,  if  both  parties  desire,  the  matter  may  be  referred 
to  arbitrators  selected  by  the  exchange.  In  the  case  of  cotton  sold 
subject  to  New  York  classification,  such  disputes  would  ordinarily  be 
submitted  to  the  classification  committee  of  that  exchange. 

Section  4.  Method  of  classification  in  New  York. 

The  methods  of  grading  and  classing  cotton  employed  by  the  New 
York  Cotton  Exchange  are  in  sharp  contrast  with  those  prevailing 
in  southern  markets,  and,  in  fact,  are  unique.  The  New  York  Cotton 
Exchange  has  placed  the  entire  work  of  inspecting  and  classing  cot- 
ton intended  for  delivery  on  future  contracts  in  the  hands  of  an  in- 
spection bureau.  The  organization  of  this  bureau  includes  an  in- 
spector in  chief,  an  assistant  inspector  in  chief,  assistant  inspectors, 
a  classification  committee,  samplers,  weighers,  and    other    officials, 

<»The  term  "buyer"  in  the  cotton  trade  is  used  here  in  its  technical  sense, 
meaning  a  middleman  who  buys  outright  from  grower,  country  merchant,  or 
factor,  and  resells  to  spinners  or  other  dealers. 
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nearly  all  of  whom  are  salaried  employees  of  the  exchange.  The  in- 
spector in  chief,  who  is  also  a  member  of  the  classification  committee, 
and  furthermore  secretary  of  the  warehouse  and  delivery  committee 
of  the  exchange,  is  the  head  of  the.  bureau.  The  assistant  inspectors 
conduct  a  preliminary  inspection  and  examination  of  the  cotton,  in- 
cluding the  drawing  of  samples,  as  it  is  originally  received  at  the 
warehouse  or  dock.  The  classification  committee  examines  the  sam- 
ples and  establishes  their  grade.  Members  of  the  committee,  who  are 
supposed  to  be  experts  in  the  business  of  classing  cotton,  are  employed 
at  a  salary  and  are  required  to  give  their  entire  time  to  the  work  of 
classification.  They  are  not  allowed  to  engage  in  the  cotton  business 
in  any  way.  They  may,  however,  be  members  of  the  cotton  exchange 
and  go  upon  the  floor  of  the  exchange  for  the  purpose  of  getting  in- 
formation. The  classification  committee  until  recently  consisted  of 
seven  members.  In  1907  two  aged  members  of  the  classification  com- 
mittee were  retired  on  a  pension,  so  that  the  committee  now  consists 
of  five  active  members. 

The  New  York  Cotton  Exchange,  for  many  years  prior  to  January 
1,  1908,  recognized  30  different  grades  of  cotton.**  Middling  cotton 
was  and  is  the  basis  grade ;  that  is,  it  is  cotton  which  can  be  tendered 
on  a  contract  delivery  at  the  exact  price  of  the  contract.  Of  the  30 
grades,  11  were  full  grades.  These,  which,  with  the  exception  of  one, 
low  middling  stained,  are  still  maintained,  were: 


Good  middling  tinged. 
Middling  tinged. 
Low  middling  tinged. 
Middling  stained. 
Low  middling  stained. 


.     Fair. 

Middling  fair. 
Good  middling. 
Middling. 
Low  middling. 
Good  ordinary. 

There  were  10  half  grades  which  were  designated  by  the  term 
"  strict,"  and  which  fall  between  the  full  grades  above  named.  For 
example,  strict  middling  fair  is  a  half  grade  above  middling  fair; 
strict  good  middling  a  half  grade  above  good  middling,  and  so  on. 
The  list  of  these  half  grades  follows : 

Strict  good  middling  tinged. 


Strict  middling  fair. 
Strict  good  middling. 
Strict  middling. 
Strict  low  middling. 
Strict  good  ordinary. 


Strict  middling  tinged. 
Strict  low  middling  tinged. 
Strict  good  ordinary  tinged. 
Strict  low  middling  stained. 


In  addition,  there  were  9  quarter  grades  as  follows 

Barely  middling  fair. 
Fully  good  middling. 
Barely  good  middling. 
Fully  low  middling. 
Barely  low  middling. 


Fully  good  ordinary. 
Fully  middling  stained. 
Barely  middling  stained. 
Fully  low  middling  stained. 


'*At  an  earlier  date  the  list  was  still  greater,     See  uage  1S4, 
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Of  these  quarter  grades  those  designated  "  barely  "  fall  just  below 
the  corresponding  full  grade  and  above  the  nearest  half  grade,  while 
those  designated  "  fully  "  are  placed  just  above  the  corresponding 
full  grade.  Thus,  barely  middling  fair  would  fall  below  middling 
fair  and  above  strict  good  middling,  while  fully  good  middling  would 
be  above  good  middling  but  below  strict  good  middling.  The  suc- 
cession of  the  various  grades  is  indicated  in  the  list  below.  All  or 
any  of  these  grades  were  formerly  deliverable  on  contract  on  the 
New  York  Cotton  Exchange.  In  1907  the  exchange  voted  to  abolish 
the  quarter  grades,  and  also  to  abolish  the  following  grades,  which 
are  among  the  lowest,  namely,  strict  good  ordinary  tinged,  low  mid- 
dling stained,  and  strict  low  middling  stained.  These  changes,  with 
the  exception  of  the  elimination  of  strict  low  middling  stained,  went 
into  effect  on  January  1, 1908 ;  the  elimination  of  strict  low  middling 
stained  took  effect  April  1,  1908.  The  list  of  grades  as  it  was  prior 
to  January  1, 1908,  and  as  it  is  at  present  is  shown  below. 

'   GRADES  OF  CO'TfON  DELIVERABLE  ON  CONTRACT  AT  NEW  YORK. 


Prior  to  Jan.  1.  I90er. 

Jan.  1  to  Mar.  31,1908. 

Pair. 

Fair. 

Strict  middling  fair. 

Strict  middling  fair. 

Middlfiifffalr. 

Middling  fair. 

Barely  mlddllngr  fair. 

Strict  good  middling. 

strict  good  middling. 

Good  middling. 

FuU7  good  middling. 

Strict  middling. 

Good  middling. 

Middling. 

Barely  good  middling. 

Strict  low  middling. 

Strict  middling. 

Low  middling. 

Middling. 

Strict  good  ordinary. 

Strict  low  middling. 

Fully  low  middling. 

Strict  good  middling  tinged. 

Low  middling. 

Good  middling  tinged. 

Barely  low  middling. 

Strict  middling  tinged. 

Strict  good  ordinary. 

Middling  tinged. 

Fully  good  ordinary. 

Strict  low  middling  tinge<l. 

Oood  ordinary. 

Low  middling  tinged. 

Strict  good  middling  tinged. 

Middling  stained. 

Good  middling  tinged. 

Strict  low  middling  stained. 

Strict  middling  tlngwl. 

Middling  tinged. 

Strict  low  middling  tinged. 

Low  middling  tinged. 

Strict  good  ordinary  tinged. 

Fully  middling  stained. 

Middling  stained. 

Barely  middling  stained. 

Strict  low  middling  stained. 

Fully  low  middling  stained. 

Low  middling  stained. 

Total  number  of  grades  de- 

Total number  of  grades  do-    , 

liverable,  30. 

liverable.  19. 

On  and  after  Apr.  1, 1908. 

Fair. 

Strict  middling  fair. 

Middling  fair. 

Strict  good  middling. 

Good  middling. 

Strict  middling. 

Middling. 

Strict  low  middling. 

Low  mlddllDg. 

Strict  good  ordinary. 

Good  ordinary. 

Strict  good  middling  tinged. 

Good  middling  tinge<l. 

Strict  middling  tinged. 

Middling  tinged. 

Strict  low  middling  tinged. 

Low  middling  tinged. 

Middling  stained. 


Total  number  of  grades  de- 
liverable, 18. 


METHOD   OF   CLASSIFICATION   IN    NEW   YORK.  TS 

For  the  full  grades  of  white  cotton  the  New  York  Cotton  Exchange 
maintains  permanent  standards.  These  consist  of  samples  of  cotton 
of  each  grade — six  rolls  in  a  box.  Duplicates  of  these  types  for  the 
full  grades  are  made  up  at  the  beginning  of  each  crop  year.  One  set 
is  kept  for  use  by  the  classification  committee,  for  the  purpose  of  com- 
parison with  samples  of  cotton  which  are  submitted  to  them  for  grad- 
ing during  the  year.  These  samples  are  known  as  the  working  types. 
The  other  set,  known  as  the  official  standards,  is  sealed  up,  to  be 
opened  at  the  beginning  of  another  year,  so  that  the  new  standards 
then  established  may  as  nearly  as  possible  exactly  correspond  with 
them.  This  precaution  is  taken  owing  to  the  fact  that  the  working 
set  of  types  tends  to  get  discolored  and  soiled,  and  thus  to  deteriorate. 
The  working  types  are  renewed  from  time  to  time  during  the  year. 
In  such  renewal  of  the  types,  however,  the  official  sealed  standards  are 
not  consulted.  Members  of  the  classification  committee  contended  that 
such  coniparison  was  unnecessary,  as  they  were  sufficiently  expert  to 
make  up  new  types,  while  furthermore  it  was  argued  that  by  simply 
removing  the  surface  of  the  old  standards  their  original  character  was 
readily  ascertainable. 

The  classification  committee  does  not  make  up  either  standards  or 
v%^orking  types  for  the  half  grades  of  white  cotton,  nor  did  it  do  so 
for  any  of  the  quarter  grades.  It  does,  however,  prepare  working 
types  for  both  the  full  grades  and  the  half  grades  of  tinged  and 
stained  cotton.  The  quarter  grades  were  adopted  by  the  exchange 
for  the  purpose  of  giving  cotton  which  was  hardly  equal  to  one  of  the 
half  grades,  but  rather  better  than  the  next  half  grade  below,  the 
benefit  of  such  quality.  For  these  quarter  grades  the  class  was  es- 
tablished wholly  upon  the  expert  judgment  of  the  classification  com- 
mittee in  connection  with  the  working  types  for  the  nearest  half  or 
full  grades.  These  quarter  grades  were  the  source  of  a  great  deal  of 
complaint,  and,  as  aboye  pointed  out,  went  out  of  existence  on  the 
1st  of  January,  1908.  In  the  opinion  of  some  members  of  the  ex- 
change this  elimination  of  the  quarter  grades  was  a  mistake,  and  one 
which  will  work  to  thp  detriment  of  the  southern  shipper  of  cotton,  in 
that  cotton  which  formerly  was  given  the  class  of  a  quarter  grade 
will  presumably  be  placed  in  the  next  half  grade  below  in  the  future. 
On  the  other  hand,  it  is  contended  that  such  fine  distinctions  as  quar- 
ter grades  are  not  recognized  in  practically  any  of  the  large  spot  mar- 
kets, and  that  the  use  of  these  grades,  while  primarily  intended  to  do 
justice  to  the  cotton,  in  practice  caused  so  much  dissatisfaction  that 
as  a  matter  of  expediency  it  was  desirable  to  eliminate  them  alto- 
gether. 

Actual,  method  of  handling  cotton  at  New  York  intended  for 
CLASSIFICATION. — :The  method  of  handling  cotton  at  New  York  in- 
tended for  classification  and  certification  by  the  exchange  is  substan- 
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tially  as  follows :  The  cotton  as  brought  in  by  rail,  or  by  lighter  from 
steamship,  is  unloaded  at  the  warehouse  platform  or  on  the  dock. 
The  owner  notifies  the  inspection  bureau  that  he  wishes  to  "  certifi- 
cate'' this  cotton,  giving  at  the  same  time  the  name  of  his  weigher, 
who,  though  his  employee,  is  licensed  by  the  exchange.  The  inspector 
in  chief  or  assistant  inspector  in  chief  details  an  assistant  inspector 
and  sampler  to  proceed  with  that  lot  of  cotton.  The  cotton  is  weighed 
and  the  weight  recorded  by  the  weighmaster;  the  assistant  inspector 
is  also,  under  the  rules,  supposed  to  take  its  weight.  Each  bale  is 
sampled.  In  order  to  draw  a  sample,  one  of  the  iron  bands  of  the  bale 
is  broken  (nearly  all  cotton  received  at  New  York  being  tightly  com- 
pressed), the  bagging  slashed  with  a  knife,  and  a  sample  of  several 
ounces  is  pulled  from  each  side  of  the  bale,  the  sample  from  the  poorer 
side  being  the  one  retained  in  case  there  is  any  difference  between  the 
two.  Sometimes,  to  facilitate  the  work,  the  sampler  draws  a  sample 
from  one  side  of  the  bale  before  the  cotton  is  weighed.  In  that  case 
the  sample  is  laid  on  the  bale  and  is  weighed  with  it.  After  weigh- 
ing, the  other  side  of  the  bale  is  examined.  If  this  side  shows  the 
cotton  to  be  of  a  lower  grade  than  the  sample  already  drawn,  a  fresh 
sample  is  drawn  from  this  poorer  side  of  the  bale,  which  sample  is 
used  instead  of  that  first  drawn. 

The  bales  sampled  are  supposed  to  be  classed  into  lots  of  roughly 
uniform  grade  by  the  assistant  inspectors  in  accordance  with  instruc- 
tions of  the  inspector  in  chief,  each  bale  in  a  given  lot  taking  the  same 
number,  which  is  not  repeated  during  the  year.  The  lots  may  be  of 
any  size  from  1  to  about  100  bales.  The  rough  classification  thus  pro- 
vided for  is  indicated  by  the  following  excerpt  from  these  instruc- 
tions : 

To  carefully  inspect  and  sample  in  duplicate  each  mark  of  cot- 
ton submitted  for  inspection,  at  same  time  classing  the  cotton, 
each  class  under  a  different  lot  number,  as  follows : 


'Xo.  4.  Strict  good  ordinary. 

Fully  good  ordinary. 

Good  ordinary. 
No.  5.  Very  light  tinges. 
No.  0.  Tinges  and  light  stains. 
No.  7.  Stains. 


No.  1.  Good    middling    and 

above. 
No.  2.  Strict  middling. 

Middling. 

Strict  low  middling. 
No.  3.  Fully  low  middling. 

Low  middling. 

Barely  low  middling. 

Particular  attention  should  be  given  to  the  importance  of  class- 
ing and  keeping  separate  the  tinged  and  stained  cotton  from  the 
white  grade,  regardless  of  any  instructions  from  the  weigh- 
masters. 

It  should  be  noted  that  the  assistant  inspectors  do  not  attempt  to 
identify  individual  bales,  but  simply  lots.  This  matter,  which  is  of 
considerable  importance,  will  be  referred  to  in  a  subsequent  part 
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of  the  report.  Moreover,  the  rough  classification  thus  made  by  the 
assistant  inspectors  at  the  dock,  as  noted  elsewhere,  has  often  been 
veiy  inaccurate.  In  fact,  the  above  rules  for  such  classification  at 
the  dock  were  not  promulgated  until  July,  1906,  or  until  dissatis- 
faction over  the  work  of  the  inspection  bureau  had  become  acute. 
In  1907  the  rules  on  this  point  were  elaborated,  and  at  the  same  time 
average  types  representing  cotton  for  each  of  the  groups  above  named 
were  prepared  for  the  use  of  the  inspectors  at  the  dock. 

The  assistant  inspectors  at  the  dock  or  store  who  make  this  pre- 
liminary inspection  have  authority  to  reject  cotton  which  in  their 
opinion  is  below  any  grade  recognized  by  the  exchange.  In  this  case 
the  owner  of  the  cotton  may  appeal  to  the  classification  committee, 
whose  decision  is  final.  On  the  other  hand,,  the  classification  com- 
mittee is  in  no  way  bound  by  this  preliminary  inspection  of  the  as- 
sistant inspectors  at  the  dock  or  store,  but  may  reject  cotton  pre- 
viously passed  by  these  employees.**  In  case  the  assistant  inspectors 
at  the  dock  suspect  that  a  bale  is  "  false  packed  " — that  is,  that  poorer 
grades  are  put  in  the  middle  of  the  bale — or  that  it  contains  an  undue 
quantity  of  sand  or  is  otherwise  unfit  for  tender,  they  may  order  the 
bale  opened  by  stripping  off  the  ties  and  bagging.  If  the  packing 
proves  to  be  false,  or  the  cotton  below  the  lowest  exchange  standard, 
the  owner  must  bear  the. expense  of  thus  opening  the  bale.  If,  on 
the  other  hand,  the  bale  is  not  found  to  be  false  packed  or  below 
grade,  the  cotton  exchange  inspection  fund  (see  p.  77)  must  bear 
this  expense.  The  same  rule  holds  in  the  case  of  disagreements  as  to 
whether  an  excessive  amount  of  bagging  or  iron  has  been  used  in 
baling  the  cotton. 

The  samples  drawn  at  the  dock  in  this  manner  are  divided  into  two 
parts,  one  of  which  eventually  goes  to  the  owner  of  the  cotton,  but 
both  of  which  are  first  sent  to  the  sample  rooms  of  the  exchange  at 
104  Pearl  street,  in  bags  used  for  this  specific  purpose,  each  bag 
having  a  number  which  is  entered  on  the  assistant  inspector's  report 
of  the  day.  These  samples  are  then  placed  in  papers,  opened,  and 
left  exposed  to  the  air  on  racks  in  the  sample  room  of  the  exchange. 
The  rules  of  the  New  York  Cotton  Exchange,  like  those  of  the  New 
Orleans  Cotton  Exchange,  provide  that  samples  shall  be  thus  ex- 
posed to  the  air  for  twenty-four  hours.  In  practice,  however,  this 
rule  is  not  always  rigidly  observed. 

After  the  samples  have  thus  been  opened  up  and  exposed  and  the 
two  sets  compared  by  a  member  of  the  classification  committee,  one 
set  is  rolled  up  again  and  sent  to  the  classification  committee  to  be 
classed,  while  the  duplicate  set  is  tied  up  in  papers  and  retained  at 

«This  rule  was  for  a  time  superseded,  as  will  be  shown  in  another  part  of 
the  report 
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the  sample  room,  to  remain  there  until  the  cotton  which  it  represents 
is  shipped  out  of  the  port  of  New  York  or  is  reclassed.  The  original 
samples  go  to  the  -classification  room  with  a  ticket  showing  the  lot 
number,  the  date  received,  the  owner's  name,  and  the  owner's  original 
mark,  if  any.  The  cotton  is  then  laid  out  on  tables  and  examined  by 
members  of  the  classification  committee,  two  members  passing  on 
each  lot  of  samples.  In  case  these  members  disagree,  a  third  member 
of  the  committee  is  called  in  and  he  casts  the  deciding  vote.  How- 
ever, it  is  one  of  the  unwritten  rules  of  the  committee  that  the  third 
member  shall  not  go  below  the  lowest  classer  nor  above  the  highest 
classer. 

In  their  work  of  classification  the  members  of  the  committee  have 
at  hand  the  boxes  of  working  types  already  described.  Complaint 
has  been  made  that  the  committee  does  not  refer  to  these  working 
types  as  frequently  as  it  should: 

The  classification  committee  may  make  an  allowance  for  cotton  pos- 
sessing extra  staple  length.  The  by-laws  of  the  New  York  Cotton 
Exchange  on  this  point  provide  that  the  allowance  shall  not  exceed 
one-quarter  of  a  cent  per  pound  and  that  no  allowance  shall  be  made 
unless  at  least  80  per  cent  of  the  cotton  shall  have  a  staple  length  of 
over  1  inch.* 

After  a  decision  has  been  reached  as  to  the  grade  of  the  cot- 
ton a  certificate  or  grade  slip  is  signed  by  the  members  of  the 
committee  passing  on  each  particular  lot  of  samples.  These  slips 
are  made  out  in  duplicate,  one  being  retained  by  the  classification 
committee  aftd  the  other  given  to  the  owner  of  the  cotton.  The  owner 
has  the  right  to  appeal  if  dissatisfied  with  the  classification.  In  case 
he  does  not  appeal,  a  regular  certificate  signed  by  the  inspector  in 
chief  is  issued  to  him,  which  covers  the  grade  for  one  year  unless  in 
the  meantime  the  cotton  is  withdrawn  from  warehouse  for  shipment 
from  the  port  of  New  York,  in  which  case  the  grade  is  not  guaran- 
teed after  the  cotton  actually  leaves  the  port.  At  the  expiration 
of  one  year  from  the  date  of  the  original  classification  the  cotton,  if 
still  in  the  New  York  certificated  stock,  is  reclassed  in  exactly  the 
same  manner  as  in  the  first  instance.  In  cases  of  appeal,  the  du^Dli- 
cate  set  of  samples,  which  was  left  sealed  in  the  inspection  bureau,  is 
forwarded  to  the  classification  committee  and  submitted  to  the  entire 
panel  of  the  classification  committee,  or  to  at  least  four  of  them. 

The  receiver  of  cotton  on  contract  is  compelled  to  take  it  in  the 
first  instance  at  the  grade  thus  established  by  the  inspection  bureau, 
whether  he  believes  the  classification  to  be  correct  or  not.  In  other 
words,  the  deliverer  of  a  hundred  bales  of  certificated  cotton  on  con- 

<»For  the  rule  regarding  staple  allowance  in  the  New  Orleans  market,  see 
page  83. 
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tract  in  New  York  knows  that  so  far  as  he  is  concerned  no  change  in 
classification  can  be  made  which  will  affect  his  calculations.  However, 
any  receiver  of  such  cotton,  if  dissatisfied  with  the  grade  thus  estab- 
lished by  the  inspection  bureau,  can  request  a  reclassification.  Such 
reclassifications  are  conducted  in  exactly  the  same  manner  as  are  the 
original  classifications  and  as  if  the  cotton  had  never  been  previously 
submitted  to  the  inspection  bureau.  In  case,  on  any  such  reclassifi- 
cation of  certificated  cotton  within  one  year  after  its  grade  has 
been  originally  certified  to,  the  classification  committee  decides 
that  the  cotton  should  be  placed  in  a  lower  grade  or  class,  then 
the  owner  of  the  cotton  can  demand  compensation  to  cover  the 
amount  of  the  reduction  in  the  contract  value  of  the  cotton  as  meas- 
ured by  the  established  differences  of  the  exchange.  Thus  if,  on 
reinspection,  cotton  which  has  been  classed  as  low  middling  at  a  dif- 
ference of,  say,  0.50  cent  off  is  graded  as  strict  good  ordinary  at  a 
difference  of,  say,  0.75  cent  off,  the  owner  is  entitled  to  0.25  cent  per 
pound  to  cover  this  reduction  in  contract  value. 

Inspection  fund  of  the  New  York  Cotton  Exchange. — To 
provide  for  such  claims  the  New  York  Cotton  Exchange  main- 
tains an  inspection  fund.  This  inspection  fund  is  derived  from  fees 
charged  for  the  inspection  of  cotton,  this  charge  at  present  being  25 
cents  per  bale  for  cotton  accepted  and  10  cent^  .per  bale  for  cotton 
rejected.  In  case  of  an  appeal  from  the  decision  of  the  classification 
committee,  an  additional  charge  of  10  cents  per  bale  is  made,  unless 
the  decision  is  in  favor  of  the  party  making  the  appeal,  in  which  case 
there  is  no  charge.  The  inspection  fund,  aside  from  being  responsible 
for  the  grade  of  the  cotton  up  to  the  time  it  leaves  port,  or  otherwise 
up  to  the  expiration  of  a  year  from  the  time  it  was  originally  classed, 
is  also  liable  to  the  last  receiver  or  shipper  for  any  false-packed 
cotton  which  was  certified  to  as  being  of  grade ;  the  liability  in  this 
case  continues  for  ninety  days  after  the  cotton  has  been  shipped 
from  the  port  pf  New  York. 

The  New  York  Cotton  Exchange  assumes  no  liability,  beyond  the 
inspection  fund,  for  any  changes  in  the  grade  of  cotton.  Members 
of  the  New  York  Cotton  Exchange  have  frequently  stated  in  public 
that  the  exchange  guarantees  the  grade  of  cotton  certificated,  and  such 
a  statement  is  printed  periodically  in  official  circulars  of  the  ex- 
change. This  is  not  strictly  true,  the  rule  of  the  exchange  on  this 
point  providing  as  follows : 

Sec.  105.  The  cotton  exchange  inspection  fund  shall  be  respon- 
sible to  the  last  receiver  or  shipper  for  any  false-packed  cotton 
represented  by  any  receipt  which  is  accompanied  by  an  inspect- 
or's certificate  of  grade,  but  all  liability  therefor  shall  cease 
ninety  days  after  the  cotton  has  been  shipped  from  the  port  of 
New  York. 
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Sec.  107.  Any  member  of  the  exchange  holding  a  negotiable 
warehouse  receipt  and  an  inspector's  certificate  of  grade,  desiring 
to  withdraw  the  cotton  from  warehouse  and  to  avail  himself  of 
his  claim  upon  the  cotton  exchange  inspection  fund,  shall  have 
the  right  to  do  so  in  the  same  manner  as  to  sampling  and  classi- 
fication and  at  an  expense  of  5  cents  per  bale. 

*  *  *  ♦  *  *  * 

If  at  any  time  the  said  fund  shall  not  be  sufiicientlv  large  to 
pay  all  the  claims  upon  it,  as  well  as  the  salaries  and  expenses 
provided  for  in  section  103,  the  said  claims  shall  be  received  and 
filed,  and  shall  be  paid  in  the  order  of  their  receipt  as  soon  as 
money  available  for  that  purpose  shall  have  been  paid  into  said 
fund. 

In  no  case  or  event  shall  the  New  York  Cotton  Exchange  as- 
sume or  be  made  liable  for  any  charge,  expense,  or  claim  what- 
soever by  reason  of  the  establishment  of  the  cotton  exchange  in- 
spection fund,  or  by  reason  of,  or  growing  out  of,  the  issue  of  any 
certificate  of  grade  as  hereinbefore  provided  for. 

The  New  York  Cotton  Exchange  is  the  only  exchange  which  main- 
tains a  permanent  bureau  for  grading  cotton  in  this  manner  or  which 
provides  for  an  inspection  fund  to  assume  responsibility  for  the  grade. 

Comparison  of  New  York  and  New  Orleans  methods  of  classi- 
fication.— It  will  be  seen,  therefore,  that  the  New  York  system  of 
classification  is  radically  different  from  that  employed  in  New  Or- 
leans. The  New  Orleans  Cotton  Exchange  assumes  no  official  respon- 
sibility whatever  for  the  grade  of  the  cotton,  but  merely  undertakes 
to  select  arbitrators  to  pass  upon  cotton  on  contract  deliveries.  Un- 
der the  New  Orleans  system,  cotton  must  necessarily  be  sampled  and 
classed  each  time  it  is  tendered  on  contract;  if  a  given  lot  of  cotton 
were  retendered  several  times  during  a  year,  the  process  would  have 
to  be  repeated  in  each  instance.  As  a  matter  of  fact,  cotton  is  seldom 
retendered  in  New  Orleans,  but  is  ordinarily  taken  up  by  the  receiver 
and  put  into  his  general  stock  if  he  does  not  have  an  immediate  cus- 
tomer for  it. 

The  New  York  Cotton  Exchange,  on  the  other  hand,  it  will  be  seen, 
officially  undertakes,  through  its  inspection  bureau,  to  establish 
definitely  the  grade  of  the  cotton  which  goes  into  its  tenderable  stock ; 
so  that  a  given  lot  of  cotton  might  be  retendered  an  indefinite  number 
of  times  during  the  year  following  this  certification  without  being 
resampled. 

Members  of  the  New  York  Cotton  Exchange  have  laid  great  stress 
upon  the  advantages  of  this  system.  Some  of  these  advantages,  as 
well  as  some  defects,  of  the  system  will  be  discussed  in  a  later  part. 
It  may  be  pointed  out  here  that,  while  the  arbitrators  of  the  New 
Orleans  Cotton  Exchange  not  only  grade  the  cotton  but  establish  the 
relative  values  of  the  various  grades  as  compared  with  middling, 
using  the  official  spot  quotations  of  the  exchange  as  a  basis,  the  classi- 
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fication  committee  at  New  York  has  nothing  to  do  with  the  relative 
values  of  grades.  These  are  established  by  an  entirely  different  com- 
mittee, as  described  in  section  6. 

One  of  the  most  distinctive  features  of  the  New  Orleans  system  of 
classification  as  compared  with  that  employed  by  the  New  York  Cot- 
ton Exchange  is  that  both  the  buyer  and  the  seller  are  personally  rep- 
resented at  the  time  the  samples  are  drawn  at  the  scales,  and  that  the 
buyer  and  the  seller  may  at  any  time  prior  to  final  appeal  to  the 
appeal  committee  of  three  come  to  a  mutual  agreement,  if  they  can, 
as  to  the  grade  of  the  cotton.  In  New  York,  on  the  other  hand,  the 
buyer  of  the  cotton  is  not  directly  represented  in  any  way  in  the  actual 
work  of  sampling  or  classification,  but  the  owner  of  the  cotton  may 
have  a  representative  present  at  the  time  the  cotton  is  sampled.  In 
the  actual  classification  of  these  samples  neither  the  seller  nor  the 
buyer  is  supposed  to  have  any  voice,  the  whole  matter  being  taken 
out  of  the  hands  of  the  interested  parties  and  intrusted  to  the  inspec- 
tion bureau. 

Section  5.  Method  of  establishing  differences  between  grades  of  cotton 
delivered  on  contract  in  New  Orleans. 

In  view  of  the  fact  that  future  contracts  in  cotton  permit  the  de- 
livery of  a  variety  of  grades  of  widely  varying  values  at  differences 
on  or  off  the  value  of  middling,  it  is  obviously  of  the  highest  im- 
portance that  these  differences  shall  be  correctly  established.  It  is 
apparent  that  this  matter  has  a  very  important  bearing  on  the  value 
of  the  contract.  This  subject  is,  indeed,  one  of  the  most  important 
with  which  this  report  is  concerned. 

The  two  cotton  exchanges  in  this  country  on  which  a  future  busi- 
ness is  conducted — that  is,  the  New  Orleans  Cotton  Exchange  and 
the  New  York  Cotton  Exchange — employ  radically  different  methods 
of  establishing  these  differences. 

In  New  Orleans  what  is  commonly  called  the  commercial-difference 
system  is  employed.  The  method  prescribed  in  that  market  for  estab- 
lishing differences  on  or  off  the  price  of  middling  for  the  other  grades 
tendered  on  contract  has  already  been  briefly  indicated  in  the  discus- 
sion of  arbitrations  in  that  market.  A  committee  on  spot  quotations 
appointed  monthly  by  the  board  of  directors  and  composed  of  five 
members  representing  different  branches  of  the  trade  meets  daily  and 
establishes  what  are  termed  the  official  spot  quotations  of  the  New  Or- 
leans Cotton  Exchange  for  that  day.  These  quotations  are  supposed 
to  be  determined  by  the  actual  market  value  of  the  respective  grades 
for  that  particular  day,  this  market  value  being  ascertained  from 
the  prices  at  which  these  different  grades  have  actually  been  sold 
during  the  day.  The  members  of  the  committee,  aside  froi^  being 
actively  engaged  in  the  buying  and  selling  of  cotton,  are  supposed 
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to  move  about  in  the  trade  daily  and  thus  become  thoroughly  con- 
versant with  what  has  taken  place.  The  rule  covering  the  duties 
of  this  committee  until  recently  was  as  follows : 

COMMITTEE   ON    CLASSIFICATION    AND   QUOTATIONS. 

The  committee  on  classification  and  quotations  shall  consist  of 
five  members;  thev  shall  be  appointed  monthly  by  the  board  of 
directors,  and  shall  have  charge  of  all  questions  of  classification 
and  quotations  of  cotton. 

They  shall  inquire  and  report  as  to  the  standards  of  other 
principal  markets,  and  provide  and  keep  on  exhibition  samples 
of  the  standards  of  such  markets. 

They  shall  keep  on  exhibition  standards  of  this  market,  which 
may  be  supplied  sealed  to  the  members  of  the  cotton  exchange  on 
payment  of  whatever  price  the  committee  may  consider  proper. 

It  shall  be  the  duty  of  this  committee  to  furnish  daily  quota- 
tions of  the  different  grades  of  cotton  as  sold  in  average  lists,  not 
varying  more  than  one  full  grade,  based  on  the  standards  of  this 
market  adopted  by  this  exchange,  which  are  to  be  posted  promi- 
nently in  the  exchange  rooms. 

While  the  rule  simply  provides  that  the  committee  shall  consist  of 
five  members,  in  practice  it  has  been  the  custom  to  constitute  the 
committee  by  the  appointment  of  two  factors,  two  spot  buyers,  and  a 
spot  broker.  The  factors,  as  sellers,  are  presumably  interested  in 
obtaining  the  highest  value  for  cotton,  while  the  buyers  naturally 
desire  to  secure  it  as  cheaply  as  they  can.  The  spot  broker  is  sup- 
posed to  be  neutral.  The  quotations  established  by  the  committee 
are  posted  on  the  bulletin  and  eventually  recorded  in  the  books  of  the 
exchange.  They  were  also  printed  in  the  official  daily  circular  of  the 
exchange  in  the  following  form  (which  has  recently  been  changed  as 
noted  below)  : 

OFFICIAL NEW  ORLEANS  CLOSING  SPOT  PRICES. 

Quotations  are  based  on  cotton  in  press  of  warehouse  as  sold  in 
average  lists  not  varying  more  than  one  full  grade,  i.  e.,  a  half 
grade  above  and  below  the  grade  quoted. 


Low  ordinary . . 

Ordinary 

Good  ordinary . 
Low  middling  . 

Middling 

Good  middling 
Middling  fair.. 
Fair 


Sales,  spots,  525  bales,  including  100  bales  on  f.  o.  b.  terms; 
sale*s  to  arrive,  75  bales.  Stained  and  off  color  tV  @  S  lower  than 
quotations.    Market,  quiet  and  steady.     [June  11,  1907.] 
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These  prices  were  supposed  to  be  based  on  sales  of  lots  or  lists  of 
cotton  which  were  nearly  uniform  in  quality,  or,  as  the  above  explana- 
tory note  states,  "  average  lists  not  varying  more  than  *  *  *  a 
half  grade  above  and  below  the  grade  quoted." 

It  frequently  happens  that  lots  of  cotton  sold  in  the  spot  market 
are  not  uniform  in  quality  or  nearly  so,  but  instead  include  a  wide 
assortment  of  grades;  such  mixed  lots  are  often  sold  at  a  single  or 
average  price.  A  given  lot  of  cotton  which  was  badly  mixed, 
although  averaging  a  certain  grade,  might  not  bring  the  same  price 
as  another  lot  of  cotton  comprising  only  a  very  narrow  range  of  qual- 
ity, even  though  the  average  grade  were  the  same.  At  the  time  this 
rule  was  adopted  cotton  was  extensively  sold  in  lists  showing  very 
little  variation  in  quality,  and  the  rule  was  intended  to  exclude  from 
the  basis  of  quotations  lists  which  showed  a  very  wide  variation  in 
quality.  The  rule,  of  course,  tended  to  secure  uniformity  in  the 
basis  of  quotations.  In  other  words,  quotations  were  supposed  to  be 
based  on  cotton  which,  though  not  absolutely  even  running — that  is, 
of  a  single  grade — nevertheless  was  nearly  so.  Under  a  recent  amend- 
ment to  the  rules,*  this  requirement  with  respect  to  such  narrow  lists 
was  discontinued,  and  instead  quotations  are  now  based  on  cotton 
"  sold  on  spot  terms,"  which  in  substance  means  cotton  sold  for  deliv- 
ery in  seven  days  without  regard  to  the  range  of  quality  within  a 
single  list.  In  explanation  of  the  abandonment  of  the  former  provi- 
sion respecting  average  lists,  it  is  stated  that  only  a  small  proportion 
of  the  cotton  now  sold  in  the  New  Orleans  market  is  sold  in  lists  that 
would  come  within  the  strict  letter  of  the  old  rule.  As  shown  in 
Chapter  VIII,  the  rule  had,  prior  to  its  abandonment,  been  more  or 
less  disregarded.  At  the  time  of  its  adoption,  however,  the  rule 
appears  to  have  been  a  proper  one.  The  restriction  of  quotations  to 
lists  which  are  nearly  even  running  tends,  of  course,  toward  greater 
precision  in  the  quotation  of  specific  grades.  It  is  urged,  however, 
that  quotation  committees  must  quote  the  market  as  they  find  it,  and 
to  use  only  quotations  for  extremely  narrow  lists  when  the  bulk  of 

<*This  rule  was  amended  February  21,  1908,  effective  March  3,  1008,  and  made 
to  read  as  follows : 

COMMITTEE  ON  SPOT  QUOTATIONS. 

A  committee  on  spot  quotations,  to  consist  of  five  members,  shall  be  appointed 
monthly  by  the  board  of  directors. 

It  shall  be  the  duty  of  this  committee,  subject  to  such  rules  and  regulations 
as  may  be  made  by  the  board  of  directors,  to  furnish  daily  quotations  of  spot 
cotton  as  sold  in  this  market  on  spot  terms;  all  quotations  shall  be  based  upon 
the  standards  of  this  market  as  adopted  by  this  exchange,  and  such  quotations 
shall  be  posted  prominently  in  the  exchange  rooms. 
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the  business  is  in  much  wider  lists  would,  instead  of  securing  such 
accuracy,  really  result  in  inaccuracy.  Under  the  present  rule  con- 
siderable discretion  is  necessarily  left  to  spot-quotation  committees. 

The  differences  between  the  prices  for  middling  and  those  for  the 
other  grades  quoted  are  usually  spoken  of  as  "spot-market  differ- 
ences "  or  "  commercial  differences." 

These  commercial  differences  for  full  grades,  as  already  explained, 
are  directly  applied,  in  the  case  of  deliveries  of  cotton  on  contract, 
by  the  arbitrators  chosen  to  pass  on  such  cotton.  In  other  words, 
the  differences  for  full  grades  which  are  added  to  or  deducted  from 
the  basis  price  in  the  case  of  contract  deliveries  are  the  differences 
in  spot  quotations  thus  quoted  by  the  spot-quotation  committee. 
For  instance,  if  the  arbitrators  in  passing  upon  samples  for  a  given 
delivery  of  contract  cotton  should  find  it  to  be  good  middling  and 
the  spot-market  differences  for  the  sixth  day  prior  to  such  delivery 
were  the  same  as  those  just  given,  then  the  arbitrators  would  declare 
that  such  cotton  should  be  accepted  by  the  buyer  at  this  spot-market 
difference  of  seven-eighths  cent  "on"  (the  difference  between  13 
cents  and  13J  cents).  Or,  if  they  found  cotton  exactly  low  middling 
in  grade,  they  would  give  it  a  difference  pi  1^  cents  off  (the  differ- 
ence between  13  cents  and  11^  cents).  Of  course,  it  will  be  under- 
stood that  the  basis  price  used  in  settling  future  deliveries  is  that 
named  in  the  contract  when  it  was  originally  made  and  which  may 
be  quite  different  from  the  spot  price  of  middling  current  at  the 
time  of  actual  delivery. 

If  the  cotton  tendered  exactly  corresponds  to  the  official  types  for 
half  grades,  then  the  arbitrators  fix  differences  halfway  between  the 
spot-market  differences  for  the  two  adjacent  full  grades.  This  ap- 
plies, however,  only  to  white  cotton  or  cotton  of  good  color.  In  the 
case  of  tinged  and  stained  cottons,  the  committee  on  spot  quotations 
establishes  no  specific  prices,  simply  quoting  these,  as  will  be  seen 
from  the  excerpt  from  the  circular  above  given,  at  a  range  off  the 
quotations  for  the  corresponding  grades  of  white  cotton.  On  the 
day  that  the  quotations  just  referred  to  were  established  the  com- 
mittee quoted  "  Stained  and  off  color  ^  @  f  lower  than  quotations." 
The  arbitrators  in  classing  such  cotton  must  make  allowance  for 
such  discoloration  within  the  range  thus  quoted.  Furthermore,  it 
may  be  that  cotton,  for  other  reasons,  such  as  the  amount  of  sand 
or  dust,  or  its  general  character,  is  not  up  to  any  one  of  the  full  grades 
or  half  grades,  or  is  a  little  better  than  the  nearest  of  these,  in  which 
case  the  arbitrators  also  make  an  allowance. 

The  printed  rules  of  the  New  Orleans  Cotton  Exchange  contain 
almost  no  detailed  provisions  for  arbitrators.  One  member  of  that 
exchange  said  in  this  connection: 
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We  have  no  rules  to  govern  the  arbitrators  at  all.  The  cotton 
that  is  put  to  arbitration  is  absolutely  in  their  hands.  They 
make  an  allowance,  but  thev  do  not  explain  why.  *  *  *  There 
are  two  sets  of  samples  and  those  samples  must  tally.  There  are 
very  severe  penalties  if  a  man  tampers  with  samples.  They  have 
before  them  a  list  of  official  differences  and  they  base  their  clas- 
sification aqcordingly ;  but  they  are  not  absolutely  bound  by 
them.    They  are  absolutely  bound  by  the  types. 

From  the  form  of  contract  given  on  page  61,  however,  it  will  be 
seen  that  differences  on  contract  delivery  are  to  be  established  "  ac- 
cording to  the  quotations  of  the  New  Orleans  Cotton  Exchange  exist- 
ing on  the  sixth  day  previous  to  the  day  on  which  delivery  is  made.'" 

While  arbitrators  in  the  New  Orleans  market  establish  the  value  of 
the  cotton  which  they  arbitrate,  they  virtually  first  establish  its 
grade.  A  broker  in  the  New  Orleans  market  who  has  frequently 
served  as  an  arbitrator  said  in  this  connection: 

They  [the  arbitrators]  base  their  calculations  entirely  on  spot 
quotations.  For  instance,  if  I  as  an  arbitrator  arbitrated  50  bales 
as  part  of  a  tender  against  100  bales,  and  that  50  bales  happened 
to  be  strict  low  middling  in  my  opinion,  I  would  apply  the  differ- 
ence for  strict  low  middling.  I  would  say  to  myseli,  mentally, 
after  carefully  examining  it,  that  this  cotton  was  strict  low  mid- 
dling. Then,  I  have  a  memorandum  before  me  always.  I  do  not 
depend  upon  memory  for  the  fixing  of  differences,  but  a  man  in 
the  arbitration  room  has  a  memorandum  of  those  differences  and 
I  always  refer  to  that.  I  do  not  put  down  on  that  piece  of  paper 
what  I  call  it.  As  an  arbitrator  1  class  the  cotton  and  go  through 
the  mental  process  of  seeing  how  much  off  it  is  for  color  if  there 
is  color  in  the  bale. 

Allowance  for  staple  cotton. — In  case  cotton  submitted  for  arbi- 
tration on  contract  deliveries  possesses  unusual  length  of  staple  the 
arbitrators  make  an  allowance  for  this,  provided  a  request  is  made 
by  the  deliverer  that  staple  be  taken  into  consideration.  No  allow- 
ance is  made  on  any  contract  delivery,  however,  unless  80  bales  out  of 
the  number  (approximately  100)  show  a  staple  length  of  at  least  1^ 
inches.  The  allowance  for  staple,  moreover,  as  in  the  case  of  the  New 
York  Cotton  Exchange,  can  not  exceed  one-fourth  of  a  cent  per 
pound.  As  long-staple  cotton  frequently  sells  in  the  spot  market  for 
several  cents  per  pound  higher  than  short  staple  of  the  same  grade, 
the  effect  of  this  rule  is  to  prevent  the  tender  of  extra-staple  cotton  on 
future  contracts.  The  rules  of  the  New  Orleans  Cotton  Exchange 
with  respect  to  staple  cotton  are  as  follows: 

Staple  cotton  may  be  delivered  on  contract  and  allowed  a  pre- 
mium not  in  excess  of  ^  c.  per  pound. 

If,  at  the  time  cotton  is  offered  for  valuation  by  the  arbitration 
committee  on  classification,  the  deliverer  shall  request  that  the 
staple  of  such  cotton,  as  well  as  the  grade,  shall  be  taken  into 
consideration,  it  shall  be  the  duty  of  said  committee  so  to  do. 
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In  order  that  the  value  shall  be  allowed,  at  least  eighty  (80) 
bales  in  each  contract  shall  have  a  length  of  not  less  than  one 
and  one-sixteenth  (1^)  inches,  and  both  strength  and  style  shall 
be  considered  in  determining  staple  values. 

No  allowance  shall  be  made  on  account  of  staple  for  cotton 
grading  under  low  middling. 

When  allowance  is  made  it  shall  be  in  accordance  with  the 
actual  market  value  of  like  staple,  but  in  no  event  shall  more 
than  one-quarter  (i)  cent  per  pound  be  added  on  account  of 
staple. 

Special  characteristics  of  spot  quotations. — It  is  worth  noting, 
in  view  of  the  dissatisfaction  which,  as  shown  elsewhere,  has  fre- 
quently arisen  over  quotations,  that  quotation  committees  in  New  Or- 
leans and  in  nearly  all  other  southern  markets  quote  only  one  price 
for  each  grade  of  cotton,  and  not  a  range  of  actual  sale  prices  or  a 
bid-and-asked  range.  Furthermore,  these  prices  are  those  prevailing 
at  about  the  hour  of  the  committee's  meeting,  which  in  New  Orleans 
is  2  o'clock,  except  on  Saturdays.  Consequently,  if  a  change  in  the 
market  has  occurred  during  the  day,- the  prices  thus  established  in  the 
afternoon  will  be  at  variance  with  those  at  which  some  of  the  day's 
business  has  been  effected.  It  is  probable  that  this  point  has  been 
overlooked  at  times  by  those  who  have  challenged  the  accuracy  of 
official  quotations. 

The  important  point  to  be  brought  out  with  reference  to  this  New 
Orleans  system  of  establishing  differences,  in  contrast  with  the  New 
York  system,  is  that  the  quotation  committee  meets  daily  and  may 
change  the  quotations  every  day,  and  is  supposed  to  change  them 
every  day  if  market  conditions,  as  determined  by  actual  sales,  war- 
rant such  frequent  change.  Until  very  recently  the  spot-quotation 
committee  alone  could  change  the  quotations  of  the  various  grades, 
even  when  the  change  involved  changes  in  the  relative  values  or  dif- 
ferences between  grades.     Under  a  recent  amendment  to  the  rules," 

"Previous  to  the  recent  change  in  the  rules,  which  took  effect  on  March  8, 
1908,  the  spot-quotation  committee  had  been  retiuireil  to  meet  once  a 
month  with  the  committee  on  arbitration  and  classification,  which  consists  of 
eleven  members,  and  this  joint  committee,  which  is  known  as  the  revision  com- 
mittee, established  the  prices  of  the  various  grades  for  that  day.  Quotations 
established  by  this  joint  committee,  however,  were  no  more  binding  than  those 
of  the  spot-quotation  committee  itself,  and  could  be  changed  on  the  next  day 
by  the  spot-quotation  committee  alone  if  in  the  judgment  of  that  comniittoo 
majket  conditions  warranted  such  change.  The  original  idea  of  the  monthly 
meeting  of  the  revision  committee  was  that  the  joint  committee  would  line  up  or 
true  up  the  differences  at  least  once  a  mouth,  and  thus  help  the  spot-quota- 
tion committee  to  avoid  any  serious  error  prior  to  another  meeting  of  the  joint 
committee. 

The  committee  on  spot  quotations,  it  may  be  noted,  is  still  required  to  meet 
with  the  arbitration  committee  on  classification,  as  a  revision  connnittee,  regu- 
larly on  the  first  Friday  of  each  month  in  addition  to  meetings  at  the  re<iuest 
of  membera  of  the  £rpot-QUOtation  committee,  as  above  noted. 
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the  spot-quotation  committee  alone  can  not  change  quotations  in  such 
a  way  as  to  change  differences,  but  must,  in  case  a  change  of  that 
character  is  deemed  necessary,  call  in  the  arbitration  committee  on 
classification,  which,  as  already  stated,  is  a  body  of  eleven  members. 
This  does  not  mean  that  the  spot-quotation  committee  can  not 
change  quotations  of  the  various  grades,  but  simply  that  it  can 
not  make  changes  which  affect  the  relative  values  or  differences 
between  grades.  This  recent  amendment  to  the  rules  does  not  change 
the  fundamental  principle  of  the  New  Orleans  system — that  grade 
differences  applicable  to  contract  deliveries  are  to  be  changed  when- 
ever these  differences  or  relative  values  between  grades  are  changed 
in  the  spot  market.  Instead,  the  amendment  of  the  rules  was  in- 
tended to  secure  greater  accuracy  in  making  such  revisions. 

Section  6.  Method  of  establishing  differences  in  New  York. 

In  contrast  with  this  method  of  establishing  differences  between 
grades  for  deliveries  on  future  contracts  in  New  Orleans  on  the  basis 
of  actual  daily  transactions,  the  New  York  Cotton  Exchange  has 
for  a  long  time  established  these  differences  but  once  or  at  most  but 
twice  in  a  crop  year.  The  method  adopted  by  the  New  York  Cotton 
Exchange,  which  is  usually  known  as  the  "  fixed-difference  "  system, 
but  which  may  be  called  the  "  periodic-difference  "  system,  is  as  fol- 
lows : " 

A  committee  known^as  the  committee  on  revision  of  quotations  of 
spot  cotton  ^  is  chosen  yearly  by  the  board  of  managers  of  the  ex- 
change. This  committee  at  present  consists  of  17  members.  It  meets 
twice  a  year,  namely,  on  the  second  Wednesday  in  September  and  the 
third  Wednesday  in  November,  for  the  purpose  of  establishing  differ- 
ences between  middling  cotton  and  the  other  grades  recognized  by 
the  exchange,  to  be  used  in  settling  deliveries  on  future  contracts.  As 
a  matter  of  fact,  for  several  years  prior  to  1907  the  committee  took 
no  action  at  its  September  meeting,  so  that  it  has  in  practice  estab- 
lished differences  but  once  a  year.  In  1907  differences  were  revised 
at  the  September  meeting,  but  no  change  was  made  at  the  November 
meeting,  so  that  these  differences  again  hold  for  the  period  of  a  full 
year. 

The  by-laws  of  the  New  York  Cotton  Exchange  leave  wide  discre- 
tion to  the  revision  committee  in  the  fixing  of  differences,  as  will 
be  seen  from  the  following  excerpt  from  them : 

Sec.  67.  The  committee  on  revision  of  quotations  of  spot 
cotton  shall  consist  of  seventeen  members,  representing  the 
various  interests  of  the  exchange.  At  any  meeting  of  this  com- 
mittee ten  members  shall  constitute  a  quorum.    If  no  quorum  of 

^  The  two  terms  are  used  synonymously  in  this  report. 

*  This  committee  Is  hereafter  referred  to  as  the  revision  committee. 
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« 

this  committee  can  be  obtained,  the  president  shall  appoint  a 
sufficient  number  of  members  of  the  exchange  to  form  a  quorum. 

The  duty  of  this  committee  shall  be  to  meet  twice  a  year,  viz, 
on  the  second  Wednesday  of  September  and  the  third  ^Vednesday 
of  November,  at  three  thirty  o  clock  p.  m.,  and  receive  a  report 
from  the  committee  on  spot  quotations  as  to  the  state  of  the 
market;  also  suggestions  or  opinions  from  any  member  of  the 
exchange  regjardmg  the  revision  of  spot  quotations. 

The  committee  shall  on  the  day  of  meeting  consider  the  report 
of  the  committee  on  spot  quotations  and  the  suggestions  and  opin- 
ions presented  bv  members,  whether  in  writing  or  verbally,  and 
establish  the  differences  in  value  of  all  grades,  on  or  off.,  as  re- 
lated to  middling  cotton,  which  shall  constitute  the  rates  at  which 
grades  other  than  middling  may  be  delivered  upon  contract.  Its 
reports  shall  be  publicly  announced  bv  the  superintendent  at  the 
opening  of  the  exchange  on  the  day  following  its  meeting,  shall 
be  posted  for  five  days  upon  the  bulletin  of  the  exchange,  and 
shall  be  printed  in  the  official  circular  of  the  exchange. 

Should  any  day  appointed  for  a  meeting  of  this  committee  fall 
upon  a  holiday,  the  committee  shall  meet  upon  the  next  business 
day. 

The  superintendent  of  the  exchange  shall  place  upon  the  bulle- 
tin of  the  exchange  a  notice,  announcing  the  meeting  of  the  com- 
mittee, at  least  five  days  before  such  meeting  shall  he  held. 

The  provision  for  a  report  from  the  committee  on  spot  quotations 
has  for  a  long  time  been  more  or  less  of  a  dead  letter,  for  the  reason 
that  that  committee  quotes  a  price  for  middling  only.  Practically, 
differences  have  come  to  be  established  almost  altogether  on  the  per- 
sonal judgment  of  the  members  of  the  revision  committee.  Originally 
the  aim  of  the  committee  appears  to  have  been  to  establish  differences 
on  the  basis  of  the  commercial  differences  in  New  York  and  leading 
southern  markets  existing  at  the  date  of  the  committee's  meeting. 
Later,  however,  as  the  volume  of  spot  business  in  the  New  York  mar- 
ket decreased,  the  committee,  to  some  extent  at  least,  abandoned  this 
basis,  and  appears  to  have  attempted  to  forecast  the  probable  average 
of  differences  during  the  interval  before  another  meeting.  This,  how- 
ever, is  not  an  established  rule,  and  differences  for  many  years  have 
been  arrived  at  on  the  basis  of  any  considerations  which  the  committee 
has  seen  fit  to  take  into  account.  The  absence  of  any  fixed  rule,  and 
the  apparent  absence  of  any  common  understanding  among  members 
of  the  committee  as  to  what  basis  should  be  followed  in  fixing  differ- 
ences, are  well  illustrated  by  the  following  correspondence  taken  from 
the  minutes  of  the  New  York  Cotton  Exchange  at  a  time  when  some 
conflict  of  opinion  existed  among  members  of  the  committee  on  this 
point. 
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Philadelphia,  November  2S^  1903. 
Mr.  Robert  P.  McDougall, 

President  New  York  Cotton  Exchange^  New  York. 

Dear  Sir  :  We  most  earnestly  request  a  ruling  by  the  board  of 
managers  as  to  what,  under  section  72  <>  of  the  oy-laws,  shall  be 
considered  as  governing  the  committee  on  the  revision  of  quota- 
tions of  spot  cotton  in  fixing  the  differences  between  grades  under 
that  section. 

This  section  (72),  after  giving  particulars  and  the  time  of 
meeting,  states : 

"  The  committee  shall  on  the  day  of  meeting  consider  the  report 
of  the  committee  on  spot  quotations  and  suggestions  and  opinions 

I)resented  by  members,  whether  in  writing  or  verbally,  and  estab- 
ish  differences  in  value  of  all  grades  on  or  off  as  related  to  mid- 
dling cotton,  which  shall  constitute  the  rates  at  which  grades 
other  than  middling  may  be  delivered  on  contract." 

The  particular  point  that  we  request  a  ruling  upon  by  the  board 
of  managers  of  the  New  York  Cotton  Exchange  is  as  to  whether, 
under  section  72,  it  is  understood  that  these  differences  shall  be 
annually  fixed  in  accordance  with  the  commercial  value  of  the 
same  grades  in  the  South  and  their  selling  value  to  spinners,  with 
due  consideration  of  the  weather  conditions  which  have  existed 
and  are  existing,  as  they  may  affect  future  values  in  connection 
with  that  portion  of  the  crop  still  to  be  picked,  or  whether  the 
committee  may  establish  differences  between  the  values  of  the 
different  grades  as  they  may  deem  best,*  without  being  controlled 
by  the  commercial  values. 

We,  in  this  letter,  make  no  plea  for  any  particular  method,  but 
we  earnestly  request  that  the  board  of  managers  make  a  ruling 
upon  this  question.  We  consider  it  quite  as  necessary  a  decision 
for  the  exchange  to  make  as  any  which  would  govern  transactions 
in  futures,  and  also  a  vital  question  as  affecting  the  business  of 
the  cotton  world,  which  now  and  in  the  future  may  be  based 
upon  the  New  York  quotations.  It  will  certainly  have  a  bearing 
upon  the  merchant's  business  in  the  future,  and  as  cotton  mer- 
chants we  desire  to  know  the  facts. 

In  connection  with  our  request  we  attach  herewith  copy  of 
letter  addressed  to  the  chairman  of  the  committee  on  revision, 
together  with  copy  of  his  reply,  which  to  our  minds  fails  to  spe- 
cifically answer  the  question  addressed  to  him,  although  the  last 
clause  of  his  reply,  reading  that  "  No  measure  should  be  enter- 
tained for  individual  interests,"  with  which  sentiment  we  are 
heartily  in  accord,  would  indicate  that  the  differences  are  to  be 
governed  by  the  commercial  values  of  the  grades,  as  only  uncom- 
mercial or  artificial  differences  can  be  considered  as  favoring 
special  as  against  general  interests. 

Geo.  H.  McFadden  &  Bro. 
Following  are  copies  of  the  inclosures  referred  to  in  the  above 
letter : 


^  The  by-law  in  question  is  now  No.  67.    See  page  85. 
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Philadelphia,  November  19.  1903, 
Mr.  George  Brennecke, 

Chairman^  Committee  on  Revision^ 

New  York  Cotton  Exchange^  New  York, 
Dear  Sir:  Will  you  kindly  advise  us  your  understanding,  as 
chairman  of  the  committee  on  revision,  as*  to  the  basis  on  which 
the  differences  between  grades  should  be  fixed  by  the  revision 
committee  ?  That  is,  w^hat  facts  should  be  considered  by  them  ? 
One  of  the  members  of  this  firm  is  a  member  of  the  revision  com- 
mittee, but  we  request  a  statement  from  you  as  to  your  inter- 
pretation of  how  the  differences  should  be  arrived  at.  We  desire 
to  know  whether  or  not  his  ideas,  which  are  the  same  as  our  own. 
are  in  accord  with  your  understanding  of  the  duty  of  the  com- 
mittee in  determining  what  is  to  govern  them. in  fixing  the  dif- 
ferences. It  is  only  fair  to  the  members  of  the  committee  that 
the  facts  which  are  to  govern  them  should  be  know'n  to  the  mem- 
bers of  the  exchange. 

Yours,  truly,  George  H.  McFadden  &  Bro. 


New  York,  November  20^  1903. 
Messrs.  George  H.  McFadden  &  Bro., 

Philadelphia. 
Dear  Sir:  In  answer  to  your  yesterday's  favor  I  T)eg  to  say 
that  in  my  understanding  the  duties  of  the  revision  committee 
are  the  same  as  those  of  any  other  connnittee,  or,  in  fact,  of 
any  officer  or  the  board  of  managers  of  the  exchange.  That  is. 
the  welfare  of  the  exchange  should  be  considered  only  and  no 
measures  should  be  entertained  for  individual  interests. 
Very  truly,  yours, 

George  Brenneckk. 

The  board  of  managers,  at  the  meeting  in  which  this  request  was 
considered,  adopted  a  resolution  providing  that  the  communication 
be  acknowledged  with  the  statement  that  it  was  not  w  ithin  the  prov- 
ince of  the  board  of  managers  to  interpret  the  by-laws  of  the  ex- 
change. 

It  will  be  seen,  therefore,  that  the  revision  committee  is  practically 
unrestricted  by  any  rules  in  the  work  of  establishing  differences  be- 
tween grades,  the  prescribed  duties  simply  being  to  meet  on  the 
dates  stated,  to  receive  a  report  from  the  committee  on  spot  quotations, 
as  well  as  suggestions  or  opinions  from  members  of  the  exchange, 
to  consider  such  reports,  suggestions,  and  opinions,  and  "  establish 
the  differences  in  value  of  all  grades  on  or  off,  as  related  to  mid- 
dling cotton,  which  shall  constitute  the  rates  at  wiiich  grades  otlier 
than  middling  may  be  delivered  upon  contract."  In  i)ractice  the 
committee,  through  the  superintendent  of  the  exchange,  usually 
communicates  with  leading  southern  markets  just  prior  to  its  meet- 
ings in  order  to  ascertain  what  the  prevailing  commercial  differ- 
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ences  in  those  markets  are,  and  the  general  character  of  the  crop. 
The  extent  to  which  such  information  obtained  from  southern  mar- 
kets has  been  followed  in  actually  fixing  differences  on  some  occa- 
sions is  discussed  in  the  following  chapter. 

The  differences  having  been  established  by  the  committee,  they  can 
not,  under  the  by-laws  of  the  New  York  Cotton  Exchange,  be  altered 
until  the  next  regular  meeting  of  the  committee — ^that  is,  after  the 
committee  meets  in  September  the  differences  can  not  be  altered  until 
the  November  meeting,  and  after  that  meeting  they  can  not  be  altered 
until  the  following  September. 

In  1907  a  recommendation  was  made  by  a  special  committee  on  re- 
vision, and  indorsed  by  the  board  of  managers,  providing  for  an  ad- 
ditional meeting  of  the  revision  committee  in  December,  with  the 
further  provision  that  the  differences  established  at  that  meeting 
should  be  subject  to  review  by  the  board  of  managers,  provided  a  re- 
quest for  such  review  were  made  by  50  members  of  the  exchange 
within  ten  days  after  the  meeting.  This  proposed  amendment  to  the 
by-laws  was  lost  on  a  tie  vote. 

Earlier  methods  of  establishing  differences  in  New  York. — 
The  New  York  Cotton  Exchange  for  many  years  employed  the  com- 
mercial-difference system,  and  it  was  not  until  1897  that  the  present 
policy  of  holding  but  two  meetings  of  the  revision  committee  yearly 
was  adopted.  For  several  years  after  the  New  York  Cotton  Ex- 
change was  organized  the  spot-quotation  committee  was  required  to 
meet  twice  daily,  except  on  Saturdays  (when  only  one  meeting  was 
held),  to  establish  the  market  quotations  of  the  recognized  grades  of 
cotton.  These  quotations,  like  those  of  the  New  Orleans  Cotton  Ex- 
change at  the  present  time,  were  used  as  the  basis  for  adjusting  differ- 
ences on  contract  deliveries.  Some  time  later  the  committee  was 
required,  at  its  first  meeting  daily,  to  quote  only  low  middling  and 
middling  cotton;  but  daily  quotations  were  required  at  the  final 
meeting  for  all  the  principal  grades.  Still  later,  good  ordinary  was 
added  to  the  list  of  grades  required  to  be  quoted  at  both  meetings. 

In  November,  1880,  the  rules  were  amended  by  providing  for  a 
revision  committee  of  the  exchange,  which  was  to  consist  of  eight 
members.  The  duties  of  this  revision  committee  were  defined  as 
follows : 

The  duty  of  this  committee  shall  be  to  meet  and  act  in  con- 
junction with  the  quotation  committee  at  the  second  meeting  of 
said  committee  on  Thursday  of  each  week,  and  also,  at  the  call 
of  the  chairman  of  the  quotation  committee,  on  any  other  day 
that  the  quotation  committee  may  deem  a  revision  of  grades 
desirable. 

It  will  thus  be  seen  that  a  revision  in  grade  differences  could  not 
be  made  by  the  quotation  committee  without  consulting  the  revision 
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ccmimittee.  As  the  reyisiou  committee,  however,  was  required  to 
meet  at  least  once  a  week,  it  was  doubtless  the  intention  that  this  com- 
mittee should  follow  the  commercial-difference  principle.  In  May, 
1888,  an  amendment  to  the  by-laws  was  adopted  by  which  meetings 
of  the  revision  committee  were  limited  to  nine  a  year,  namely,  on  the 
second  Wednesday  of  September,  October,  November,  December,  Jan- 
uary, February,  March,  April,  and  June.  The  duties  of  the  com- 
mittee were  defined  as  follows: 

To  meet  *  *  *  and  receive  a  report  from  the  quotation 
committee  as  to  the  state  of  the  market;  also  sug^stions  or 
opinions  from  any  members  of  the  exchange  regarding  the  re- 
vision of  spot  quotations.  They  shall  then  (on  the  day  of  the 
meeting)  furnish  to  the  sui)erintendent  of  the  exchange  a  written 
statement  of  any  revision  in  quotati6ns  which  they  deem  advis- 
able and  which  shall  constitute  the  official  quotations  of  the  ex- 
change. 

In  October,  1888,  amendments  were  adopted  by  which  the  quotation 
committee  was  required  to  establish  the  market  quotation  of  middling 
cotton  only,  these  amendments  providing  that  the  relative  differences 
in  valuation  between  the  grades,  not  only  for  contract  deliveries,  but 
also  for  spot  quotations,*  should  be  those  determined  by  the  revi- 
sion committee.  The  provision  requiring  the  revision  committee  to 
meet  nine  times  a  year  remained  in  force  until  October  20,  1897,  when 
an  amendment  to  the  by-laws  was  adopted  providing  that  the  revision 
committee  should  meet  only  twice  a  year,  namely,  on  the  second  Wed- 
nesday of  September  and  the  third  Wednesday  of  November.  This 
provision  is  still  in  effect,  amendments  submitted  in  1907  providing 
for  an  additional  meeting  of  the  committee  having  been  lost,  as  above 
noted,  on  a  vote  of  the  members  of  the  exchange. 

For  part  of  the  time  that  the  revision  committee  was  required  to 
meet  nine  times  a  year  it  was  directed  to  obtain  quotations  of  the 
various  grades  of  cotton  from  southern  markets,  as  will  be  seen  from 
the  following  excerpt  from  the  rules : 

It  shall  further  be  the  duty  of  this  committee  to  obtain,  not 
•later  than  the  first  of  November  in  each  year,  from  the  cotton 
exchanges  of  Galveston,  New  Orleans,'  Mobile,  Savannah, 
Charleston,  Norfolk,  Memphis,  and  Augusta,  full  sets  of  tvpes 
of  both  white  and  stained  cotton,  which  types  shall  be  submitted 
to  the  classification  committee  of  the  exchange  for  comparison 
with  the  standard  types  of  this  exchange,  obtaining  from  such 
classification  committee  a  certificate  of  the  difference,  if  any, 
between  each  type  so  received  from  the  various  exchanges  and 
the  type  bearing  the  same  name  of  this  exchange.  After  having 
obtained  such  types  from  the  other  exchanges  and  the  certificate 
of  comparison  of  grades  from  the  classification  committee,  it 

«  See  page  242. 
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shall  be  the  duty  of  the  revision  committee  to  procure,  through 
the  superintendent  of  the  exchange,  from  the  various  exchanges 
named,  quotations  of  the  various  ^ades,  both  white  and  stained, 
ruling  in  the  markets  named,  in  time  for  the  regular  meeting  of 
the  revision  committee,  as  provided  in  the  preceding  section. 

This  requirement  was  later  abandoned.  The  present  duties  of  the 
revision  committee,  as  defined  by  the  by-laws,  have  already  been 
given  on  page  85. 

By  an  amendment  adopted  November  22,  1893,  it  was  provided 
that  spot  prices  should  be  quoted  in  the  daily  circular  of  the  exchange 
only  for  middling  upland  and  middling  gulf  cotton. 

It  will  be  seen,  therefore,  that  from  the  organization  of  the  ex- 
change down  to  November,  1880,  spot  quotations  of  the  various  grades 
which  governed  differences  for  contract  deliveries  were  established 
by  the  spot-quotation  committee,  but  that  beginning  in  November, 
1880,  and  continuing  until  1888,  the  revision  committee  was  required 
to  meet  at  least  once  a  week,  in  conjunction  with  the  spot-quotation 
committee,  and  that  no  revision  of  grade  differences  could  be  made 
except  at  such  joint  meeting.  Since  1888  the  establishment  of  grade 
differences  has  been  wholly  within  the  hands  of  the  revision  com- 
mittee. From  1888  to  October,  1897,  the  committee  was  required  to 
meet  practically  once  a  month  during  the  active  season,  or  nine  times 
a  year ;  since  October,  1897,  the  committee  has  b^en  required  to  meet 
but  twice  a  year. 

Section  7.  Method  of  establishing  differences  in  Liverpool. 

The  method  of  establishing  differences  for  settlement  of  deliveries 
on  future  contracts  on  the  Liverpool  Cotton  Association  is  similar 
to  that  employed  in  New  Orleans  in  that  relative  commercial  values 
are  the  basis.  The  practice  in  Liverpool,  as  far  as  American  cotton 
is  concerned,  is  briefly  as  follows : 

A  panel  of  18  arbitrators  is  selected  annually  by  members  of  the 
association  to  represent  the  respective  interests  of  members  dealing 
in  American  cotton,  the  proportion  of  such  representation  being  fixed 
annually  by  the  directors  of  the  association.  Five  members  of  this 
committee  form  a  quorum. 

When  cotton  is  tendered  on  contract,  2  arbitrators  from  the  panel 
of  18,  selected  by  a  process  of  rotation,  act  on  each  tender,  one 
arbitrator  representing  the  buyer  and  the  other  the  seller.  Neither 
the  buyer  nor  the  seller,  however,  knows  who  is  to  act  as  his 
arbitrator,  nor  is  any  arbitrator  supposed  to  know  the  firm  for  whom 
he  is  acting.  Samples  of  the  cotton  to  be  arbitrated  are  exposed  on 
tables  in  the  arbitration  rooms,  such  samples  usually  being  grouped 
into  several  lots  or  marks,  of  approximately  uniform  grade,  not  more 
than  four  marks  being  allowed  any  one  tender.  The  arbitrators  fix  a 
43225— H.  Doc.  949,  60-1 8 


92  COTTON   EXCHANGES — GRADE  DIFFERENCES. 

value  upon  these  samples,  using  middling  as  a  basis.  Thus,  a  given 
lot  would  be  declared  by  the  arbitrators  to  be  worth,  say,  30,  40,  or 
more  points  on  or  off  middling,  as  the  case  may  be,  and  when  the 
cotton  is  tendered  on  contract  these  premiums  or  deductions  would 
be  added  to  or  deducted  from  the  contract  price. 

In  the  event  that  either  buyer  or  seller  is  dissatisfied  with  the 
arbitrators'  award,  an  appeal  may  be  made  to  what  is  known  as  the 
appeal  committee.  This  appeal  committee  is  elected  by  the  members 
of  the  association.  Members  of  this  appeal  committee  may  also  serve 
as  arbitrators,  but  they  are  not  allowed  to  serve  on  an  appeal  commit- 
tee to  pass  upon  cotton  which  they  have  already  passed  upon  as 
arbitrators.  They  examine  the  cotton  in  substantially  the  same  man- 
ner as  the  original  arbitrators,  but  their  award  is  final  and  binding 
upon  both  buyer  and  seller.  If  cotton  is  tendered  which  is  not 
within  the  range  of  quality  prescribed  by  the  contract,  it  may  be 
rejected  and  returned  to  the  seller  with  a  penalty. 

It  will  be  seen,  therefore,  that  the  process  of  arbitration  in  Liver- 
pool is  merely  an  appraisal  or  valuation  of  the  cotton  tendered  rela- 
tively to  middling.  The  arbitrators  do  not  undertake  to  say  that  the 
cotton  is  of  any  specific  grade.  The  Liverpool  Cotton  Association 
has  a  spot-quotation  committee,  which  sits  daily,  and  the  quotations 
of  all  grades  are  subject  to  alteration  on  any  day  at  the  discretion  of 
this  committee.  The  committee  is  supposed  to  establish  its  quotations 
in  accordance  with  the  prices  obtainable  in  the  open  spot  market.  Its 
quotations  are  used  as  a  guide  by  the  arbitration  and  appeal  com- 
mittees, but  are  not  so  binding  as  similar  quotations  in  the  New 
Orleans  market. 

The  Liverpool  Cotton  Association  maintains  duplicate  standards 
of  American  cotton,  one  set  of  which  is  known  as  the  reserve  stand- 
ard, and  the  other  as  the  working  standard.  These  standards  are 
supposed  to  be  made  up  annually  by  the  appeal  committees  for 
American  cotton  and  are  kept  in  the  possession  of  the  secretary  of  the 
association.  The  reserve  standards  can  not  be  altered  without  the 
express  authority  of  the  association.  The  by-laws  of  the  association 
provide  that  the  working  standards  shall  be  compared  with  the  re- 
serve standards  by  the  appeal  conmiittee  for  American  cotton  at  least 
once  a  month  and  shall  be  renewed  at  least  once  a  year.  The  working 
standards  are  to  be  available  in  the  settlement  of  arbitrations  and 
appeals. 

The  standards  of  the  Liverpool  Cotton  Association  are  not  identical 
with  those  of  the  same  name  recognized  by  the  New  York  Cotton 
Exchange,  good  ordinary  cotton  in  Liverpool  really  being  fairly  close 
in  grade  to  the  low  middling  of  New  York.  In  the  case  of  the  grades 
above  middling,  however,  the  quality  in  Liverpool  is  rather  lower 
than  that  for  the  grades  of  the  same  names,  respectively,  recognized 
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by  the  New  York  Exchange.  Middling  itself  means  about  the  same 
grade  of  cotton  in  the  two  markets.  The  Liverpool  contract  for 
American  cotton  permits,  the  delivery  of  any  grade  from  good  ordi- 
nary to  fair.  Prior  to  1901  nothing  below  low  middling  could  be 
tendered.  Owing  to  the  differences  in  the  standards  just  alluded  to, 
however,  cotton  which  would  pass  as  good  ordinary  in  New  York 
might  not  and  probably  would  not  be  accepted  in  Liverpool. 

Allowance  for  extra  staple  in  Liverpool. — ^Whereas  both  the 
New  York  and  New  Orleans  cotton  exchanges  limit  the  allowance  for 
extra  length  of  staple  in  contract  cotton  to  one-fourth  cent  per  pound 
and  make  no  allowance  unless  80  per  cent  of  the  cotton  in  a  given 
tender  shows  staple  of  a  certain  length,  in  Liverpool  the  allowance 
for  extra  staple  is  made  for  each  bale  showing  such  length,  and  more- 
over is  not  limited,  but  is  supposed  to  accord  with  the  value  of  such 
cotton  in  the  open  market.  These  allowances  vary  very  widely  with 
the  character  of  the  crop.  In  the  season  of  1906-7,  when  the  grade  of 
the  American  crop  was  phenomenally  low,  allowances  for  extra  long 
staple  ranged  in  some  cases  as  high  as  400  points ;  that  is,  as  high  as 
4d.  per  pound.  The  practice  of  allowing  or  endeavoring  to  allow  full 
value  of  staple  is  objected  to  by  some  on  the  ground  that  the  buyer 
of  a  basis  contract  may  be  forced  to  receive  very  high  grade  cotton 
which  he  may  not  desire  and  which,  owing  to  the  difficulty  in  classing 
and  the  wide  range  of  value,  he  may  not  be  able  to  dispose  of  in 
the  spot  market  at  the  same  relative  value  at  which  he  was  obliged  to 
pay  for  it  when  it  was  tendered  him. 

Section  8.  General  method  of  establishing  spot  quotations  in  southern 
markets. 

The  method  of  establishing  spot  quotations  in  New  Orleans  by  a 
committee  which  meets  daily,  and  which  is  supposed  to  be  governed 
by  actual  transactions  in  the  open  market,  is  employed,  in  substance, 
in  all  other  important  spot  markets  of  the  South.  As  no  other  south- 
ern market,  however,  has  an  exchange  on  which  futures  are  dealt  in, 
some  of  the  features  of  the  New  Orleans  system  are  not  duplicated. 
In  some  of  the  smaller  markets  the  work  of  establishing  quotations, 
especially  for  inactive  grades,  is  done  in  a  more  or  less  perfunctory 
manner.  Another  consideration  of  some  importance  is  that  many 
southern  exchanges  do  not  maintain  standard  types  of  grades,  or 
maintain  them  only  in  a  rather  haphazard  manner.  These  circum- 
stances were  taken  into  account  by  the  Bureau  in  its  investigation. 
In  other  southern  markets,  however,  quotations  are  established  with 
care.  An  important  feature  of  the  methods  of  establishing  quota- 
tions is  that,  either  by  rule  or  by  custom,  it  is  almost  the  universal 
practice  to  have  both  buyers  and  sellers  represented  on  the  quotation 
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committees.  A  -brief  description  of  the  actual  practices  employed  by 
the  quotation  committees  of  various  exchanges  is  given  below : 

Galveston,  Tex. — The  rules  of  the  Galveston  Cotton  Exchange 
and  Board  of  Trade  provide  that  the  board  of  directors  shall  annually 
appoint  a  committee  on  quotations  and  classification,  and  that  this 
committee  shall  be  composed  of  six  members,  consisting  of  three  fac- 
tors and  three  buyers  or  brokers.  The  duty  of  this  committee  is  "  to 
furnish  daily  quotations  of  the  different  grades  of  cotton,  based  on 
the  standards  of  this  market,  adopted  by  this  exchange,  which  are  to 
be  posted  prominently  in  the  exchange  rooms." 

The  committee  meets  daily  and  sales  are  reported  to  it  on  a  slip  of 
paper  showing  buyers  and  sellers,  quantities,  and  prices  at  which  sales 
have  been  made.  These  prices  are  discussed,  together  with  the  relative 
position  of  the  Galveston  market  and  other  markets,  and  then  a  vote  is 
taken  as  to  whether  or  not  the  quotation  of  the  previous  day  shall  be 
changed.  Change  is  made  by  majority  vote.  In  case  of  tie,  the  chair- 
man of  the  committee  votes  a  second  time,  and  this  determines  the 
quotation. 

Investigation  showed  that  the  official  standards  of  the  exchange 
haye  not  been  regularly  renewed ;  this  is  true  of  many  other  southern 
exchanges. 

Houston,  Tex. — The  by-laws  of  the  Houston  Cotton  Exchange  and 
Board  of  Trade  provide  that  the  board  of  directors,  at  their  first  meet- 
ing after  the  second  Wednesday  in  April,  shall  appoint  a  quotation 
committee  consisting  of  five  members,  and  they  make  it  the  duty  of 
this  committee  to  furnish  daily  quotations  based  on  Houston  standards. 

In  practice  this  committee  consists  of  three  factors  and  two  buyers, 
and  quotations  are  based  upon  the  sales  that  have  been  made  during 
the  day.  Houston  and  Galveston  are  rival  markets,  and  it  w^as  stated 
by  members  of  the  Houston  Exchange  that  there  is  a  tendency  to 
quote  the  Houston  market  high ;  but  that  at  the  same  time  there  is  a 
determination  on  the  part  of  Houston  cotton  interests  to  make  the 
cotton  bring  official  quotations. 

Memphis,  Tenn. — The  committee  on  classification  and  quotations  is 
appointed  by  the  board  of  directors.  Article  VII  of  the  by-laws  pro- 
vides that  this  comn\ittee  shall  be  composed  of  seven  members,  and  it 
shall  be  their  duty  "  to  furnish  daily  quotations  of  the  different  grades 
of  cotton  based  on  the  standards  of  this  market  as  adopted  by  this 
exchange.'"  Quotations  are  to  be  posted  prominently  in  tlie  exeliange 
room  at  12  m.  and  3  p.  m.  of  each  day. 

In  practice  the  spot-quotation  committee  serves  one  month  and  is 
composed  of  four  buyers  and  three  factors  one  month,  and  tlie  next 
month  is  composed  of  four  factors  and  three  buyers,  the  chairman 
alternating.    The  quotations  of  the  committee  are  based  upon  actual 
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sales  made  during  the  day.  If  it  should  occur  that  a  member  of 
the  committee  has  not  made  a  purchase  or  a  sale  during  the  day,  he 
gets  his  information  as  to  prices  from  other  members  of  the  ex- 
change who  have  bought  or  sold. 

Little  Rock,  Ark. — The  cotton  and  quotation  committee  of  the 
Little  Rock  Board  of  Trade  consists  of  five  cotton  dealers,  and  it 
is  a  part  of  the  duty  of  this  committee  to  obtain  and  publish  prices 
of  cotton  in  the  Little  Rock  market. 

This  committee  is  appointed  annually  by  the  president  of  the 
board  of  trade.  The  chairman  of  this  committee  each  month  appoints 
a  subcommittee  on  quotations,  and  this  subcommittee  each  day  de- 
termines the  quotations  for  the  local  market.  The  committee  is  com- 
posed of  two  buyers  and  one  factor.  Each  member  of  the  subcom- 
mittee, either  from  his  own  transactions  or  the  transactions  of  others, 
puts  prices  on  a  slip  of  paper,  and  these  slips  are  turned  over  by  the 
committee  to  the  secretary  of  the  exchange.  If  any  two  agree,  their 
figures  are  the  prices;  if  each  is  different  the  average  of  all  prices 
is  used.  The  quotations  are  based  upon  the  actual  spot  transactions 
of  the  day. 

Augusta,  Ga. — Article  VI  of  the  constitution  of  the  Augusta 
Exchange  and  Board  of  Trade  provides  for  a  committee  on  classi- 
fication and  quotation  consisting  of  six  members,  and  it  is  made  the 
duty  of  this  committee  to  furnish  to  the  secretary  daily  quotations 
of  the  different  grades  of  cotton  based  on  the  standards  of  the 
Augusta  Exchange. 

The  rules  of  the  exchange  make  no  provision  as  to  the  composition 
of  the  committee,  but  in  practice  it  consists  of  three  buyers  and  three 
sellers.  If  three  buyers  and  one  seller  or  three  sellers  and  one  buyer 
unite  on  a  quotation,  that  is  the  quotation  for  the  day.  In  case  of  a 
tie  two  quotations  are  posted;  thus,  if  three  members  of  the  com- 
mittee agree  that,  say,  12  cents  shall  be  the  quotation,  and  three 
others  agree  that  it  shall  be  12^  cents,  then  the  quotation  is  posted 
12-12^.  Otherwise,  in  case  a  majority  fails  to  agree  on  a  quotation 
an  average  of  all  the  quotations  is  taken,  or  a  special  meeting  of  the 
committee  is  called  to  settle  the  question." 

Charleston,  S.  C. — Spot  quotations  are  established  every  day  by 
reports  made  to  the  committee  on  classification  and  quotations  up  to 
2  o'clock,  and  they  are  based  upon  the  sales  of  cotton  which  are  made 
in  the  market. 

The  committee,  in  practice,  is  composed  of  three  buyers  and  three 
sellers,  and  the  president  of  the  exchange  is  ex  ofiicio  chairman.     The 

<»lt  should  be  stated  in  connection  with  the  Augusta  Exchange  that  its 
classification  is  higher  than  that  adopted  in  most  other  markets.  Augusta 
middling  is  about  the  same  as  Liverpool  good  middling,  and  about  the  same 
as  New  York  strict  good  middling. 
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committee  bases  its  work  upon  the  prices  at  which  cotton  has  actually 
changed  hands,  and  these  prices  are  supposed  to  represent  all  sales 
made  during  the  day. 

Mobile,  Ala. — The  by-laws  of  the  exchange  provide  that  the  board 
of  directors  shall  appoint  a  committee  on  classification  and  quota- 
tions, and  that  this  committee  shall  furnish  daily  quotations,  which 
are  to  be  posted  prominently  in  the  exchange.  The  comriiittee  con- 
sists of  five  members,  two  of  whom  retire  every  month.  It  is  claimed 
by  some  that  quotations  do  not  always  fairly  represent  ruling  prices, 
and  there  is  strong  reason  for  believing  this  to  be  true.  Examination 
of  the  records  of  the  exchange  showed  that  quotation  committees  were 
frequently  careless  in  changing  differences.  This  indicates  that  quo- 
tations are  more  or  less  nominal  and  perfunctory.  This  conclusion, 
moreover,  was  confirmed  by  admissions  of  members  of  the  Mobile 
Cotton  Exchange. 

Natchez,  Miss. — ^The  rules  of  the  Natchez  Cotton  and  Merchants' 
Exchange  provide  for  a  committee  on  classification  and  quotations, 
but  such  committee  rarely  ever  meets;  in  fact,  it  was  stated  by  the 
secretary  of  the  exchange  that  it  had  not  met  more  than  once  in 
twelve  months.  There  are  no  quotations  for^  the  different  grades  of 
cotton,  and  no  standard  of  types  has  ever  been  established.  Trans- 
acti(His  are  based  nominally  on  New  Orleans  standards,  and  New 
Orleans  quotations  always  control. 

ViCKSBjjRG,  Miss. — The  by-laws  of  the  Vicksburg  Cotton  Exchange 
provide  for  a  committee  on  classification  and  quotations,  and  make 
it  one  of  the  duties  of  this  committee  to  quote  daily  the  prices  of  cot- 
ton sold  on  the  market.  The  secretary  and  other  members  of  the 
exchange  stated  that  a  large  proportion  of  the  cotton  sold  in  Vicks- 
burg is  staple  cotton,  and  that  no  prices  are  ever  quoted,  because  no 
satisfactory  method  of  arriving  at  quotations  of  staple  cotton  that 
would  intelligently  represent  the  market  has  ever  been  devised. 

Savannah,  Ga. — The  by-laws  of  the  Savannah  Cotton  Exchange 
provide  that  the  board  of  directors  shall  appoint  a  committee  on  quo- 
tations, whose  duty  shall  be  to  furnish  quotations  for  grades  of  cotton 
based  on  the  standards  of  the  Savannah  market.**  While  there  is  no 
rule  providing  that  this  committee  shall  consist  of  both  buyers  and 
sellers,  yet  in  practice  the  committee  is  usually  thus  comj^osed.  In 
order  to  arrive  at  what  the  quotations  shall  be  a  book  is  taken  around 
each  day  about  half  an  hour  before  the  close,  and  each  member  of 
the  committee  writes  in  the  book  the  quotation  which  he  thinks 
should  be  established.     The  quotations  are  based  on  even-running 

<»The  Savannah  Exchange  has  adopted  the  Liverpool  classification,  and  in 
comparing  Savannah  quotations  with  quotations  in  other  southern  markets  this 
should  be  kept  in  mind. 
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grades,  and  a  majority  rules  in  determining  what  the  quotations 
shall  be. 

Selma,  Ala. — The  Selma  Cotton  Exchange  has  no  printed  rules. 
Spot  quotations  are  determined  by  a  committee,  who  approach  buyers 
from  day  to  day  and  inquire  what  they  are  paying. 

Shreveport,  La. — Article  III  of  the  by-laws  of  the  Shreveport 
Board  of  Trade  and  Cotton  Exchange  provides  that  the  committee 
on  classification  and  quotations  shall  be  composed  of  four  members — 
two  sellers  and  two  buyers — and  it  is  made  the  duty  of  this  committee 
to  furnish  daily  quotations  of  the  different  grades  of  cotton,  which 
shall  be  posted  prominently  in  the  board  of  trade  rooms  at  12  o'clock 
noon  and  3  p.  m.  each  day. 

In  practice  this  committee  is  called  together  about  2  o'clock  each 
day,  and  its  members  then  decide  on  the  official  quotations  for  the 
day.  Members  of  the  committee  are  supposed  to  have  before  them 
figures  at  which  cotton  has  changed  hands  during  the  day.  These 
figures  may  not  represent  all  sales,  but  as  the  committee  is  composed 
of  factors  and  buyers  actually  in  the  market  it  is  assumed  that  at 
least  some  of  the  cotton  sold  during  the  day  has  passed  through  their 
hands.  The  value  of  each  grade  is  supposed  to  be  determined  by 
its  actual  worth  on  the  day ;  if  no  trade  has  been  made  in  any  par- 
ticular grade,  and  the  price  asked  by  the  factor  and  the  price  bid 
by  the  buyer  are  given,  the  committee  use  such  bids  and  offers  in 
determining  the  quotation.  In  case  the  committee  can  not  agree,  the 
secretary  of  the  exchange  has  authority  to  call  in  some  other  member. 
In  the  appointment  of  this  fifth  member  of  the  committee  it  is  cus- 
tomary to  alternate  between  buyers  and  factors  from  time  to  time. 

No  standard  of  types  has  ever  been  provided  for  the  Shreveport 
market.  Quotations  are  supposed  to  be  based  on  middling  uplands. 
A  considerable  quantity  of  staple  cotton  is  sold  in  the  Shreveport 
market,  and  it  changes  hands  at  such  varying  prices  for  different 
lengths  of  staple  that  no  attempt  is  made  to  establish  quotations  for  it. 

The  accuracy  of  quotations  in  some  of  these  southern  markets  has 
frequently  been  challenged,  and,  as  above  stated,  the  work  of  quo- 
tation committees  has  at  times  been  performed  in  a  perfunctory 
manner.** 

Section  9.  Special  characteristics  of  basis  contracts. 

Price  of  contracts  ordinarily  below  price  of  spot  middling. — 
The  privilege  enjoyed  by  the  seller  of  a  basis  future  contract,  as 
previously  described,  of  tendering  a  variety  of  grades  or  any  grade 
instead  of  a  specific  grade  has  a  tendency  to  depress  the  price  of  basis 

«  See  page  322. 
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middling  contracts  as  compared  with  the  price  of  middling  cotton  in 
the  spot  market.  This  is  due  to  the  fact  that  most  spinners  require 
substantially  "even-running"  cotton — ^that  is,  cotton  of  practically 
uniform  quality — and  can  not  use  a  wide  assortment  of  grades.  Mid- 
dling cotton  in  the  spot  market  is  stich  even-running  cotton ;  that  is, 
it  is  cotton  of  4;hat  particular  grade,  or  in  any  event  cotton  which 
ranges  in  quality  only  slightly  frcmi  that  grade.  It  is,  therefore, 
more  desirable  than  a  miscellaneous  assortment  including  other 
grades,  and  this  even  though  those  other  grades  be  paid  for  only  at 
their  proper  values  in  relation  to  middling.  For  instance,  a  spinner 
desiring  middling  white  cotton  could  not  perhaps  use  stained  cotton 
at  any  price.  If  such  stained  cotton  is  tendered  him  on  contract,  his 
only  recourse  is  to  resell  or  retender  it ;  this  involves  both  trouble 
and  expense.  Consequently,  it  is  apparent  that  although  he  may  be 
able  to  dispose  of  such  cotton  at  the  proper  "  difference  "  as  compared 
with  middling  a  buyer  of  a  basis  middling  contract  will  ordinarily 
pay  less  than  he  would  for  middling  cotton  in  the  spot  market.  This 
means  that  ordinarily  a  basis  contract  maturing  in  a  current  or  spot 
month  will  sell  somewhat  under  the  price  of  even-running  middling 
in  a  spot  market. 

This  tendency  of  the  price  of  a  basis  contract  to  run  slightly  below 
the  current  spot  price  of  middling  is,  however,  under  normal  con- 
ditions, and  provided  differences  are  in  accord  with  the  commercial 
differences  existing  in  the  spot  market,  obviously  limited.  This  is 
due  to  the  fact  that  any  great  discount  in  the  contract  price  would 
enable  the  purchaser  of  a  contract  to  obtain  the  undesired  grades  on 
a  basis  so  low  that  he  could  resell  them  at  a  profit  in  the  spot  market, 
which  profit  would  leave  the  net  cost  of  the  desired  grades,  on  the 
other  hand,  lower  than  that  at  which  they  could  be  purchased  in  the 
spot  market.  The  normal  discount  in  the  contract  price  as  compared 
with  the  spot  price  of  middling,  arising  from  these  considerations 
alone,  is  about  15  to  25  points.  Thus,  if  in  March  the  spot  price  of 
middling  cotton  is  12  cents,  the  price  of  March  future  contracts 
should  ordinarily  be  about  11.75  to  11.85  cents.  For  reasons  ex- 
plained in  the  following  chapter,  this  normal  discount  is  not  always 
maintained. 

Surplus  grades  ordinarily  those  tendered  on  contract. — An- 
other important  feature  of  basis  future  contracts,  and  one  which  also 
tends  to  depress  their  price  relatively  to  the  price  of  spot  middling, 
is  that  ordinarily  only  the  surplus  or  temporarily  undesirable  grades 
of  cotton  are  tendered  on  them.  This  is  due  to  the  fact,  just  pointed 
out,  that  spinners  will  pay  more  for  even-running  grades  than  for  a 
miscellaneous  assortment  of  grades.  Therefore,  it  is  clearly  to  the 
interest  of  the  seller  to  dispose  of  his  cotton  as  far  as  possible  directly 
to  spinners  in  even-running  lots.    When,  however,  owing  to  an  in- 
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crease  in  the  supply  or  a  falling  off  in  the  demand  for  certain  grades 
the  holder  can  not  thus  readily  dispose  of  them  in  the  trade,  he  ten- 
ders them  on  contract.  In  the  same  way  he  often  utilizes  the  contract 
market  to  dispose  of  broken  lots  consisting  of  miscellaneous  grades 
or,  as  they  are  termed  in  the  trade,  "  overs."  But  it  is  clear  that  the 
seller  of  cotton  will  so  far  as  practicable  dispose  of  his  stock  in  the 
market  which  offers  the  best  price,  and  this,  under  ordinary  condi- 
tions, is  the  spot  market.* 

As  just  noted,  this  practice  of  delivering  surplus  grades  has  a 
tendency  to  depress  the  price  of  future  contracts  relatively  to  the 
spot  price  of  middling.  If  a  spinner  who  desires  a  good  grade  of 
cotton  like  good  middling  receives  a  low  grade  like  low  middling — 
a  surplus  grade,  say,  for  the  time  being — he  must  resell  or  retender 
it ;  either  course  involves  some  expense.  The  probability,  or  for  that 
matter  the  possibility,  that  he  will  thus  receive  surplus  grades  in- 
fluences the  buyer  of  a  future  contract  to  reduce  his  bid  for  such  con- 
tracts, as  compared  with  the  spot  price  of  middling,  in  order  to 
allow  for  this  trouble  and  expense  just  as  he  would  in  the  case  of  a 
mixed  assortment  of  grades. 

That  the  buyer  of  a  future  contract  must,  under  normal  condi- 
tions, expect  to  receive  the  surplus  grades  of  the  crop  if  he  actually 
demands  delivery  is  a  proposition  accepted  by  practically  all  cotton 
interests.  One  of  the  leading  members  of  the  New  York  Cotton  Ex- 
change said  on  this  point: 

Contract  cotton  is  cotton  for  which  there  is  no  other  market  at 
the  moment ;  that  is  practically  universale 

Seller's  option  as  to  date  of  delivery. — It  will  be  seen  by  refer- 
ence to  the  contract  forms  on  pages  60  to  62  that  in  all  c%ses  the 
seller  has  the  privilege  of  selecting  the  date  within  the  delivery  month 
at  which  he  will  make  physical  delivery  of  the  cotton.  In  the  New 
York  and  New  Orleans  markets  he  may  deliver  on  the  first  day  of 
the  month,  on  the  last  day  of  the  month,  or  on  any  intermediate  work- 
ing day,  provided  he  gives  the  required  notice,  which  is  on  the  New 
York  Cotton  Exchange  three  days  and  on  the  New  Orleans  Cotton 
Exchange  five  days.  The  buyer  can  not  force  him  to  deliver  the  cot- 
ton until  the  last  day  of  the  month. 

The  latitude  thus  given  the  seller  as  to  the  exact  date  of  delivery, 
while  at  times  putting  the  receiver  to  inconvenience,  is  generally  re- 
garded as  necessary  on  account  of  various  practical  considerations. 

In  the  Liverpool  market  the  practice  is  slightly  different,  contracts 
in  that  market,  instead  of  specifying  a  single  month  for  delivery,  al- 

<*  The  term  "  spot  market "  is  here  used  in  distinction  from  the  contract  mar- 
liet  and  includes  the  open  marliet  in  actual  cotton  regardless  of  the  date  of 
delivery.  As  already  pointed  out,  cotton  is  sold  in  large  quantities  for  future 
delivery  by  agreement  outside  any  exchange.  '^   .  .  .^   : —- 
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lowing  the  seller  the  privilege  of  delivering  at  any  time  during  two 
adjacent  months.  Such  contracts,  in  other  words,  instead  of  running 
for  January,  February,  March,  etc.,  run  for  January-February,  Feb- 
ruary-March, March-April,  etc.  On  the  other  hand,  in  the  Liver- 
pool market  the  seller  is  obliged  to  give  a  riather  longer  notice  of  deliv- 
ery to  the  buyer,  ten  days,  the  buyer  having  the  option  of  demanding 
the  cotton  at  any  time  during  the  ten-day  period. 

The  methods  of  establishing  differences  for  the  various  grades  of 
cotton  to  apply  on  contract  deliveries  employed  by  the  New  York 
and  New  Orleans  cotton  exchanges,  as  described  in  this  chapter,  have 
been  the  source  of  long-standing  controversies  in  the  cotton  trade. 
Each  system  has  been  condemned  by  one  market  interest  or  another 
as  unfair  and  impracticable,  and  discussion  has  frequently  reached 
the  stage  of  bitterness.  Probably  no  other  feature  of  the  future 
system  commands  equal  interest  in  the  cotton  trade  at  the  present 
time.  Inasmuch  as  this  subject  bears  directly  upon  the  character 
and  integrity  of  the  future  contract,  a  careful  study  was  made  of  the 
merits  of  the  issues  involved  in  these  controversies.  The  results  of 
this  investigation  are  presented  in  subsequent  chapters. 


CHAPTER  III. 

EFFECT  OF  EEEOES  IN  DIFFEEENCES  ON  PAEITY  BETWEEN  SPOT 
AND  CONTBACT  PEICES. 

I.   IMPOBTANCE  OF  MAINTAINING  A  NOBMAL  FABITY  BETWEEN 

THE  TWO  FBICES. 

Section  1.  Introductory. 

Since  a  future  contract  for  cotton  in  theory  represents  a  transaction 
in  actual  cotton,  the  movements  of  the  price  of  a  basis  middling 
future  contract  should,  under  a  proper  working  of  the  future  system, 
reflect,  or  conform  to,  the  movements  of  the  price  of  middling  cotton 
in  the  spot  market.  Unless  there  is  such  harmony  in  the  movements 
of  the  two  prices,  it  is  clear  that  operations  in  future  contracts  will 
be  of  an  extremely  hazardous  nature.  The  operator  in  futures  is  sup- 
posed to  base  his  transactions  upon  a  study  of  conditions  in  the  spot 
market.  If  he  can  not  use  these  conditions  in  the  spot  market  as  a 
guide  for  his  transactions  in  futures,  he  has  no  definite  basis  upon 
which  to  operate. 

It  has  already  been  shown  that  under  normal  conditions  there 
should  be  a  margin  of  15  to  25  points  between  the  price  of  spot  mid- 
dling cotton  and  the  price  of  future  contracts  for  the  current  or  spot 
month.  It  is  of  the  utmost  importance  that  this  margin  be  main- 
tained at  all  times  with  the  least  possible  measure  of  variation.® 
Whenever  this  margin  is  seriously  disturbed,  operations  in  the  future 
market  become  correspondingly  more  dangerous.  The  maintenance 
of  such  a  normal  margin  is  necessary  to  the  safe  and  intelligent  use 
of  the  future  market  by  all  interests,  unless  an  exception  be  made  in 
the  case  of  a  few  large  speculators  of  unusual  cleverness  and  resources 
who  may  be  able  to  profit  at  the  expense  of  others  by  creating  ab- 
normal conditions  or  by  taking  advantage  of  existing  abnormal  con- 
ditions. It  may  be  best  appreciated,  however,  in  the  case  of  hedging 
transactions  of  cotton  merchants  who  are  conducting  operations  in 
spot  cotton.  For  this  reason  a  brief  statement  of  the  close  relation- 
ship between  the  hedging  function  and  the  maintenance  of  a  normal 

«For  an  argument  that  such  parity  is  not  essential,  see  page  138. 
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parity  between  the  price  of  spot  cotton  and  the  price  of  future  con- 
tracts for  the  spot  month  is  essential. 

Seotioa  2.  Particular  importance  of  maiiltaiiiing  a  normal  parity  be- 
tween the  spot  and  contract  pricea  in  the  case  of  hedging  operations. 

The  principle  of  hedging,  it  will  be  recalled,  rests  on  the  assump- 
tion that  prices  of  spot  middling  cotton  and  of  basis  middling  con- 
tracts for  the  spot  month  will  move  in  substantial  unison.  Thus,  a 
cotton  merchant  who,  at  a  time  when  he  has  no  cotton  on  hand,  agrees 
to  deliver  cotton  to  a  spinner  at  some  future  date  and  at  a  fixed  price 
takes  the  risk  that  he  may  be  compelled  to  pay  more  than  that  price 
when  he  attempts  to  buy  his  cotton  in  the  open  market.  Such  a 
merchant,  however,  ordinarily  buys  a  future  contract  as  a  hedge, 
expecting  that  any  loss  which  he  may  sustain  in  the  purchase  of  his 
spot  cotton  will  be  offset  by  a  corresponding  advance  in  the  price 
of  the  future  contract  thus  purchased. 

In  the  same  way  a  cotton  merchant  with  cotton  on  hand  for  which 
he  does  not  have  a  ready  market  sells  a  future  contract  as  a  hedge 
on  the  assumption  that  if  he  is  forced  to  sell  out  his  spot  cotton  at 
a  loss  he  will  make  a  corresponding  profit  on  his  future  contract  thus 
sold;  that  is,  that  the  two  movements  will  be  substantially  parallel 
and  equal  and  the  gain  on  one  will  offset  the  loss  on  the  other.  In 
other  words,  the  theory  of  hedging  is  based  on  the  assumption  that 
the  price  of  spot  middling  cotton  and  of  future  contracts  for  the  cur- 
rent or  spot  month  will  maintain  a  fairly  constant  parity.  Anything 
that  tends  to  disturb  this  normal  parity  interferes  with  the  stability 
of  the  hedge. 

It  must  be  recognized  at  the  start  that  it  is  impossible  to  secure 
so  perfect  an  adjustment  between  the  two  prices  that  the  merchant 
will  find  his  hedge  an  absolute  protection.  While,  however,  this 
complete  protection  can  not  be  hoped  for,  it  is  extremely  desirable 
that  there  be  no  unnecessary  disturbance  of  the  parity  between  the 
two  prices. 

Buying  hedges. — ^The  importance  of  maintaining  a  normal  parity 
between  the  contract  price  and  the  price  of  spot  middling  in  the  case 
of  cotton  merchants  who  buy  future  contracts  as  a  hedge  against  com- 
mitment3  with  spinners  may  best  be  illustrated  by  a  brief  description 
of  a  representative  transaction  of  this  character.  Let  it  be  assumed 
that  a  merchant,  in  August,  when  he  has  no  cotton  on  hand,  has  an 
inquiry  from  a  spinner  for  100  bales  of  middling  cotton  to  be  deliv- 
ered in  the  following  January.  In  calculating  a  price  under  these 
circumstances  it  is  a  common  practice  for  merchants  to  use  the  price 
of  future  contracts  as  a  basis.  Suppose,  for  instance,  that  at  the 
moment  the  merchant  receives  this  inquiry  January  future  contracts 
are  selling  on  the  exchange  at  10  cents,  and  that  there  is  a  normal 
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relationship  between  the  spot  and  the  contract  prices.**  The  merchant 
calculates  that,  say,  50  points  over  the  contract  price  will  cover  his 
expenses  and  leave  him  a  profit.  He  therefore  agrees  to  deliver  the 
spinner  100  bales  of  middling  cotton  in  January  at  50  points  on  the 
price  of  January  futures.  If  his  offer  is  accepted,  the  merchant  im- 
mediately buys  a  January  future  contract  on  the  exchange  as  a 
hedge.^  The  price  at  which  he  obtains  it  establishes  the  basis.  Or 
the  merchant  may  name  a  flat  price  of  10.50  cents,  relying  on  his 
ability  to  buy  a  contract  at  10  cents.  Practically,  the  future  market 
may  have  fluctuated  slightly  during  the  brief  interval  that  these 
negotiations  have  occupied.  This,  however,  the  merchant  has  allowed 
for  in  calculating  his  margin  of  50  points,  and  in  the  long  run  such 
minor  fluctuations  are  as  likely  to  be  in  his  favor  as  against  him. 

This  is  a  common  procedure  under  the  circumstances  described; 
that  is,  if  a  merchant  in  the  South  is  about  to  enter  into  a  contract  to 
deliver  middling  cotton  to  a  spinner  in  New  England  he  would  use 
the  future  quotation  for  some  future  month  (the  month  selected  de- 
pending upon  the  date  of  the  delivery  of  the  cotton  and  the  prices  of 
various  future  deliveries)  and  then  add  to  that  quotation  40,  50,  or 
more  points,  as  he  might  deem  necessary,  to  cover  expenses  and  allow 
him  a  margin  of  profit.  Thus,  the  price  of  actual  cotton  is  based 
upon  the  price  of  futures.  This  does  not  conflict  with  the  statement 
previously  made  that  an  operator  in  futures  expects  the  contract  price 
to  conform  to  the  price  of  spot  middling  cotton ;  on  the  contrary,  it 
is  because  he  expects  such  conformity  that  he  can  thus  use  the  contract 
price  as  a  basis  in  these  transactions  in  actual  cotton. 

In  the  case  under  discussion  let  it  be  assumed  that  before  the  mer- 
chant buys  cotton  to  fill  his  engagement  with  the  spinner  the  price 
of  middling  cotton  in  the  spot  market  has  advanced  2  cents.  The 
merchant  must,  of  course,  deliver  the  middling  cotton  at  10.50  cents. 
He  must,  however,  pay  for  this  cotton  this  advance  of  2  cents.  But 
when  he  thus  agreed  to  deliver  cotton  to  the  spinner  at  10.50  cents  he 
bought  as  a  hedge,  on  the  exchange,  a  future  contract  at  10  cents. 
If,  while  middling  cotton  in  the  spot  market  advanced  2  cents,  his 
basis  middling  contract  advanced  by  like  amount  to  12  cents,  it  will 
be  apparent  that  against  his  loss  of  2  cents  on  the  purchase  of  actual 
cotton  at  the  advanced  price  he  has  made  a  profit  of  2  cents  on  his 
basis  middling  contract,  so  that  the  net  result  of  his  calculation  is 
not  affected,  and  he  still  has  a  profit  on  the  transaction.*'    If,  how- 

«  January  futures,  on  account  of  carrying  charges,  might  of  course  be  selling 
above  the  August  price  of  spot  middling;  or,  on  the  other  hand,  because  of 
expectations  of  a  large  crop  or  a  poor  demand,  they  might  be  selling  at  a  lower 
price. 

*  In  some  cases  the  spinner  buys  a  contract  in  the  name  of  the  merchant. 

<^  Of  course,  the  price  of  si)ot  cotton  may  decline  before  the  merchant  makes 
his  purchases.  In  that  case,  however,  his  extra  gain  should  be  offset  by  a 
decline  in  the  value  of  his  future  contract  purchased  as  a  hedge.  This  situa- 
tion has  been  fully  covered  in  Chapter  I. 
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ever,  for  any  reason,  the  advance  in  the  price  of  spot  cotton  has  not 
been  accompanied  by  a  substantially  corresponding  advance  in  the 
price  of  his  basis  middling  contract — for  example,  if  while  spot  cotton 
advanced  by  2  cents  his  future  contract  advanced  only  1  cent — it  will 
be  apparent  that  the  loss  which  the  merchant  has  suffered  by  reason 
of  being  compelled  to  pay  the  advanced  price  of  spot  cotton  is  only 
in  part  offset,  and  consequently  the  transaction  as  a  whole  will  show 
a  loss. 

In  the  case  of  sales  of  grades  other  than  middling  the  problem  is  a 
somewhat  different  one,  since  in  such  transactions  the  merchant  must 
make  an  additional  allowance.  For  the  grades  above  middling  he 
must  add  an  amount  to  cover  the  "difference"  which  he  will  have  to 
pay  for  such  grades  over  and  above  the  price  of  middling.®  Suppose, 
for  instance,  that  the  merchant  in  question,  instead  of  undertaking  to 
deliver  the  spinner  middling  cotton  at  10.50  cents,  at  the  same  time 
and  under  the  same  conditions  as  those  just  assumed,  agreed  to  deliver 
good  middling  cotton  at  80  points  on  the  quotation  of  January  fu- 
tures, or  at  10.80,  the  additional  30  points  being  intended  to  cover  the 
difference  for  good  middling  above  middling  cotton — the  contract 
basis — which  the  merchant  expects  he  will  be  compelled  to  pay  in 
the  spot  market.  The  merchant  in  this  case,  then,  has  agreed  to  de- 
liver the  spinner  good  middling  cotton  at  10.80  cents  in  January,  and 
has  bought  a  January  future  contract  at  10  cents.  If,  prior  to  the 
time  that  he  secures  this  cotton  in  the  spot  market,  the  price  of  mid- 
dling cotton  and  the  price  of  basis  contracts  advance,  as  before,  by 
2  cents,  but  the  price  of  good  middling  also  advances  by  like  amount, 
so  that  there  has  been  no  change  in  the  relative  value  or  difference 
between  the  two  grades,  the  merchant  will  again  be  protected,  because 
the  advance  in  the  price  of  good  middling  is  offset  by  an  advance  in 
his  basis  middling  contract.  If,  however,  while  spot  middling  cot- 
ton and  basis  middling  contracts  have  advanced  by  2  cents,  the  spot 
price  of  good  middling  cotton  has  advanced  by  2J  cents,  or  50  points 
(one-half  cent)  more  than  the  advance  in  middling,  the  merchant 
in  this  case  would  suffer  a  loss,  since  he  must  of  course  purchase  good 
middling  to  fill  his  contract  with  the  spinner. 

The  risk  of  fluctuation  in  grade  differences  is  distinct  from  the  risk 
of  fluctuation  in  the  price  of  middling  cotton  itself.     This  risk  of 

<»  In  the  case  of  the  grades  below  middling,  he  may  agree  to  sell  at  a  certain 
number  of  points  "  off  "  the  future  price.  In  that  event,  however,  the  number 
of  points  actually  named  will  represent  the  difference  between  the  number  of 
points  "  on  "  the  contract  price  which  he  has  allowetl  to  cover  his  expenses  and 
profit,  and  the  number  of  points  "  off "  the  middling  price  which  he  is  able 
to  deduct  because  of  the  lower  grade  of  the  cotton. 
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changes  in  differences  is  one  that  can  not  be  avoided  or  shifted  "  by 
the  merchant  under  the  basis  contract  now  in  use ;  instead,  it  is  essen- 
tially a  merchant's  business  to  assume  this  risk  of  fluctuations  in 
grade  differences,  which  may  occur  from  any  one  of  a  great  number  of 
'causes.  To  accurately  determine  just  how  much  allowance  should  be 
made  to  cover  this  element  of  risk  is  one  of  the  greatest  problems 
that  confront  the  cotton  merchant.  In  other  words,  the  hedge  is 
based  on  the  entire  crop  rather  than  on  any  specific  grade,  the  theory 
being  that  the  value  of  cotton  as  measured  by  a  basis  contract  will 
maintain  a  fairly  constant  parity  with  the  spot  price  of  middling. 
The  risk  of  fluctuations  in  grade  differences  alone  is  a  serious  one, 
and  if  the  merchant  who  uses  the  future  market  as  a  hedge  is  com- 
pelled to  bear,  in  addition  to  it,  the  risk  that  the  price  of  his  future 
contract  will  not  maintain  a  substantially  constant  parity  with  the 
price  of  spot  middling,  then  the  future  market,  instead  of  being  a 
protection,  may  become  an  absolute  source  of  danger.^ 

Nature  of  f.  o.  b.  transactions. — An  immense  volume  of  busi- 
neas  in  actual  cotton  is  handled  in  substantially  the  manner  just  de- 
scribed; that  is,  on  the  basis  of  futures.  Indeed,  a  vastly  larger 
volume  of  business  i§  to-day  conducted  in  this  manner  than  by  spot 
sales  over  the  tables  of  merchants.  This  is  especially  true  of  so- 
called  f.  o.  b.  transactions.*^  In  these  the  merchant  contracts  to  de- 
liver cotton  "  free  on  board  "  vessel,  the  price  including  all  charges 
necessary  to  place  the  cotton  at  ship's  side.  In  such  sales  the  market 
for  various  grades  is  regularly  quoted,  not  at  a  fixed  price,  but  at  a 
given  number  of  points  on  the  current  quotation  of  futures.  This 
is  illustrated  by  the  following  reproduction  of  a  table  of  f.  o.  b. 

«  See  page  270. 

*  If  the  contract  price  were  to  advance  relatively  to  th6  spot  price,  a  buyer  of 
a  hed^e  would  not  suffer,  but  would  profit.  The  opportunity  for  such  advance, 
as  shown  later,  is  limited,  while  such  advance  would  cause  injury  to  other 
interests  in  the  market. 

^  This  method  of  business  as  a  rule  avoids  warehousing  of  cotton  at  the  port 
of  shipment.  F.  o.  b.  cotton  is  often  sold  "  on  description ;  "  that  is,  the  seller 
guarantees  that  it  will  be  .of  a  certain  specific  grade,  staple  length,  etc.  Often 
such  guaranty  covers  the  cotton  until  it  reaches  final  destination.  F.  o.  b.  cot- 
ton may  be  sold  on  sample,  in  which  case  samples  for  comparison  with  those 
originally  submitted  are  drawn  from  the  cotton  when  it  reaches  the  port.  In 
the  case  of  sales  of  cotton  by  factors,  on  the  other  hand,  the  cotton  is  sent  to 
warehouse  and  samples  displayed  in  factors'  warerooms  to  competitive  bidders. 
Factors'  cotton,  in  other  words,  is  shipped  on  consignment,  and  the  buyer  pays 
local  charges  in  the  port. 
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quotations,  as  published  in  the  official  daily  circular  of  -the  New 
Orleans  Cotton  Exchange: 

OFFICIAL  NEW  ORLEANS   CLOSING  PRICES  OF  FREE  ON  BOARD  COTTON,    NO- 
VEMBER 23,  1907. 

[Sold  for  New  Orleans  examination.     Liverpool  class.     In  accordance  with  the  rules  of 
the  New  Orleans  Cotton  Exchange.     Points  '*  on  "  and  "  off  "  month  of  January.  ] 


To-day. 


On. 


Off. 


Yesterday. 


On. 


Off. 


Low  middling,  fair  color 

Fully  low  middling,  fair  color. 

Middling 

Fully  middling 

Good  middling 

Fully  good  middling _ 

Middling,  fair 


Nominal.  '— . 


40 

60  I 
70  I 

roj 

100 


Nominal. 

40 
00 
70 
75 
100 


Sales,  400  t>ales.    Tone  of  market  quiet. 

A  great  number  of  such  f.  o.  b.  and  other  forward  transactions  are 
entered  into  long  before  the  cotton  crop  is  gathered ;  that  is,  at  a  time 
when  the  merchant  does  not  have  on  hand  the  cotton  which  he  agrees 
to  deliver  to  spinners.  Such  merchants  almost  universally  protect 
themselves  against  these  forward  sales  by  immediately  purchasing 
future  contracts  on  an  exchange ;  in  fact,  in  many  cases,  the  transac- 
tion does  not  become  binding  until  a  future  contract  i^thus  purchased, 
thereby  definitely  establishing  the  basis  price.  It  is  obviously  of  vital 
importance  to  such  merchants  that  any  influences  which  tend  to  ad- 
vance the  price  of  middling  cotton  itself  in  the  spot  market  shall 
exert  the  same  influence  upon  the  price  of  basis  middling  future  con- 
tracts. Otherwise,  the  parity  between  the  two  prices  will  be  dis- 
turbed, in  which  ca§e  the  margin  which  the  merchant  has  allowed  for 
his  expenses  and  profit  may  prove  to  be  wholly  inadequate. 

Spinner's  call  contracts. — In  addition  to  transactions  already 
described,  a  large  and  increasing  business  is  now  being  done  in  what 
are  known  as  "  spinner's  call  '■  contracts.  In  such  "  call ''  contracts 
the  cotton  merchant  allows  the  spinner  to  "  call ''  for  a  specific  grade 
of  cotton  at  a  stipulated  number  of  points  '*  on ''  the  actual  price  of 
futures  at  any  time  which  the  spinner  may  elect  to  name  between 
the  making  and  the  maturity  of  the  contract.  For  instance,  a  mer- 
chant would  agree  in  October  to  deliver  a  spinner  in  January  good 
middling  cotton  at,  sjiy,  50  points  above  the  price  at  which  January 
futures  may  W  quoted  at  any  time  that  the  spinner  may,  within  an 
agi'eed  time  limit,  namo.'^  The  spinner  hojx^s  the  price  of  January 
futures  will  d(H*line  after  he  makes  the  agivement.  January  futures 
may  be  selling  at  10  cents  when  the  contract  is  made,  and  may,  prior 

«  A  common  practieo  is  to  comix?!  the  spinner  to  call  at  least  lifteeu  days  be- 
tore  fhe  shipping  month. 
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to  the  maturity  of  the  contract,  drop  to  9  cents.  The  spinner  then 
"  calls  "  the  contract;  <*  that  is,  he  demands  that  when  delivery  of  his 
good  middling  is  made  it  shall  be  at  a  price  of  9  cents  plus  50  points 
to  cover  the  superiority  in  grade  (and  seller's  expenses),  as  agreed 
upon.  In  these  transactions,  however,  a  future  contract  must  be 
purchased  at  the  price  "  called  "  by  the  spinner;  that  is,  the  spinner 
can  not,  because  the  market  happens  to  touch  9  cents  momentarily, 
defhand  his  cotton  at  9  cents  plus  50  points,  but  he  must  give  the 
merchant  an  opportunity  to  buy  a  contract  in  the  future  market. 
The  price  at  which  the  merchant  is  able  to  buy  such  a  contract  is 
the  "  call "  or  basis  price,  to  which  would  be  added  the  number  of 
points  "on"  originally  stipulated  by  the  merchant.  Merchants  in 
some  cases  simply  leave  this  to  the  spinner,  allowing  the  latter,  in 
the  name  of  the  merchant,  to  buy  a  contract  in  the  future  market 
whenever  he  is  satisfied  with  the  price.  This  price  and  the  agreed 
number  of  points  on  make  up  the  total  price.  It  should  be  noted  that 
these  transactions  are  not  mere  privileges,  such  as  "  puts  "  and  "calls," 
since  the  spinner  must  tall  at  some  price. 

Although  such  contracts  are  highly  speculative  for  the  spinner, 
they  should  not  be  so  for  the  cotton  merchant,  who  expects  to  take  only 
the  risk  as  to  changes  in  grade  differences.  The  moment  the  "call  "  is 
made  by  the  spinner  the  cotton  merchant  is  supposed  to  be  protected 
as  to  the  basis  price  of  the  cotton  he  has  agreed  to  deliver  by  a  future 
contract  purchased  at  the  "  call "  price.  If  he  has  to  pay  more  for 
the  spot  cotton  when  he  makes  his  delivery,  he  will,  if  the  normal 
parity  of  spot  and  contract  prices  is  maintained,  make  up  this  loss, 
except  as  due  to  changes  in  differences,  by  a  corresponding  profit  on 
his  contract.  His  only  risk,  then,  in  that  case  would  be  as  to  whether 
he  can  deliver  the  particular  grade  specified  at  a  profit  within  the 
agreed  number  of  points  over  the  basis  contract.  If,  prior  to  the  time 
he  buys  his  cotton,  differences  "  on  "  for  high  grades  widen  or  differ- 
ences "  off  "  for  low  grades  narrow,  his  calculations  will  of  course  be 
affected,  and  instead  of  making  a  profit  he  may  suffer  a  loss.  This  risk 
of  fluctuations  in  grade  differences,  as  already  stated,  the  merchant 
properly  assumes.  The  spinner,  on  the  other  hand,  while  relieved  of 
all  risk  of  fluctuation  in  the  particular  grade  as  compared  with  basis 
contracts,  is,  under  a  "call "  contract,  taking  the  entire  risk  as  to  the 
basis  price  itself,  since  instead  of  going  down  during  the  interval 
between  the  making  and  the  maturity  of  the  contract  the  price  of 
contracts  may  steadily  advance. 

In  speaking  of  these  "  call "  contracts,  a  cotton  merchant  of  New 
Orleans  said : 

The  only  risk  the  seller  takes  is  the  question  as  to  whether  he 
can  buy  the  specified  grade  that  is  sold  by  him  at  that   [the 

*A8  a  matter  of  fact,  the  contract  may  have  been  such  that  the  cotton  has 
already  been  delivered  before  the  price  is  **  called." 
43225— H.  Doc.  940,  60-1 ^9 
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agreed]  difference  over  contracts— over  the  contract  that  was  to 
be  called.  But  the  spinner  is  making  a  straight  out-and-out 
speculation.  ♦  ♦  ♦  The  only  thin^  that  the  minner  gains 
by  the  call  system  is  this,  that  instead  of  buying  futures  when 
he  thinks  they  are  low  he  buys  through  a  reliable  firm,  or  what 
he  thinks  is  a  reliable  firm,  the  ^ra&  that  he  wants  and  at  a 
difference.  The  seller  is  speculating  as  to  whether  that  differ- 
ence over  futures  is  sufficient.  The  spinner's  idea  of  those  things 
is  that  sometimes  there  will  be  a  big  slump  in  the  market  and 
he  can  get  it  cheap.  But  I  have  not  the  least  doubt  in  the  world 
that  there  have  been  hundreds  of  thousands  of  bales  of  cotton 
that  have  been  bought  by  these  spinners  on  the  call  plan  when 
the  market  was  around  10  cents  for  the  call  month.  But  the 
spinner  was  not  satisfied  with  getting  his  cotton  at  10  cents;  he 
thought  that  there  would  be  a  slump  and  that  the  market  would 
go  down  in  the  neighborhood  of  9  cents^  and  he  would  then  call 
the  cotton.  Now  [June,  1907]  he  is  compelled  to  pay  2  cents 
per  pound  more  for  the  cotton  than  if  he  had  just  made  his 
trades  in  what  would  be  the  old  way. 

In  such  call  transactions  it  is  evident  that,  if  the  parity  existing 
between  the  price  of  his  basis  future  contract  and  the  price  of  spot 
middling  at  the  time  the  merchant  buys  his  actual  cotton  for  delivery 
is  disturbed  by  artificial  conditions,  an  additional  element  of  risk 
is  thrown  upon  him.  In  such  sales,  as  in  sales  of  f .  o.  b.  cotton,  and  in 
all  cases  where  a  buying  hedge  is  used,  it  is  almost  imperative,  for  the 
successful  conduct  of  the  merchant's  business,  that  the  price  of  the 
contract  which  he  purchases  as  a  hedge  shall  not  be  sent  to  an  ab- 
normal discount  as  compared  with  the  spot  price  of  middling. 

Selling  hedges. — The  illustrations  just  given  relate  to  the  pur- 
chase of  a  contract  as  a  hedge  to  protect  the  merchant  while  he  is 
buying  cotton  in  the  spot  market  to  fill  forward  engagements  with 
spinners.  The  case  of  a  selling  hedge  is  different.  WTiereas  the 
merchant  who  buys  a  hedge  loses  money  if  the  discount  in  the  con- 
tract price  as  compared  with  the  spot  price  of  middling  increases, 
such  an  increase  in  the  discount  works  to  the  advantage  of  the  seller 
of  a  hedge.  On  the  other  hand,  a  narrowing  of  the  discount — that  is, 
a  relative  increase  in  the  contract  price  as  compared  with  the  spot 
price,  which  would  result  if  the  contract  price  advanced  more  rapidly 
than  the  spot  pric*e — ^may  cause  loss  on  selling  hedges.  Take,  for 
example,  the  case  of  a  cotton  merchant  who  in  September  has  a  large 
stock  of  cotton  on  hand  which  has  cost  him  10  cents  and  which  he 
fears  may  decline  in  value  liefore  he  can  dispose  of  it.  He  sells 
January  future  contracts  against  this  cotton  at,  say,  10.50  cents.  If 
later  the  price  of  spot  cotton  advances  "2  cents  to  12  cents  but  the 
price  of  January  futun^  contracts  advances  3  cents  to  13.50  cents, 
it  is  clear  that  he  will  suffer  a  net  loss  if  he  sells  his  cotton  in  the 
spot  market,  IxH^ause  against  his  loss  of  3  i*ents  on  the  short  sale  of 
his  contract  he  will  make  a  prt>tit  of  only  2  cents  on  his  spot  cotton. 
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Or,  if  the  contract  price  were  to  fall  from  10.50  cents  to  only  9.50  cents 
while  the  spot  price  fell  from  10  cents  to  8  cents,  the  seller  of  a  hedge 
would  also  suffer  a  net  loss  if  he  disposed  of  his  cotton  in  the  spot 
market.  But  the  seller  has  the  alternative  of  delivering  his  cotton 
in  fulfillment  of  his  contract.  If  he  has  middling  cotton  on  hand, 
he  will,  of  course,  receive  the  contract  price  as  originally  fixed,  and 
may  thus  avoid  loss.  If  he  delivers  other  grades,  he  may  not  be 
able  to  completely  avoid  loss,  since,  as  explained  more  fully  in  the 
next  section,  the  contract  differences  may  be  so  changed  that  he  will 
receive  less  for  these  grades  than  he  had  expected  when  he  sold  the 
contract.  Nevertheless,  the  ability  of  the  seller  of  a  hedge  to  deliver 
any  tenderable  grade  of  cotton  which  he  may  choose  in  settlement  of 
his  contracts  would  still  make  his  position  safer  than  that  of  the 
buyer  of  a  hedge,  who  can  not  select  the  grades  which  he  will  receive, 
and  who  consequently  is  not  likely  to  get  the  grades  he  needs  to  fill 
his  commitments  to  spinners.® 

As  just  stated,  the  seller  of  a  future  contract  as  a  hedge  will  not 
be  injured,  «but,  on  the  contrary,  will  profit,  in  case  the  price  of 
future  contracts  should  fall  more  rapidly  than  the  price  of  spot  mid- 
dling cotton ;  that  is,  if  the  discount  in  the  contract  price  should  in- 
crease. If  the  probability  of  a  narrowing  of  the  discount  were,  in 
fact,  as  great  as  the  probability  of  an  unforseen  increase  in  that  dis- 
count, sellers  of  hedges  would  be  more  anxious  than  they  are  that 
there  should  be  no  disturbance  of  the  normal  parity  between  the  spot 
and  the  contract  price.  As  a  matter  of  fact,  as  shown  hereafter,  an 
unexpected  increase  in  the  discount  of  the  contract  price  is,  in  a  mar- 
ket which,  like  New  York,  employs  the  periodic-difference  system, 
more  liable  to  occur  than  an  unexpected  reduction  in  it,  so  that 
sellers  of  hedges  more  often  profit  than  lose  by  disturbances  in  the 
parity.  This  characteristic  of  a  selling  hedge,  as  explained  else- 
where, has  a  very  important  bearing  upon  the  issues  discussed  in 
this  report.  It  should  be  emphasized,  however,  that  the  opportunity 
that  the  seller,  under  these  circumstances,  has  of  reaping  an  extra 
profit  means  that  merchants  using  the  future  market  for  buying 
hedges  may  suffer  a  loss.  The  injustice  to  the  buyer,  under  such  cir- 
cumstances, is  obviously  in  no  way  counterbalanced  by  the  fact  that 
a  seller  reaps,  in  addition  to  a  proper  protection,  such  an  unwar- 
ranted profit.  On  the  contrary,  the  possibility  of  reaping  such  an 
undue  profit  is  an  additional  evil. 

Section  3.  Importance  of  maintaining  a  normal  parity. from  the  stand- 
point of  the  speculator. 

The  maintenance  of  a  normal  parity  between  the  price  of  spot  mid- 
dling cotton  and  the  price  of  future  contracts  for  the  spot  month, 

«  See  pages  114  and  270, 
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which  is  thus  of  vital  importance  to  merchants  using  the  market  for 
hedging  purposes,  especially  to  buyers  of  hedges,  is  also  imperative 
for  the  proper  conduct  of  speculative  operations.  As  previously 
stated,  operations  of  speculators  of  intelligence,  as  distinct  from  those 
who  act  on  "sure  tips"  or  who  operate  recklessly,  and  as  distinct 
from  those  who  intentionally  manipulate  the  market,  are  based  upon 
a  study  of  crop  and  other  conditions  in  the  spot-cotton  market.  The 
justification  of  speculative  operations  lies  in  the  fact  that  under 
proper  regulation  they  tend,  by  the  collection  of  information,  to  dis- 
count future  conditions  of  supply  and  demand  and  to  bring  about 
a  readjustment  of  prices  thereto,  and  thus  to  prevent  extreme  and 
sudden  price  fluctuations.  It  is,  however,  obviously  improper  to  in- 
ject into  such  calculations,  through  improper  rules,  arbitrary  and 
artificial  considerations  which  render  an  interpretation  of  natural 
conditions  more  difficult.  In  forecasting  future  conditions  the  specu- 
lator naturally  considers  spot-cotton  prices  first.  Moreover,  he  nat- 
urally considers  chiefly  the  price  of  middling,  the  basis  grade.  The 
speculator  who  buys  a  future  contract  usually  acts  on^the  assump- 
tion that  the  price  of  spot  middling  cotton  will  advance,  and  be  ac- 
companied by  an  advance  in  the  price  of  his  contract  thus  purchased. 
He,  of  course,  takes  the  risk  that  he  may  be  mistaken  in  his  judgment, 
and  that  the  price  of  spot  cotton,  and  consequently  of  his  contract, 
may  decline ;  but  if  he  can  not  assume  that  conditions  which  will  pro- 
duce an  advance  in  the  price  of  spot  middling  cotton  will  bring  a 
substantially  corresponding  advance  in  the  price  of  future  contracts, 
or  if  in  the  face  of  an  advance  in  spot  middling  cotton  the  price  of 
future  contracts  is  liable  to  decline,  it  is  clear  that  the  element  of 
chance  in  such  speculative  operations  is  vastly  increased,  whereas  the 
result  of  a  proi>er  system  of  conducting  future  operations  should  be 
to  reduce  this  element  of  risk  to  the  narrowest  possible  proportions. 
Anything  which  tends  to  increase  instead  of  i^educe  such  risks  merely 
gives  dealings  in  futures  more  of  a  gambling  character.  While  such 
increase  in  the  risk  might  work  to  the  advantage  of  a  few  powerful 
speculators  who  are  able  to  manipulate  markets  extensively  and  who 
have  superior  sources  of  information,  in  the  long  run  it  clearly  is  to 
the  disadvantage  of  the  speculative  class  as  a  whole. 

The  importance  of  maintaijiing  a  parity  between  the  spot  and  the 
contract  priw,  from  a  speculative  standpoint,  can  he  appreciated  only 
by  bearing  in  mind  that,  regardless  of  the  fact  that  a  vast  number  of 
speculative  purchases  or  sales  of  futui*e  contracts  are  closed  by  coun- 
ter sales  or  purchases  of  other  contracts,  yet,  in  general,  an  operator 
in  future  contracts  for  s{x^culative  purposes  is  influence<l  by  exactly 
the  same  considerations  as  though  he  were  dealing  directly  in  cotton. 
If  he  buys  a  future  contract  for  ciHton,  in  general  he  is  operating  in 
the  belief  that  when  the  contract  matuiTs  he  can,  if  he  desires,  take 
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up  that  cotton  and  resell  it  at  a  profit  in  the  spot  market.  Or,  if  he» 
sells  a  future  contract,  it  is  on  the  theory  that  prior  to  maturity  he 
can  buy  actual  cotton  at  a  lower  price  to  tender  upon  the  contract. 
The  fact  that  instead  of  thus  dealing  in  cotton  he  completes  his  trans- 
action by  the  sale  or  purchase  of  other  contracts  does  not  alter  the 
principle  of  the  transaction,  but  is  merely  a  matter  of  convenience. 

II.  EFFECT  OF  EBBOKS  IN  DIFFEBENCES  ON  HOLDEBS  OF  CON- 
TBACTS  AND  ON  PABTTY  BETWEEN  SPOT  AND  CONTBACT 
PBICES. 

Section  4.  Beadjnstment  of  contract  price  to  offset  effect  of  snch  errors. 

It  is  clear,  therefore,  that  any  influence  which  tends  to  disturb 
the  normal  parity  between  the  price  of  spot  middling  cotton  and  of 
basis  middling  contracts  for  the  spot  month  is  certain  to  disorganize 
the  future  market  and  to  inflict  injury  either  upon  those  who  have 
bought  future  contracts  or  upon  those  who  have  sold  them.  Errors 
in  fixing  grade  differences  tend  to  produce  exactly  such  disturbances. 
In  fact,  there  is  perhaps  no  other  single  cause  equally  potent  in  thus 
disturbing  the  parity  of  the  two  prices.  If  the  grade  differences  are 
at  all  times  kept  at  exactly  the  commercial  differences  prevailing  in 
spot  markets,  the  price  of  basis  contracts  for  the  current  or  spot 
month  should  rule  very  close  to  the  spot  price  of  middling  cotton, 
since  if  the  receiver  of  cotton  is  tendered  grades  other  than  middling 
on  his  contract  his  position  is  not  seriously  different,  from  a  financial 
standpoint,  than  it  would  be  if  the  tender  had  been  composed  wholly 
of  middling  cotton.  His  only  loss  by  the  receipt  of  undesired  grades 
as  against  the  receipt  of  middling  cotton  alone  should  be  measured  by 
the  cost  and  inconvenience  of  sorting  out  and  disposing  of  such 
grades  in  the  open  market."  This  expense,  as  previously  shown,  is 
more  or  less  constant,  and  may  be  regarded  as  about  15  to  25  points. 
This  may  be  considered  the  normal  discount  in  the  contract  price  rela- 
tive to  the  spot  middling  price. 

This  normal  discount  may  easily  be  disturbed  in  case  grade  differ- 
ences are  not  established  in  strict  accordance  with  the  conunercial  dif- 
ferences prevailing  in  the  spot  market.  For  instance,  taking  the  case 
of  a  single  grade  only,  let  it  be  assumed  that  an  operator  proposes  to 
buy  a  basis  future  contract,  on  which  he  foresees  that  he  will  prob- 
ably receive  good  ordinary  cotton,  and  that  at  the  time  of  purchase 
the  fixed  difference  applying  on  the  contract  delivery  and  the  com- 
mercial difference  in  the  spot  market  for  good  ordinary  cotton  are 
both  1  cent  off  middling.     Assume  that  he  will  be  willing  to  pay,  say, 

^Ot  course,  the  receipt  of  a  mixed  assortment  of  grades  may  entail  serious 
inconvenience  upon  a  receiver,  especially  if  his  business  is  not  large  enough  to 
enable  him  to  dispose  of  the  undesired  grades  to  advantage.  This  consideratloi 
Is  especially  important  in  the  case  of  spinners. 
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10  cents  for  his  basis  contract.  So  long  as  the  fixed  and  the  com- 
mercial differences  are  identical,  the  buyer  would  not  be  subject  to 
loss  in  being  compelled  to  take  good  ordinary  cotton  instead  of 
middling,  because  he  could  dispose  of  that  grade  at  the  same  differ- 
ence off  middling  at  which  he  was  compelled  to  receive  it  on  contract. 
Suppose,  however,  that  at  the  time  the  contract  is  made  the  fixed 
difference  is  1  cent  off  for  good  ordinary,  but  that  the  commercial 
difference  for  that  grade  is  2  cents.  It  is  clear  that  the  buyer  would 
now  be  compelled  to  take  good  ordinary  cotton  at  1  cent  above  its 
value  relative  to  middling  in  the  spot  market.  In  other  words,  he 
would  be  compelled  to  take  this  good  ordinary  cotton  at  1  cent  off 
the  basis  price — ^that  is,  1  cent  less  than  the  price  at  which  middling 
would  be  deliverable — but  if  he  attempted  to  sell  it  in  the  spot  market 
he  would  have  to  dispose  of  it  at  2  cents  off  the  value  of  middling ;« 
consequently,  the  prospective  buyer  of  the  contract  under  such  cir- 
cumstances seeks  to  protect  himself  by  reducing  his  bid  for  basis 
contracts  sufficiently  to  correct  or  to  offset  the  effect  of  this  error  in 
the  grade  differences.  Thus,  in  the  case  just  assumed,  instead  of 
bidding  10  cents  for  his  contract,  which  would  make  the  net  price  of 
good  ordinary  9  cents,  he  would  bid  only  9  cents  for  his  contract,  so 
that,  with  the  fixed  difference  of  1  cent  deducted,  the  good  ordinary 
would  cost  him  only  8  cents  and  the  effect  of  the  error  in  the  fixed 
difference  would  be  offset. 

In  other  words,  supposing  for  the  sake  of  simplicity  that  there 
were  no  other  factors  in  the  situation,  the  error  in  the  contract  differ- 
ence would  depress  the  contract  price  by  the  full  amount  of  the 
error. 

Defenders  of  the  periodic-difference  system  often  contend  that  this 
very  increase  in  the  discount  of  tlie  contract  price  "  corrects  •'  the 
error  in  the  fixed  differences  and  prevents  such  errors  from  causing 
injury.  It  has  been  shown,  however,  that  the  irregularity  in  the  re- 
lation of  the  contract  price  to  the  spot  price  which  results  from  such 
"  correction  ''  of  errors  is  a  serious  evil.  Moreover,  any  such  "  cor- 
rection "  of  the  error  means  direct  loss  to  those  who  had  purchased 
contracts  before  the  error  occurred.  Wliile  the  prospective  buyer  may 
be  able  to  protect  himself  against  the  error  by  varying  the  price  which 
he  offers  to  pay  for  the  contract,  it  will  at  once  be  seen  that  the  situa- 
tion is  quite  different  if  a  disparity  occurs  between  the  fixed  and  the 
commercial  difference  after  actual  purchase  of  a  future  contract. 
Assume,  for  example,  that  a  merchant  has  purchased  a  basis  contract 
at,  say,  10  cents,  when  the  commercial  difference  and  the  fixed  dif- 
ference of  the  exchange  for  gixxl  ordinary  cx)tton  again  were  both  1 
cent  off,  but  that  l)efore  his  amtraot  matures  the  commercial  differ- 

*  Stv  fiH>tnote  b,  luijre  li;^ 
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ence  widens  to  2  cents  off  while  the  fixed  difference  remains  at  only 
1  cent  off.*»  It  is  too  late  for  the  merchant  to  offset  this  disparity  in 
differences  by  an  adjustment  of  the  contract  price,  since  this  price  was 
fixed  when  the  contract  was  entered  into  and  can  not  be  changed. 
The  merchant,  therefore,  must  take  the  good  ordinary  cotton  at  1 
cent  off  middling,  although  when  he  attempts  to  resell  it  in  the  spot 
market  he  will  be  forced  to  let  it  go  at  2  cents  off  middling,  or,  in 
other  words,  at  a  relative  loss  of  1  cent.^  Instead  of  thus  taking  up 
cotton  at  this  loss,  such  a  merchant  ordinarily  sells  out  his  future 
contract.  The  new  buyer,  however,  being  aware  of  the  error  in  grade 
differences,  will,  as  just  explained,  allow  for  this  error,  and  offer  a 
reduced  price;  in  other  words,  the  seller  of  the  contract  will  have  to 
close  it  out  at  a  sacrifice.  It  is  apparent,  therefore,  that  while  the 
adjustment  of  the  contract  price  to  errors  in  grade  differences  may 
protect  certain  individual  operators  it  necessarily  inflicts  loss  upon 
others. 

The  situation  is  simply  this :  The  prices  of  the  different  grades  of 
cotton  as  compared  with  middling  are  not  constant.  Consequently, 
if  while  the  contract  differences  remain  fixed  the  commercial  differ- 
ences for  low  grades  widen,  the  prospective  buyer  of  a  contract,  being 
unable  to  change  the  differences  which  will  apply  on  the  contract 
delivery,  and  being  obliged  to  accept  thereon  any  of  the  various  grades 
tenderable,  is  simply  forced  to  change  the  price  which  he  will  pay  for 
his  future.  Otherwise  he  will  be  obliged  to  receive  low  grades  at 
above  a  proper  value.  It  is,  of  course,  to  the  interest  of  the  seller  to 
deliver  to  him  such  low  grades.  This  means  that  a  pievious  holder 
trying  to  sell  out  a  contract  must  accept  a  lower  price,  if  there  has 
been  meantime  such  increase  in  the  commercial  differences  for 
lower  grades.  If,  on  the  other  hand,  the  differences  which  apply  on 
contract  deliveries  are  always  identical  with  the  commercial  differ- 
ences prevailing  in  the  market  at  the  time  of  delivery,  there  is  no 
occasion  for  thus  varying  the  price  of  basis  middling  contracts,  since 
if  the  buyer  obtains  grades  of  cotton  for  which  he  has  no  immediate 
orders  from  customers,  he  can  dispose  of  them  at  the  same  relative 
differences,  compared  with  middling,  at  which  he  received  them. 

The  loss  thus  thrown  upon  holders  of  future  contracts,  as  a  result 
of  unfavorable  changes  in  commercial  differences  while  differences 

"The  same  situation  would  result  if  a  disparity  were  to  occur  because  of  a 
change  in  the  **  fixed "  differences  without  a  change  in  the  commercial 
difference. 

*  Owing  to  the  fact  that  the  market  price  of  cotton  at  the  time  the  contract 
matures  may  be  much  higher  than  the  price  at  the  time  the  contract  was  en- 
tered into,  the  buyer  might  get  his  cotton  on  contract  at  a  figure  so  low  that 
he  could  resell  it  in  the  spot  market  at  a  profit.  This,  however,  does  not  change 
the  fact  that  he  has  suffered  an  unjust  loss,  and  in  no  way  alters  the  force  of 
the  argument. 
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applicable  on  contract  settlements  remain  fixed,  is  to  some  extent 
reduced  in  certain  cases  by.Feason  of  a  tendency  to  increase  the  dis- 
count in  the  contract  price  in  the  first^  instance  for  the  purpose  of 
guarding  against  just  such  risk  of  changes.  That  is  to  say,  even 
though,  at  the  time  when  the  holder  bought  his  contract,  the  differ- 
ences applicable  on  contract  deliveries  may  have  been  in  exact  accord 
with  the  commercial  differences  in  the  spot  market,  yet  the  possi- 
bility that,  prior  to  the  actual  maturity  of  the  contract,  the  commer- 
cial differences  might  change  unfavorably  may  have  led  him  to  offer 
less  for  the  contract  than  he  would  have  done  under  a  system  where 
the  differences  applicable  on  his  contract  would  change  in  harmony 
with  commercial  differences.  In  other  Vords,  under  the  fixed- 
difference  system  there  is  usually  a  tendency  to  offer  less  for  con- 
tracts, as  compared  with  spot  cotton,  than  under  the  commercial- 
difference  system,  in  order  to  insure  somewhat  against  the  risk  of 
unfavorable  changes  in  difference  -Such  an  allowance  for  risk, 
however,  is  obviously  by  no  means  a'^U  jirotection  against  loss.  If 
the  commercial  differences  change  more,  as  compared  with  the  fixed 
differences,  than  the  original  buxer-"Df  th^  contract  had  any  reason  to 
anticipate — and  this  often  happens — the  discount  which  he  has  al- 
lowed in  the  contract  price  becomes  insufficient  to  protect  him. 
Moreover,  any  such  allowance  is  not  constant,  but  varies  under  dif- 
ferent conditions. 

Section  5.  Effect  of  errors  in  differences  nsnally  to  send  the  contract 
price  to  a  discount. 

If  errors  in  differences  were  of  such  a  nature  as  to  result  in  under- 
valuing all  grades  of  cotton  delivered  on  contract  relatively  to  mid- 
dling cotton,  they  would,  of  course,  have  the  opposite  tendency  from 
that  resulting  under  the  conditions  of  the  above  illustration;  that  is, 
they  would  reiluce  the  normal  discount  in  the  contract  price,  or  even 
send  that  price  to  a  premium  as  compared  with  spot  middling,  thus 
benefiting  the  holders  of  contracts.  As  a  matter  of  fact,  however, 
by  reason  of  the  option  of  the  seller  of  a  contract  to  deliver  any  one 
of  a  large  number  of  grades,  the  effei*t  of  ern>rs  in  grade  differences 
upon  the  contract  price  is  alnu>st  invariably  to  send  that  price  to  an 
abnormal  discount  as  cH>mpareil  with  the  pricv  of  spot  middling. 
A^ume,  for  instance,  that  differiMuvs  an^  made  toi>  narrow  on  all 
grades.  In  this  case  the  low  gnules  will  W  overvalueil  and  the  high 
grades  will  Ik*  undervalueil.  It  might  sotMU  that  the  buyer,  under 
these  circumstanws,  c\>uld  affonl  to  kivp  up  his  bid  for  c*ontracts,  on 
the  ground  that  the  orrt^r  in  diffeiviuvs  for  high  grades  would 
counterlialaniv  the  errt>r  on  low  gnules.  Hut  the  si^ller,  since  he  has 
the  option  of  seKvting  what  teiuleniMe  gnuU^  he  will  deliver,  will, 
of  course,  deliver  the  overvalueil  gnuK^— that  is,  the  low  grade 
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and  withhold  the  high  grades.  If  all  differences  are  made  too  nar- 
row, therefore,  the  natural 'result  is  to  send  the  contract  price  to  a 
discount. 

If,  on  the  other  hand,  all  the  contract  differences  are  too  wide,  the 
disposition  of  the  seller  will  be  to  tender  high  grades,  since  in  this 
case  these  would  be  overvalued  while  low  grades  would  be  under- 
valued. An  excessive  difference  on  low  grades  would,  in  itself  alone, 
tend  to  bring  about  an  advance  in  the  contract  price  to  offset  the 
effect  of  the  excess  in  differences  for  such  grades;  but  if  differences 
on  for  high  grades  are  also  excessive,  the  buyer,  fearing  delivery  of 
high  grades,  would  not  advance  his  bid,  but  on  the  contrary  would 
reduce  it.  At  such  a  time,  the  low  grades  rather  than  the  high  grades 
would  be  withheld  from  contract  delivery.  If  differences  are  too 
narrow  on  low  grades  and  too  wide  on  the  high  grades,  thus  overvalu- 
ing both,  there  would,  of  course,  be  a  double  cause  for  increasing  the 
discount  in  the  contract  price. .    * 

Assume,  again,  that  the  contract  differences  for  low  grades  are 
correct,  but  that  the  differences  for  high  grades  are  too  narrow,  thus 
undervaluing  these.  It  might  seem  .that  in  this  case  the  buyer  could 
afford  to  bid  up  the  contract  price,  on  the  ground  that  if  he  receives 
the  high  grades  he  will,  by  reason  of  the  narrow  differences,  be  get- 
ting them  at  less  than  their  true  value.  In  such  case,  however,  he 
would  not  receive  high  grades,  but  would  receive  either  middling 
cotton  or  low  grades.  Consequently,  if  he  bid  up  the  price  of  con- 
tracts, he  would  have  to  take  middling  or  low  grades  at  an  overvalua- 
tion. 

It  might  seem  that  errors  in  differences  could  result  in  maintaining 
the  contract  price  at  a  premium  over  the  price  of  spot  middling,  but 
this  is  altogether  unlikely.  In  order  that  this  should  happen  it  would 
be  necessary  that  the  differences  off  for  low  grades  be  made  too  wide 
and  the  differences  on  for  high  grades  too  narrow,  thus  undervaluing 
both.  This  is  an  exceptional  condition.  Consequently,  errors  in 
differences  have  a  preponderating  tendency  to  depress  the  price  of 
the  contract  as  compared  with  the  price  of  spot  middling.*' 

The  underlying  reason  for  this  is  the  fact  that  the  choice  of  grades 
to  be  delivered  lies  with  the  seller,  who  is  thus  enabled  to  take  advan- 
tage of  any  errors  in  differences,  either  in  the  grades  above  or  the 
grades  below  middling.  Furthermore,  the  contract  price  for  the  spot 
month  can  not,  from  the  very  nature  of  things,  under  normal  condi- 
tions, run  much  above  the  price  of  spot  middling,  for  the  reason  that 
middling  can  always  be  tendered  on  contract  at  exactly  the  contract 
price.  Within  the  narrow  limits  covered  by  the  expense  of  making 
the  delivery,  or  in  the  absence  of  such  abnormal  conditions  as  a 

<»For  a  discussion  of  other  causes  which  may  send  the  contract  price  to  an 
abnormal  discount,  see  pages  137  and  30b. 
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applicable  on  contract  settlements  remain  fixed,  is  to  some  extent 
reduced  in  certain  cases  by.Feason  of  a  tendency  to  increase  the  dis- 
count in  the  contract  price  in  the  first^  instance  for  the  purpose  of 
guarding  against  just  such  risk  of  changes.  That  is  to  say,  even 
though,  at  the  time  when  the  holder  bought  his  contract,  the  differ- 
ences applicable  on  contract  deliveries  may  have  been  in  exact  accord 
with  the  commercial  differences  in  the  spot  market,  yet  the  possi- 
bility that,  prior  to  the  actual  maturity  of  the  contract,  the  commer- 
cial differences  might  change  unfavorably  may  have  led  him  to  offer 
less  for  the  contract  than  he  would  have  done  under  a  system  where 
the  differences  applicable  on  his  contract  would  change  in  harmony 
with  commercial  differences.  In  other  Vords,  under  the  fixed- 
difference  system  there  is  usually  a  tendency  to  offer  less  for  con- 
tracts, as  compared  with  spot  cotton,  than  under  the  commercial- 
difference  system,  in  order  to  insure  somewhat  against  the  risk  of 
unfavorable  changes  in  differenced.  -Such  an  allowance  for  risk, 
however,  is  obviously  by  no  means  a  'full  jirotection  against  loss.  If 
the  commercial  differences  change  more,  as  compared  with  the  fixed 
differences,  than  the  original  bujer-Df  thj^  contract  had  any  reason  to 
anticipate — ^and  this  often  happens — the  discount  which  he  has  al- 
lowed in  the  contract  price  becomes  insufficient  to  protect  him. 
Moreover,  any  such  allowance  is  not  constant,  but  varies  under  dif- 
ferent conditions. 

Section  5.  Effect  of  errors  in  differences  nsnally  to  send  the  contract 
price  to  a  discount. 

If  errors  in  differences  were  of  such  a  nature  as  to  result  in  under- 
valuing all  grades  of  cotton  delivered  on  contract  relatively  to  mid- 
dling cotton,  they  would,  of  course,  have  the  opposite  tendency  from 
that  resulting  under  the  conditions  of  the  above  illustration;  that  is, 
they  would  reduce  the  normal  discount  in  the  contract  price,  or  even 
send  that  price  to  a  premium  as  compared  with  spot  middling,  thus 
benefiting  the  holders  of  contracts.  As  a  matter  of  fact,  however, 
by  reason  of  the  option  of  the  seller  of  a  contract  to  deliver  any  one 
of  a  large  number  of  grades,  the  effect  of  errors  in  grade  differences 
upon  the  contract  price  is  almost  invariably  to  send  that  price  to  an 
abnormal  discount  as  compared  with  the  price  of  spot  middling. 
Assume,  for  instance,  that  differences  are  made  too  narrow  on  all 
grades.  In  this  case  the  low  grades  will  be  overvalued  and  the  high 
grades  will  be  undervalued.  It  might  seem  that  the  buyer,  under 
these  circumstances,  could  afford  to  keep  up  his  bid  for  contracts,  on 
the  ground  that  the  error  in  differences  for  high  grades  would 
counterbalance  the  error  on  low  grades.  But  the  seller,  since  he  has 
the  option  of  selecting  what  tenderable  grades  he  will  deliver,  ^Yill, 
of  course,  deliver  the  overvalued  grades — that  is,  the  low  grades — 
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and  withhold  the  high  grades.  If  all  differences  are  made  too  nar- 
row, therefore,  the  naturarresult  is  to  send  the  contract  price  to  a 
discount. 

If,  on  the  other  hand,  all  the  contract  differences  are  too  wide,  the 
disposition  of  the  seller  will  be  to  tender  high  grades,  since  in  this 
case  these  would  be  overvalued  while  low  grades  would  be  under- 
valued. An  excessive  difference  on  low  grades  would,  in  itself  alone, 
tend  to  bring  about  an  advance  in  the  contract  price  to  offset  the 
effect  of  the  excess  in  differences  for  such  grades;  but  if  differences 
on  for  high  grades  are  also  excessive,  the  buyer,  fearing  delivery  of 
high  grades,  would  not  advance  his  bid,  but  on  the  contrary  would 
reduce  it.  At  such  a  time,  the  low  grades  rather  than  the  high  grades 
would  be  withheld  from  contract  delivery.  If  differences  are  too 
narrow  on  low  grades  and  too  wide  on  the  high  grades,  thus  overvalu- 
ing both,  there  would,  of  course,  be  a  double  cause  for  increasing  the 
discount  in  the  contract  price. 

Assume,  again,  that  the  contract  differences  for  low  grades  are 
correct,  but  that  the  differences  for  high  grades  are  too  narrow,  thus 
undervaluing  these.  It  might  seem  .that  in  this  case  the  buyer  could 
afford  to  bid  up  the  contract  price,  on  the  ground  that  if  he  receives 
the  high  grades  he  will,  by  reason  of  the  narrow  differences,  be  get- 
ting them  at  less  than  their  true  value.  In  such  case,  however,  he 
would  not  receive  high  grades,  but  would  receive  either  middling 
cotton  or  low  grades.  Consequently,  if  he  bid  up  the  price  of  con- 
tracts, he  would  have  to  take  middling  or  low  grades  at  an  overvalua- 
tion. 

It  might  seem  that  errors  in  differences  could  result  in  maintaining 
the  contract  price  at  a  premium  over  the  price  of  spot  middling,  but 
this  is  altogether  unlikely.  In  order  that  this  should  happen  it  would 
be  necessary  that  the  differences  off  for  low  grades  be  made  too  wide 
and  the  differences  on  for  high  grades  too  narrow,  thus  undervaluing 
both.  This  is  an  exceptional  condition.  Consequently,  errors  in 
differences  have  a  preponderating  tendency  to  depress  the  price  of 
the  contract  as  compared  with  the  price  of  spot  middling." 

The  underlying  reason  for  this  is  the  fact  that  the  choice  of  grades 
to  be  delivered  lies  with  the  seller,  who  is  thus  enabled  to  take  advan- 
tage of  any  errors  in  differences,  either  in  the  grades  above  or  the 
grades  below  middling.  Furthermore,  the  contract  price  for  the  spot 
month  can  not,  from  the  very  nature  of  things,  under  normal  condi- 
tions, run  much  above  the  price  of  spot  middling,  for  the  reason  that 
middling  can  always  be  tendered  on  contract  at  exactly  the  contract 
price.  Within  the  narrow  limits  covered  by  the  expense  of  making 
the  delivery,  or  in  the  absence  of  such  abnormal  conditions  as  a 

«For  a  discussion  of  other  causes  wliich  may  send  the  contract  price  to  an 
abnormal  discount,  see  pages  137  and  30t>. 
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"  comer  "  or  "  squeeze,"  it  would  be  impossible  to  have  the  contract 
price  for  the  spot  month  much  above  the  spot  price  of  middling  with- 
out virtually  having  two  prices. for  middling  cotton  in  the  same 
market  at  the  same  time,  which,  under  ordinary  conditions,  is  an 
absurdity.*  It  is  true  that  this  condition  has  occurred  for  brief  peri- 
ods, but  usually  as  a  result  of  a  manipulated  market,  resulting  in  a 
comer  or  squeeze  of  some  considerable  importance. 

Of  course,  the  contract  price  for  a  distant  month  may  properly 
range  considerably  over  the  current  spot  price  on  account  of  the  at- 
tendant expenses  of  storage,  insurance,  and  other  carrying  charges, 
which  are  taken  into  consideration  in  determining  such  distant  future 
prices. 

in.  EFFECT  OF  NEW  YOBX  REVISION   OF   NOVEM^EB,    1906,   ON 

CONTRACT  PBICE. 

Section  6.  Failure  of  revision  committee  to  recognize  commercial  con- 
ditions. 

Increase  in  commercial  differences  prior  to  the  revision. — A 
striking  illustration  of  the  disturbance  in  the  normal  parity  between 
the  spot  and  the  contract  price  which  may  result  from  the  use  of  fixed 
differences  and  of  the  injurious  effects  of  such  disturbance  was  fur- 
nished in  the  New  York  cotton  market  in  the  fall  of  1906.  Early  in 
September  of  that  year  the  prospect  was  promising  for  a  liberal  crop 
of  cotton  of  good  if  not  of  high  quality.  The  revision  committee  of 
the  New  York  Cotton  Exchange  at  its  meeting  on  September  12  made 
no  change  in  the  differences  between  grades.  On  September  28  there 
came  a  terrific  Gulf  storm  of  two  days'  duration,  which  swept  over  a 
great  part  of  the  cotton  belt,  causing  immense  damage  to  property  of 
all  kinds.  The  injury  to  the  quality  of  the  cotton  crop  was  almost 
incredible.  The  open  bolls  were  stained,  filled  with  sand  and  dirt, 
and  otherwise  damaged.  A  period  of  bad  weather  following  this 
storm  aggravated  the  injury  already  caused,  until  the  crop,  instead 
of  turning  out  one  of  high  or  even  good  grade,  was  transformed  into 
one  of  the  lowest  grade  crops  known  in  the  history  of  the  cotton  trade. 

At  the  time  that  this  damage  to  the  crop  occurred  there  was  a  gen- 
eral demand  for  high  grades  of  white  cotton  goods,  largely  due  to  the 
great  prosperity  of  general  business;  as  a  result,  the  cotton  mills  of 
the  world  required  chiefly  high-grade  cotton.  During  the  previous 
summer,  cotton  merchants  throughout  the  South  had  entered  into 
extensive  agreements  or  "  commitments  "  to  supply  these  high  grades 
to  spinners  at  about  the  usual  differences  "  on  "  the  prices  of  basis 
futures.     It  is  estimated  that  such  commitments  in  the  aggregate 

«  Owing  to  some  expense  in  making  deliveries  or  to  other  causes,  tliere  uiiglit 
be,  and  in  tact  occasionally  has  been,  a  small  premium  for  some  little  time. 
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amounted  to  several  million  bales.  The  severe  shortage  in  the  supply 
of  these  high  grades  which  resulted  from  the  abnormal  weather  con- 
ditions just  mentioned  produced  keen  competition  for  such  grades, 
and  this  in  turn  carried  the  prices  of  these  grades  to  unusual  pre- 
miums over  middling  cotton.  At  the  same  time  the  market  became 
glutted  with  an  unusual  surplus  of  low  grades,  and  the  prices  of 
these  in  the  leading  spot  markets  dropped  further  from  the  price  of 
middling;  that  is,  the  actual  market  difference  between  these  grades 
and  middling  widened.  During  the  interval  between  the  date  of  the 
September  storm  and  November  21,  when  the  next  meeting  of  the 
revision  committee  at  New  York  was  held,  the  differences  between 
middling  and  other  grades  increased  materially.  This  is  shown  in 
the  following  table,  which  gives  the  changes  in  differences  for  three 
typical  grades — good  middling,  low  middling,  and  good  ordinary 
cotton-v-in  several  southern  spot  markets  from  September  1  to  De- 
cember 31,  1906;  also  the  net  change  from  September  28  to  Novem- 
l>er  21,  or  from  just  prior  to  the  great  storm  to  the  date  of  the  revision 
committee  meeting: 

Table  1.— CHANGES  IN  COMMERCIAL  DIFFERENCES  FOR  GOOD  MIDDLING,  LOW 
MIDDLING,  AND  GOOD  ORDINARY  COTTON  IN  SOUTHERN  MARKETS.  SEP- 
TEMBER 1  TO  DECEMBER  31.  1906. 

[Blank  spaces  indicate  that  there  were  no  changes.] 

Differences  on,  for  good  middling.'^ 


D^to, 

J 

1 

» 

Uttte. 

i 

1 

1 

» 

September  1 « 

i 

i 

i 

1 

November  10 * .  * 

Oent$. 

LtniM. 

rentt. 

1 

StiUt^Dibc^r  7          .   < 

November  13 . .  ^ . . , .  ^ . .  > 

k 

October  5 

1 

November  1ft .  .^..,, 

U 

October  9. **.►.,,.,, - 

1 

November  10 

CkHober  lU.^.. 

I>e("©tabef  7 * , 

1 

1 

lupreuso  for  period 
at?ptembe^3lo^:^J- 
vemb«r21 

October  19 

i 

i 

i 

Ot^tober  2&.,  „ „ . . 

1 

November  :^  ...._„.... . 

k 

•The  differences  in  force  September  1,  1906,  had  been  in  force  as  follows:  At  New 
Orleans,  since  August  30,  190C ;  at  Memphis,  since  June  27,  1906 ;  at  Houston,  since 
August  7,  1906 ;  at  Mobile,  since  April  20,  1905. 

*  Differences  and  changes  at  Galveston  were  almost  identical  with  those  at  Houston, 
except  that  in  a  few  instances  changes  were  made  a  few  days  earlier  in  Galveston. 

"  It  will  be  understood  that  the  differences  given  for  September  1  (or  the  first  business 
day  of  the  month)  do  not  necessarily  mean  that  a  change  occurred  on  that  date.  In  all 
other  cases  the  figures  indicate  changes. 

<*  Price  nominal  after  November  25. 
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Tabli  1.— CHANGES  IN  COMMERCIAL  DIFFERENCES  FOR  GOOD  MIDDLING,  LOW 
MIDDLING,  AND  GOOD  ORDINARY  COTTON  IN  SOUTHERN  MARKETS.  SEP- 
TEMBER 1  TO  DECEMBER  31,  1906— Continued. 

JXfferenceB  off,  for  low  middling,  a 


D»te. 

1 

1 

j 

i 

1 

Datf. 

1 

Beptember  1  *».„.-  ^ 

QmU 
1 
1 

1 

1, 

1 

Omm, 

OMm^VniE, 

IfOT^'"^^    ^^         -TTT                 -r-x 

* 
{ 

October  16 

"V 

( 

1 

H 

KoTember  12-.. *. 

I 

October  22. ***,->, .-.— 

KoTBtaberl4  _...-•,,,.* 

U 

]| 

October  26 .,, 

November  14 «. .  • 

1 

-Qciobef  29.... 

KoTemberSS ........._. 

n 

OctoberSO  .«.<., 

I^oember^il 

1 

No¥*niber2.,,, 

1 
1 

Docember  27 ,  * , 

>i 

Increase   for    period 
S«pU28toKo¥,31,.. 

i 

1 

1 

NoT^Mber  & 

H 
1 

1 

Jlov*mber7* 

1 

Differences  off,  for  good  ordimary.c 


September  1  A. . 

September?.., 
October  IE.... 
October  22,.... 

October  95 

October  20.... 

October  30 

KoY^nber  2  . . , 
Noreinber  a , . , 
November  6 , , 
KoremberT  ,. 
Novembers  .. 


HI 


11 
111 


iH 


November  10  . 
November  12 . 
November  13  . 
November  li  , 
Novembf^r  Ifl  . 
November's  . 
Deceiaber  21 . . 
nceember27,. 


Inereoiie    for  period 
Sept. 2$ to  Nov, 21... 


Ml 


m 


2 


2*, 


]| 


It 


•Differences  in  force  September  1.  1906,  had  been  in  force  as  follows:  At  New  Orleans, 
since  July  10,  1906 ;  at  Memphis,  since  July  12,  1906 ;  at  Houston,  since  March  6,  1906 ; 
at  Mobile,  since  May  16,  1906. 

*It  will  be  understood  that  the  differences  given  for  September  1  (or  the  first  business 
day  of  the  month)  do  not  necessarily  mean  that  a  change  occurred  on  that  date.  In  all 
other  cases  the  figures  indicate  changes. 

<■  The  differences  in  force  September  1.  1906,  had  been  in  force  as  follows :  At  New 
Orleans,  since  July  10,  1906;  at  Memphis,  since  July  12,  1906;  at  Houston,  since  March 
6,  1906;  at  Mobile,  since  May  30,  1906. 
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Differences  fixed  by  the  committee. — Owing  to  the  fact  that  or- 
dinarily it  is  the  surphis  grades  which  are  tendered  on  contract  in 
New  York,  interest  in  the  cotton  trade  centered  largely  on  the  prob- 
able action  of  the  revision  committee  of  the  New  York  Cotton  Ex- 
change at  its  meeting  in  November  upon  the  differences  for  low-grade 
cotton.  It  was  confidently  expected  that  the  committee  would  recog- 
nize the  widening  in  commercial  differences  which,  as  just  shown, 
had  taken  place,  and  which  was  still  in  progress  in  southern  spot  mar- 
kets at  the  time  the  committee  met.  The  belief  was  general  that  the 
committee  would  widen  the  differences  for  the  lower  grades  materi- 
ally, as  well  as  for  the  higher  grades.  This  belief,  which  was  based 
on  the  general  reasonableness  of  the  situation,  was  further  strength- 
ened by  the  fact  that  various  members  of  the  New  York  Cotton  Ex- 
change had  visited  the  South  in  the  autumn  of  1906  and  had  there 
openly  predicted  that  the  committee  would  widen  the  differences  to 
correspond  more  nearly  with  those  prevailing  in  southern  •  spot 
markets.  As  an  illustration  of  this  expectation  on  the  part  of  south- 
ern merchants  that  the  differences  for  the  low  grades  would  be 
widened  by  the  revision  committee,  the  following  statement,  in  sub- 
stance, of  a  leading  cotton  merchant  in  the  South,  which  is  repre- 
sentative of  many  others  obtained,  may  be  cited : 

It  was  the  expectation  of  well-informed  cotton  men  that  the 
New  York  revision  committee  would  materially  widen  the  differ- 
ences between  middling  cotton  and  the  lower  grades,  and  this 
expectation  was  based  upon  the  fact  that  there  was  an  abnormal 
proportion  of  low-grade  cotton,  the  effect  of  which  was  reflected 
in  the  spot  markets  of  the  country. 

Instead  of  materially  widening  the  differences  off  for  low  grades 
to  correspond  w^ith  these  commercial  differences  in  leading  spot  mar- 
kets, the  revision  committee  of  the  New  York  Cotton  Exchange,  at 
its  meeting  on  November  21, 1906,  made  only  a  very  slight  increase  in 
the  differences  for  the  low  grades.  This  is  shown  by  the  following 
table  comparing  the  differences  for  the  various  grades  before  and 
after  the  revision,  and  the  extent  of  change.  In  order  to  emphasize 
the  failure  to  increase  differences  on  the  low  grades  in  proportion  to 
the  increases  in  differences  for  the  higher  grades,  the  per  cent  of 
change  for  each  grade  is  also  shown,  and,  for  purposes  of  comparison, 
the  commercial  differences  prevailing  in  the  New  Orleans  market  on 
November  21,  the  day  when  the  New  York  'committee  met,  are  also 
given  for  those  grades  for  w^hich  comparison  is  possible.  Full  grades 
are  given  in  heavy  type. 
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Table   2.— CHANGES    IN    CONTRACT    DIFFERENCES    MADE    BY    REVISION    COM- 
MITTEE OF  NEW  YORK  COTTON  EXCHANGE,  NOVEMBER  21.  1906. 


Grade. 


Differences 

prior  to 

Nov.  21, 

1906. 


Differences 

established 

Nov.  21, 

1906. 


Increase. 


New  Orleans 
differences 
Nov.  21, 1906. 


Fair 

Strict  middling  fair 

MlddUagfalr 

Barely  middling  fair 

Strict  good  middling.. 

Fully  good  middling 

CfoodMlddUng 

Barely  good  middling 

Strict  middling 

MiddUng 

Strict  low  middling 

Folly  low  middling 

LowMlddUng 

Barely  low  middling 

Strict  good  ordinary 

Folly  good  ordinary 

tiood  ordinary 

Strict  good  middling  tinged. 

CtoodMlddUagUaged 

Strict  middling  tinged 

HlddUagUnged 

Strict  low  middling  tinged. . 

Low  middling  tinged 

Strict  good  ordinary  tinged  . 

Fully  middling  stained 

Middling  stained 

Barely  middling  stained 

Strict  low  middling  stained. 
Fully  low  middling  stained. . 
liow  middling  stained 


Osnfo. 
l.aoon 
1.13  on 
.96  on 
.79  on 
.62  on 
.53  on 
.44  on 
.88  on 
.22  on 
Basis. 
.14  off 
.26  off 
.88  off 
.56  off 
.72  off 
.86  off 
1.00  off 
.80  on 

(«) 

.06  off 

.12  off 

.84  off 

.60  off 

.84  off 

.42  off 

.50  off 

.78  off 

1.06  off 

1.28  off 

1.50  off 


CetUs. 

2. 00  on 

1.75  on 

1.50  on 

1.26  on 

1.00  on 

.88  on 

.76  on 

.67  on 

.38  on 


Omt, 
0.70 
.62 
.64 
.46 
.38 
.36 
.32 
.24 
.16 


.14  off 
.82  off 
.50  Off 
.70  Off 
.90  off 
1.07  off 
1.26  off 
.soon 

(«) 

.06  off 

.12  off 

.46  off 

.90  off 

1.25  off 

.42  off 

.50  off 

.78  off 

1.50  off 

1.75  off 

2. 00  off 


Percent. 
63.8 
64.9 
66.8 
68.2 
61.3 
66.0 
72.7 
72.7 
72.7 


OeiUM. 
1.69  on 


1.06  on 


.69  on 


0.0 
28.1 
81.6 
27.3 
26.0 
24.4 
25.0 

0.0 


1.13  off 


1.94  off 


0.0 
0.0 
35.3 
80.0 
48.8 
0.0 
0.0 
0.0 
41.5 
36.7 
83.3 


a  Value  of  middling. 

Taking  for  the  moment  only  the  grade  of  low  middling,  it  will  be 
seen  that  the  committee  increased  the  difference  "  off  "  for  this  grade 
only  from  0.38  cent  to  0.50  cent.  At  the  same  time  the  difference  be- 
tween this  grade  and  middling  in  the  New  Orleans  spot  market  was 
1.13  cents  and  this  had  been  the  difference  for  a  week.  The  average 
difference  (the  use  of  which  as  shown  later  is  open  to  some  objection) 
between  middling  and  low  middling  cotton  in  twenty-one  southern 
markets  reported  to  the  committee  was  0.88  cent."  In  the  case  of  good 
ordinary  the  committee  increased  the  difference  only  from  1  cent  to 
1.25  cents  off  middling,  although  the  commercial  difference  for  this 
grade  in  the  New  Orleans  market  at  that  time  was  1.94  cents,  and  the 
average  difference  for  this  grade  in  eighteen  markets  was  1.56  cents. 


*»  See  page  214. 
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The  differences  "  on  "  middling  established  by  the  committee  for 
the  higher  grades  showed  much  greater  increases.  Thus,  the  differ- 
ence for  fair  cotton,  the  highest  grade  recognized,  was  increased  from 
1.30  cents  "  on  "  to  2  cents,  that  for  middling  fair  from  0.96  cent 
to  1.50  cents,  and  that  for  good  middling  from  0.44  cent  to  0.76  cent. 
The  much  more  radical  revision  on  the  high  grs^des  is  clearly  indicated 
in  the  column  of  percentages  in  the  table.  This,  however,  was  a  mat- 
ter of  less  interest  to  the  trade,  since  it  was  at  once  appreciated,  in 
view  of  the  tremendous  shortage  of  these  high  grades  in  the  1906-7 
crop,  that  practically  none  of  these  would  be  delivered  on  contract. 
Consequently  it  was  certain  that  it  would  be  the  low  grades  rather 
than  the  high  grades  which  would  control  the  discount  in  the  con- 
tract price  relative  to  the  price  of  spot  middling.  It  was  with  the 
revision  of  differences  on  the  low  grades,  therefore,  that  the  cotton 
trade  was  principally  concerned.  It  is  worth  noting,  however,  that 
the  differences  established  by  the  committee  for  high  grades  were  gen 
erally  in  excess  of  the  actual  differences  in  the  New  Orleans  market. 
This  only  emphasizes  the  more  forcibly  the  failure  of  the  committee  to 
widen  materially  the  differences  for  low  grades. 

Section  7.  Heavy  discount  in  the  contract  price  after  the  revision. 

The  failure  of  the  revision  committee  of  the  New  York  Cotton  Ex- 
change to  adjust  the  differences  on  the  lower  grades  more  nearly  in 
line  with  the  commercial  differences  prevailing  in  the  spot  markets  of 
the  South  was  promptly  reflected  in  the  price  of  contracts.  The 
reason  for  this  has  already  been  explained,  namely,  that  holders  of 
contracts  and  prospective  buyers  knew  that  at  maturity  they  would 
get  these  undesirable  low  grades,  which  constituted  the  surplus  of  the 
crop,  and,  w^hat  is  far  more  important,  that  they  would  be  obliged  to 
take  these  grades  at  the  arbitrarily  narrow  differences  thus  established 
by  the  committee;  in  other  words,  they  would  be  compelled  to  take 
these  grades  at  prices  above  their  real  value  as  compared  with  spot 
middling.  Consequently,  prospective  buyers  almost  immediately  re- 
duced the  prices  which  they  would  pay  for  contracts  as  compared  with 
the  spot  middling  price.  On  November  22,  1906,  the  date  on  which 
the  revision  was  effective  (the  revision  committee  having  met  after 
the  close  of  business  on  November  21),  the  price  of  futures  for  the 
several  delivery  months  dropped  27  to  32  points.  This  is  shown  by 
the  following  table  giving  the  closing  bid  price  on  November  21,  1906, 
and  the  closing  bid  price  on  November  22,  together  with  the  differ- 
ence between  these  two  prices,  which  may  be  regarded  as  the  net 
change  for  the  day.*' 

<»  Net  changes  for  the  day  are  ordinarily  fli^ured  on  the  last  actual  trans- 
actions of  the  day,  but  as  some  future  deliveries  in  this  case  were  not  traded  in 
in  the  later  hours  of  the  day  this  is  not  as  satisfactory  a  basis  as  the  closing  bid 
price. 
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Table  3.— COMPARISON  OF  FINAL  BID  QUOTATIONS  FOR  FUTURE  CONTRACTS 
FOR  EACH  MONTH,  NEW  YORK  COTTON  EXCHANGE,  NOVEMBER  21  AND  22, 
1906. 


Future  month. 

Nov.  21.    j    Nov.  22. 

Net  de-  ' 
cline.    j 

Future  month. 

Nov.  21. 

Cents. 
10.64 
10.69 
10.73 
10.77 

Nov.  22. 

Net  de- 
cline. 

November 

Cents.            CenU. 
10.50              10.18 
10.35              10. 0:} 
10.42              10.13 
10.50  ,            10.21 
10.59              10.31 

Cent.     ; 
0.32 
.32 
.29  ^ 
.29 
.28  • 

April 

CenU. 
10.36 
10.42 
10.46 
10.50 

Cent. 
0.28 

December 

Mav 

.27 

January 

February 

March  ......  . 

June 

.27 

July 

.27 

In  view  of  the  fact  that  the  revision  committee,  while  failing  to 
make  a  sufficient  increase  in  differences  on  low  grades,  nevertheless 
did  increase  the  differences  for  these  grades  somewhat,  it  might  seem 
that  the  margin  between  the  contract  price  and  the  spot  price  should 
have  narrowed  instead  of  widened.  That  this  did  not  happen  was, 
of  course,  due  to  the  fact  that  a  much  more  drastic  revision  had  been 
confidently  expected.  It  is  the  natural  tendency  of  all  future  markets 
to  anticipate  and  discount  the  effect  of  market  influences.  The  natu- 
ral effect  of  the  moderate  revision  actually  made  was,  therefore,  far 
outweighed  by  the  necessity  of  a  much  more  sweeping  one. 

A  much  more  important  fact  than  the  actual  decline  in  futures 
above  shown  is  that  the  price  of  future  contracts  dropped  relatively 
to  the  price  of  spot  middling.     This  is  shown  by  the  following  table: 

Table  4.— COMPARISON  OF  SPOT  PRICK  OF  MIDDLING  COTTON  WMTH  FINAL 
BID  QUOTATIONS  OF  FX'TURE  CONTRACTS  FOR  EACH  MONTH,  NEW  YORK 
COTTON  EXCHANGE.  NOVEMBER  21  AND  2li,   IDOG. 


Future  month. 


November . 
December. . 
January — 
Febniary  .. 

March 

April 

May 

June 

July 


November  21. 

N 

Closing 
future 
price. 

)vembcr  2 

Spot- 
middling 
price. 

•2. 

Closing: 
future 
price. 

Spot- 
middling 
price. 

Margin. 
Cent. 

Margin. 

Cents. 

Caits. 

Caitf. 

Cents. 

Cent. 

10.50 

11.10 

0.60 

10.18 

10.90 

0.72 

10.35 

.75 

10.03 

.87 

10. 42 

.6S 

10.13 

.77 

10.50 

.fiO 

10.21 

.69 

10. 59 

.51 

10.31 

.59 

10.  W 

.4fi 

10.36 

.51 

10.t>9 

.41 

10.42 

.48 

10.73 

.37 

10.46 

.+1 

10.77 

.33 

10.50 

.40 

It  will  be  seen  that  against  the  decline  of  from  27  to  32  points 
in  prices  of  future  contracts  there  was  a  decline  of  only  20  points 
in  spot  middling.  The  margin  between  the  two  prices  was  there- 
fore increased  by  from  7  to  12  points. 

This  table,  however,  fails  to  show  adequately  the  real  change  in 
the  discount  in  the  contract  price,  since  the  decline  of  20  points  on 
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November  22  in  the  spot  middling  pr'vce  itself — which,  of  course,  had 
the  effect  of  offsetting  to  that  extent  the  decline  in  futures,  as  far 
as  the  margin  between  the  two  prices  is  concerned — was  itself  un- 
doubtedly due  to  the  decline  in  the  prices  of  contracts.  It  is  a  very 
common  occurrence  for  the  future  market  thus  temporarily  to  affect 
the  spot  market.  Merchants  in  the  spot  market  endeavor  to  keep 
constantly  informed  as  to  the  trend  of  the  prices  of  futures,  and  a 
sharp  advance  or  decline  in  futures  frequently  influences  the  bids 
or  offers  of  buyers  or  sellers  in  the  spot  market. 

Certainly  the  decline  in  the  spot  price  at  New  York  on  November 
22  was  not  in  accord  with  the  general  course  of  spot  middling  prices 
in  other  markets.  On  the  contrary,  the  price  of  middling  had  been  for 
some  time  advancing  in  the  large  southern  markets.  This  is  shown 
by  the  following  table,  giving  the  prices  of  middling  cotton  on  No- 
vember 22  in  various  southern  markets,  and  for  some  time  before  and 
after  November  22  (prices  being  stated  in  decimals  for  convenience 
in  comparing) : 

Table    5.— SPOT    PRICES    OF   MIDDLING    COTTON    IN    SOUTHERN   MARKETS    ON 
STATED  DATES,  SEPTEMBER  4  TO  NOVEMBER  30,  1906. 


Date. 

New 

Mem- 
phis. 

Hous- 
ton. 

Mobile. 

Galves- 
ton. 

Date. 

New 

Orleans. 

Mem- 
phis. 

Hous- 
ton. 

Mobile. 

Galves- 
ton. 

CerUs. 

Cents. 

Cents. 

Cents. 

CenU. 

OmU. 

CenU. 

CnOs. 

Cents. 

Cents. 

Sept.  4.. 

9.19 

9.63 

9.19 

8.88 

9.26 

Nov.  16. 

10.44 

10.60 

10.44 

10.00 

10.60 

Sept.  11. 

9.26 

9.50 

9.31 

9.00 

9.31 

Nov.  17 . 

10.44 

10.50 

10.44 

10.13 

10.50 

Sept.  18. 

9.81 

9.63 

9.38 

9.13 

9.44 

Nov.  19. 

10.56 

10.63 

10.60 

10.26 

10.66 

Sept.  25. 

9.19 

9.50 

9.38 

9.13 

9.60 

Nov.  20 . 

10.66 

10.63 

10.60 

10.19 

10.56 

Oct.  2... 

10.25 

10.63 

*   10.25 

a  10. 00 

10.25 

Nov.  21 . 

10.63 

10.75 

10.69 

10.88 

10.75 

Oct.  9... 

10.56 

10.88 

10.56 

10.38 

10.68 

Nov.  22 . 

10.63 

10.63 

10.56 

10.25 

10.63 

Oct.  16.. 

11.38 

11.50 

11.31 

11.00 

11.25 

Nov.  23 . 

10.81 

10.75 

10.69 

10.38 

10.75 

Oct.  2a.. 

10.94 

11.38 

11.00 

10.81 

11.00 

Nov.  24 . 

10.94 

10.75 

10.81 

10.38 

10.88 

Oct.  30.. 

10.38 

11.00 

10.25 

10.00 

10.38 

Nov.  26 . 

11.19 

10.94 

11.06 

10.63 

11.13 

Nov.  7.. 

9.88 

10.25 

9.75 

9.50 

9.94 

Nov.  27 . 

11.19 

10.94 

11.06 

10.69 

11.13 

Nov.  13 . 

9.75 

10.00 

9.81 

9.63 

9.88 

Nov.  28 . 

11.19 

10.94 

11.19 

10.69 

11.19 

Nov.  14 . 

10.00 

10.25 

10.00 

9.69 

10.00 

Nov.  30 . 

11.38 

10.94 

11.25 

10.75 

11.38 

Nov.  15 . 

10.19 

10.38 

10.19 

9.88 

10.25 

a  Price  for  October  3.    Busineis  suspended  October  2, 1906. 

While  moderate  declines  were  shown  in  several  southern  markets 
on  November  22,  1906,  these  were  almost  certainly  due  to  the  decline 
in  the  spot  and  future  prices  at  New  York.  This  is  the  testimony  of 
dealers  in  cotton,  and  such  testimony  is  substantially  confirmed  by  the 
fact  that  the  price  of  middling  in  these  markets  almost  immediately 
resumed  an  upward  tendency.  Furthermore,  on  November  23,  the 
spot  price  of  middling  at  New  York  itself  advanced  20  points  (or 
exactly  the  amount  by  which  it  declined  on  the  previous  day)  to  11.10 
cents,  while  on  November  24  it  rose  further  to  11.20  cents,  and  on  No- 
vember 26  to  11.40  cents.  To  be  sure,  November  futures  rose  even 
48225— H.  T>oc.  949,  60-1 10 
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skuplr.  Hie  dosii^  Ind  on  XoTember  2S  was  IOlST  cents. 
:  oa  Xoi«mlMr  27  it  was  LLdd  cents.  At  this  time,  bowever, 
4SBe  p.  22B).  tiiere  was  a  modente  Jsquecig  in  the  Xomiber  ddiTeir  in 
the  Sew  Yoik  maifael.  Hias.  while  Xavanba*  fotores*  as  jost  shown, 
bv  86  points.  December  futures,  which  dosed  at  10.13  cents 
23.  were  only  10L25  cents  bid  on  NoTcmber  27,  or 
^of  but  12pQint&  It  is  also  tme  that  after  this  sqpweae  was 
-thepiioeof  middlii^cxitton  at  New  YodLand  insoothem  mar- 
hots  for  the  time  being,  fdl  hmtk  nther  diaridr.  Nevertheless,  it  is 
■la  ■■■Hj  dear  that  the  dedine  in  the  piioe  of  ^lot  middlii^  cotton  in 
Sew  YoiiL  and  other  mailsrts  on  XoTcmber  22  was  primaiilr  doe  to  the 
rfcirp  deditte  in  the  Sew  Yoik  contract  piioe  which  oecnned  on  that 
day  nther  than  to  conditions  ereting  in  the  ^iot-<ntton  maribrts  of 
r.  The  deditte  in  the  contiact  piioe  was.  in  tnnu  directly 
^  to  the  iaflore  to  revise  diferences  prc^Krly. 
The  c#Mt  of  this  reriaon  on  the  maigin  betaeen  the  spot  and 
the  iiaiiiait  pims  is  best  sKn,  howeTer,  by  comparing  the  coarse  of 
ihetwoover  a  longer  period.  This  is  done  in  the  accompanying  table. 
In  preparing  this  table  the  price  of  spot  nuddhi^  has  been  compared 
wilh  the  price  of  basis  contracts  fioir  the  <pot  mondi.  In  other  words, 
the  spot  ^pntatiQn  of  middlii^  cotton  on  etch  Friday  has  been  com- 
pared with  the  dosii^  price  of  fntnres  fior  the  cnirent  month  on  that 
day:  that  is.  ibe  price  of  Xoveniber  futures  in  Xoreniber,  the  price 
of  December  fnraws  in  IVrember,  et^'*  In  a  few  in^tance^  where 
there  was  no  fmure  quotation  on  Friday  ibe  dosinsr  bid  for  Thursday 
<or  Wednesday  \  was  usnL    The  table  follows:  * 

■  Hie  iTiow  are  «x|«y«m^  in  d««riaHil$  ftw  «wxT»ifCK^  in  (vanj^riziiL  aod  for 
iiMiAitinj>  «f  fanmp  raffereace  t^  taMe  luis  be«a  ei^mkded  hc^vod  tbe  |«riod 
t^wTHia  >?■  itof'  ^fismesdML  T^  <tvr»  ywir  ia  rt>e  ooct^ti  m^  het^ss  co  Sep- 
luiani  1.    OnBSJBQ'wiit^,  in  tills  aad  sSn^^r  tJihVt»:  ir  liiis  re(vrt  this  dirisioQ 
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Table  6.— COMPARISON  OF  SPOT  PRICE  OF  MIDDLING  COTTON  WITH  CLOSING 
BID  PRICE  OF  FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH,  NEW  YORK  COT- 
TON EXCHANGE,  FRIDAYS.  SEPTEMBER,  1905,  TO  APRIL,   1908. 


Date. 


Closing  I  Closing  i 
spot     I    future      Margin, 
price.    I     bid. 


1S05-6.  CenU. 

September  1 10.95 

September  8 10.90 

Septanberl5 10.75 

September22 '  10.95 

September  27  « j  10. 90 

October  6 |  10.20 

October  IS 10.10 

October  20 10.40 

October27 10.66 

November  3 11. 15 

November  10 11.65 

November  17 11.15 

November  24 11.75 

December  1 11.65 

Decembers 12.60 

December  15 12.20 

December22 12.10 

December  28* 11.90 

January  5 11. 85 

January  12 11.80 

January  19 12.25 

January26 11.70 

February  2 11.45 

February  9 11.25 

February  16 11.25 

February  23 10.80 

March2 11.10 

March9 11.25 

Marchie 11.15 

March23 11.65 

March  296 11.70 

April  6 11.60 

April  12  «»....* 11.80 

April20 11.75 

April27 11.75 

May4 , 11.80 

Mayll 11.95 

Mayl8 12.00 

May26 11.90 

Junel 11.25 

Junes 1L20 

Junel5 11.20 

June22 10.90 

June286 10.80 

July6 10.80 

JulylS 10.90 

July20 11.00 

July27 10.90 

AugastS 10.90 

AugustlO I  10.60 

•  Wednesday's  quotationi 

*  Thursday's  quotations. 


Cents. 
10.52 
10.41 
10.23 
10.67 
10.38 
9.63 
9.50 
9.97 
10.30 
10.72 
10.93 
10.54 
11.02 
11.08 
11.65 
11.58 
11.53 
11.42 
11.35 
11.23 
11.56 
11.10 
10.80 
10.62 
10.67 
10.31 
10.44 
10.50 
10.35 
10.85 
10.97 
10.94 
11.18 
11.11 
11.08 
11.22 
11.40 
11.49 
11.35 
10.45 
10.55 
10.65 
10.33 
10.14 
10.23 
10.22 
10.08 
9.85 
9. 75 


.52 

.38 

.52 

.57 

.60 

.43 

.35 

.43 

.72 

.61 

.73  i 

.57  \ 

.95 

.62', 

.57  i 

.48  i 

.50  . 

.57 ; 


Date. 


.65 


.58 


.75 
.80  I 
.80  I 
.73  I 
.66  I 
.62' 
.64 
.67 
.58 
.55 

.55 

.80 

.65 

.55 

.57 

.66  I 

.57' 

.68 

.92 

1.05' 

1.15  I 

1.26 


CenU.  1905-6— Con. 

0.43     August  17 

.  49     August  24 

August  30^ 

1906-7. 

September? 

Septembers... 

September  21... 

September  28... 

October  5 

October  12 

October  19 

October  26 

November  2 

November  9 

November  16... 

November  23... 

November  23  a  . 

December  7 

December  14 . . . 

December  21 . . . 

December  28 . . . 

January  4 

January  11 

January  18 

January  25 

.49  I  February  1 

.66  \.^  Februarys 

February  15 

February  21  b  . . 

March  1 

March  8 

March  15 

March  22 

March  27  a 

April  5 

April  12 

AprillO 

April  26 

May3 

May  10 

May  17 

May24 

May  29a 

June? 

June  14 

June  21 

June  27 h 

July  5 

July  12 

9.34  i  1.26  'i  July  19 

No  closing  future  price  quoted  for  Friday 
No  closing  future  price  quoted  lot  ¥tVd«t^. 


Closing 
spot 
price. 

Closing 

future 

bid. 

Cents. 

Cints. 

10.20 

8.92 

9.90 

8.69 

9.80 

8.76 

9.80 

8.60 

9.80 

8.80 

9.75 

8.79 

9.70 

9.00 

11.10 

10.92 

11.20 

10.87 

11.00 

10.78 

10.65 

10.15 

10.40 

9.90 

10.10 

9.54 

11.00 

10.45 

11.10 

10.37 

11.40 

11.00 

10.95 

9.93 

10.45 

9.19 

10.56 

9.17 

10.65 

9.30 

10.75 

9.48 

10.80 

9.60 

10.80 

9.26 

11.00 

9.32 

11.00 

9.04 

11.10 

9.44 

11.00 

9.18 

11.00 

9.18 

11.25 

9.62 

11.45 

9.85 

11.25 

9.56 

11.10 

9.45 

10.95 

9.30 

11.00 

9.33 

11.00 
11.20 
11.30 
11.55 
11.90 
12. 15 
12.35 
12.50 
13.25 
13.15 
12.85 
13.00 
13.50 
13.05 
12. 95 


9.44 

9.75  ' 

9.83  I 

10.12  I 

10.66  I 

11.03  I 

10.97 

11.15 

11.85 

11.82 

11.54 

11.72 

12. 33 

I 
11.70 

11.82  i 


Margin. 


Cents. 
1.28 
1.21 
1.04 

1.20 

1.00 

.96 

.70 

.18 

.33 

.22 

.50 

.50 

.56 

.66 

.73 

.40 

L02 

1.26 

1.38 

1.36 

1.27 

1.20 

1.54 

1.68 

1.96 

L66 

L82 

1.82 

1.63 

1.60 

1.69 

1.66 

1.66 

1.67 

1.56 

1.45 

L47 

1.48 

1.24 

1.12 

1.38 

1.36 

1.40 

1.33 

1.31 

1.28 

1.17 

1.36 

1.13 


or  Thursday. 
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Tablb  6.— comparison  OF  SPOT  PRICE  OF  MIDDLING  COTTON  WITH  CLOSING 
BID  PRICE  OF  FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH,  NEW  YORK  COT- 
TON EXCHANGE,  FRIDAYS,  SEPTEMBER.  1005,  TO  APRIL,  1008~Continued. 


Date. 


ig(»-7-Con, 

July  26 

Augusta 

Attffutt9...... 

Aufustlft 

AufUitSS 

August  29a.... 

1907-6. 
September  «... 
September  IS.. 
September  20.. 
September  27.. 

October4 

October  11 

October  18 

October  25 

November  1... 
November  8,.., 
November  15.. 
November  22.. 
Novembers?^. 
December  6 . . . 


Glosiiig 
spot 
price. 


OenU. 
18.00 
18.25 
18.40 
18.25 
18.85 
18.65 

18.60 
1X80 
12.25 
11.75 
11.65 
11.75 
11.75 
10.95 
10.90 
10.80 
laTO 
11.20 
11.45 
12.05 


Closing 

future 

bid. 


OenU. 
n.95 
n.66 
11.68 
n.20 
11.25 
11.62 

U.74 
11.62 
11.09 
10.72 
10.71 
1X76 
11.02 
10.28 
10.85 
10.12 
10.20 
10.65 

laoo 

11.71 


Margin. 


OenU, 
L05 
1.69 
1.77 
2.05 
2.10 
1.98 

L76 

1.18 

1.16 

1.06 

.94 

.99 

.78 

.72 

.55 

.68 

.50 

.65 

.55 

.84 


Date. 


19a7-8-Con. 
December  18... 
December  20... 
December  27... 

Januarys 

January  10 

January  17 

January  24 

January  SOa 

February  7 

February  14 

February  21 

February  27  a .. 

March  6 

March  IS 

March  20 

March  27 

Aprils 

April  10 

April  16« 

April  24 


Closing 
spot 
price. 

Closing 

future 

bid. 

Oents. 

Onto. 

12.10 

n.53 

11.80 

1L15 

11.80 

n.ii 

n.40 

10.42 

11.45 

10.63 

12.25 

11.47 

11.75 

1L02 

11.75 

1L05 

n.70 

10.89 

11.35 

10.49 

11.60 

ia66 

1L45 

ia35 

11.45 

ia60 

11.20 

10.25 

ia65 

9.67 

ia40 

9.40 

ia6o 

9.56 

ia25 

9.26 

9.90 

8.76 

10.10 

8.80 

Margin. 


OntU. 

0.57 
.65 
.G9 
.98 
.82 
.78 
.73 
.70 
.81 
.86 
.91 

LIO 
.95 
.95 
.98 

LOO 
.94 
.99 

L14 

L80 


«  Thursday**  quoUtions.    No  closing  future  price  quoted  for  Friday. 

*  Wednesday's  quotations.    No  closing  future  price  quoted  for  Friday  or  Thursday. 

It  will  be  seen  that  the  discount  in  the  contract  price  for  the  spot 
month  as  comi>areil  with  the  spot  price  of  middling  had,  for  some 
time  prior  to  Noveinl)er  21,  1906,  been  about  30  to  50  points.  The 
margin  at  this  |>eriod,  however,  had  l>etm  narn>wed  as  a  result  of  the 
squeeze  in  Noveml^er  futures  just  referreil  to,  the  effect  of  this  squeeze, 
as  just  sliown,  having  been  to  advance  the  future  price  more  rapidly 
than  the  sjwt  price.  In  August  and  Septeinl)er,  1906,  the  discount 
had  lieen  very  much  wider,  at  times  exceeiling  100  i:)oints.  This,  how- 
ever, was  an  unusually  wide  margin,  and  for  the  greater  part  of  the 
^leason  of  1905-6  the  margin  was  less  than  70  pi>int8. 

After  Xovemlier  21,  1^XH>,  the  margin  Ix^tween  the  spot  and  the  con- 
tract price  widenoil  very  rapidly,  reaching  U>2  jwints  on  December  7. 
It  continueil  to  widen  until  on  February  1,  1907,  it  amounted  to  no 
less  than  196  jxiints.  This  rapid  increase  in  the  discount  of  the  con- 
tract price  is  sliown  graphically  in  chart  1.  opj>osite  this  page. 

Sectiioi  8.  Abaonnal  discount  in  contract  price  chiefly  due  to  improper 
revisioA. 

Oppt^ite  l>age  1:^  are  given  charts  :2  and  3,  com{>aring  differences 
AfT  good  'middling.  low  middling,  and  g<xHl  ordinary  cotton  in  the 


CHART  1.     i 
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New  York  market  in  the  crop  years  1905-6  and  1906-7  with  the  com- 
mercial differences  existing  in  the  New  Orleans,  Memphis,  and  Hous- 
ton markets,  respectively.  These  charts  show  all  changes  in  differ- 
ences, for  the  three  grades  named,  in  the  various  markets.  The  New 
York  differences,  which  are  indicated  by  a  continuous  black  line,  since 
they  are  fixed  only  twice  a  year,  show,  of  course,  only  few  changes, 
whereas  in  the  case  of  the  commercial  differences  for  the  southern 
markets  changes  are  frequent.  It  will  be  seen  that  disparities  between 
the  New  York  differences  and  the  commercial  differences  of  the  south- 
ern markets  were  more  pronounced  in  the  case  of  low  middling  and 
good  ordinary  cotton,  which  may  be  considered  as  representative  of 
the  low  grades  in  the  crop,  than  in  the  case  of  good  middling,  which  is 
more  or  less  typical  of  the  high  grades.  Furthermore,  this  disparity 
in  low  middling  and  good  ordinary  increased  sharply  in  November, 
1906,  before  the  meeting  of  the  revision  committee  of  the  New  York 
Cotton  Exchange  was  held  on  November  21,  although  it  became  still 
more  pronounced  later  in  the  season.  While  this  later  widening  of 
differences  in  southern  markets  was  in  progress  the  differences  at  New 
York,  of  course,  remained  unchanged  after  November  21,  1906,  until 
September,  1907.  Below  the  main  charts  are  given  subcharts  showing 
the  widening  of  the  margin  between  the  contract  price  and  the  spot 
price  of  middling  cotton  in  New  York  for  this  period,  this  curve 
corresponding  to  that  appearing  on  chart  1.     (See  Table  6.) 

From  these  charts  it  will  be  seen  that  the  increase  in  the  margin 
between  the  spot  and  the  contract  price  at  New  York  in  the  crop  year 
1906-7  corresponds  fairly  closely  with  the  increase  in  the  disparity 
between  the  differences  at  New  York  and  those  in  the  southern 
markets  for  low  middling  and  good  ordinary  cotton.  These  grades 
are  the  ones  properly  to  be  used  in  such  comparison  for  the  reason, 
already  explained,  that  practically  no  high-grade  cotton  was  tendered 
on  contract  in  the  crop  year  1906-7.  Thus,  the  margin  between  the 
spot  and  the  contract  price  widened  sharply  in  the  week  ended 
November  23, 1906,  the  increase  being  from  55  points  on  November  16 
to  73  points  on  November  23.  About  this  time  the  differences  for 
low  middling  and  good  ordinary  spot  cotton  widened  sharply  in 
several  southern  markets.  The  actual  course  of  differences  in  these 
markets  at  this  period  can  be  traced  from  Table  1,  page  118. 

Whereas  the  fixed  difference  of  the  New  York  Cotton  Exchange 
for  low  middling  cotton  was  made  0.50  cent  off  on  November  21,  it 
will  be  seen  that  the  commercial  difference  in  the  New  Orleans  mar- 
ket, which  is  fairly  representative  of  southern  markets  generally,  was 
1.13  (1^)  cents  during  the  latter  part  of  November  and  the  greater 
part  of  December.  The  difference  for  good  ordinary  cotton  at  New 
York  was  1.25  cents  off,  while  at  New  Orleans  it  ranged  from  1.81 
(lii)  cents  off  to  1.94  (1^^)  cents  off,  in  the  closing  weeks  of  the  year. 
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New  York  in  November,  1906,  asserted  that  the  wide  differences  for 
low  grades  reported  by  southern  markets  at  that  time  were  not  accu- 
rate, but  that  there  had  been  a  more  or  less  general  lowering  of 
the  standard  types  of  cotton  in  those  markets,  or  of  ideas  of  classi- 
fication, and  that  as  a  result  the  quoted  differences  were  exaggerated. 
This  charge,  wTiich  is  not  well  sustained,  is  discussed  in  detail  else- 
where.** It  appears  that  there  had  been  some  disposition  to  lower 
the  basis  of  classification  for  low  grades  in  some  southern  markets  as 
a  result  of  the  abnormally  low  grade  character  of  the  1906-7  crop. 
Investigation  of  specific  transactions  in  cotton  at  this  time,  however, 
showed  clearly  that,  in  the  New  Orleans  market  at  least,  the  quoted 
differences  for  low  grades  were  not  excessive.  Moreover,  as  will  be 
shown  in  a  subsequent  part,  the  basis  of  classification  in  the  New 
Orleans  market  is  unquestionably  more  rigid  than  that  at  New  York. 

It  will  be  noticed  that  charts  2  and  3  show  at  times  very  abrupt 
changes  in  the  grade  differences  in  southern  markets,  and  also  that 
these  changes  were  sometimes  in  effect  for  only  brief  periods.  Such 
sudden  changes  have  been  sharply  condemned  as  indicating  that  dif- 
ferences were  not  properly  quoted.  This  matter  is  fully  covered  in 
Chapter  VIII  and  need  not  be  discussed  here.  Regardless  of  excep- 
tionally sudden  or  pronounced  changes  in  differences  in  particular 
southern  markets,  the  charts  show  clearly  that  there  was  a  general 
and  marked  increase  in  the  differences  off  for  low  grades  in  the  crop 
year  1906-7. 

Comparison  of  margins  between  spot  and  contract  prices  in 
THE  New  York  and  New  Orleans  markets  in  1906-7. — There  can 
be  no  doubt  that  the  abnormal  discount  in  the  contract  price  at  New 
York  in  the  crop  year  1906-7  was  largely,  and  in  fact  chiefly,  due  to 
the  fact  that  the  fixed  differences  established  by  the  revision  com- 
mittee of  the  New  York  Cotton  Exchange  for  low-grade  cotton  were 
less  than  those  prevailing  in  the  spot  market.  Conclusive  evidence  of 
this  fact  is  furnished  by  the  course  of  the  margin  between  the  spot  and 
contract  prices  at  Neyv  York  under  the  fixed  or  periodic-difference 
system  with  that  at  New  Orleans  where  differences  applicable  on 
contract  deliveries  are  adjusted  from  day  to  day  in  accordance  with 
the  commercial  differences.  Thus,  whereas  the  margin  between  the 
spot  and  the  contract  price  in  New  York  widened  out  very  rapidly 
after  the  revision  of  November  21,  1906,  on  the  other  hand  in  the 
New  Orleans  market,  where  the  commercial  differences,  which  are 
used  as  a  basis  for  settling  contract  deliveries,  were  increased  from 
time  to  lime,  the  contract  price  went  only  slightly  below  the  normal 
discount  from  the  price  of  spot  middling  cotton.  Against  an  ex- 
treme discount  in  the  New  York  contract  price  of  more  than  135 
points  in  the  month  of  December,  1906,  the  extreme  discount  in  the 

«  See  page  219. 
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New  Orleans  market  in  that  month  seldom  exceeded  30  points.**  The 
course  of  the  spot  and  contract  prices  in  the  New  Orleans  market  in 
the  crop  years  1905-6  and  1906-7  is  indicated  by  the  following  table, 
and  for  part  of  this  period  by  chart  4,  opposite  page  132.  The  data 
for  this  table  and  chart  were  compiled  on  the  same  basis  as  the  corre- 
sponding figures  for  the  New  York  market;  that  is,  the  spot  price 
used  is  the  final  price  on  Friday  of  each  week,  and  the  future  price 
the  closing  future  bid  on  each  Friday  (or  in  a  few  cases  on  Thurs- 
day and  Wednesday).  The  table  and  chart  have  been  extended 
beyond  the  period  immediately  under  discussion  for  purposes  of 
future  reference. 

Table  7.— COMPARISON  OF  SPOT  PRICE  OF  MIDDLING  COTTON  WITH  CLOSING 
BID  PRICE  OF  FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH,  NEW  ORLEANS 
COTTON  EXCHANGE,  FRIDAYS,  SEPTEMBER,  1905,  TO  APRIL,  1908. 

[Minus  margins  indicate  that  contract  price  was  at  a  premium  over  the  spot  middling 

price.] 


Date. 


1905-6. 
September  1 . . . 
September  8  . . . 
September  15  . . 
September  22  . . 
September  28  c . 

October  6 

October  13 

October  20 

October  27 

Novembers 

November  10... 
Noveml)er  17... 
November  24... 

December  1 

December  8 

December  15  . . . 
December  22 .. . 
December  28  c  . 

January   5 

January  12 

January  19 

January  26 

February   2 

February   9 

February  16 

February  23 

March  2 


Closing 
spot 
price. 


Cents. 
10.88 
10.25 
10.06 
10.38 
10.44 


10.13 
10.69 
10.94 
11.60 
11.19 
11.56 
11.38 
12.06 
11.88 
12.00 
11.76 
11.69 
11.56 
11.75 
11.38 
10.88 
10.69 
10.69 
10.56 
10.63 


Closing 

future 

bid. 


Margin. 


Otnts. 

10.44 

blO.36 

h  10. 10 

ft  10. 54 

610.44 

9.75 

9.65 

10.12 

10.55 

10.80 

11.18 

bl0.80 

fell.  25 

11.21 

11.85 

11.82 

11.94 

11.76 

11.62 

11.37 

11.66 

11.14 

10.89 

10.60 

10.66 

10.45 

10. 62 


Cent. 
-0.06 

-  .11 

-  .04 

-  .16 
.00 
.13 
.23 
.01 
.14 
.14 
.32 
.39 
.31 
.17 
.21 
.06 
.06 

-  .01 
.07 
.19 
.09 
.24 

-  .01 


.11 
.01 


Date. 


1905-6— Con. 

March  9 

March  16 

March  23 

March  29  <? 

April6 

April  12  c , 

April  20 

April  27 , 

May  4 , 

May  11 

May  18 

May25 

June  1 , 

June  9rf 

June  15 

June  22 

June  27  « 

July6 

July  13 

July20 

July  27 

Augusts 

August  10 

August  17 

August  24 

August  29« 


Closing 
spot 
price. 

Closing 

future 

bid. 

Margin. 

Cents. 

Cents. 

Cent. 

10.81 

10.65 

0.16 

10.56 

10.51 

.05 

11.06 

11.01 

.05 

11.25 

10.97 

.28 

11.19 

11.06 

.13 

11.38 

11.29 

.09 

11.31 

11.12 

.19 

11.31 

11.00 

.31 

11.25 

11.14 

.11 

11.44 

11.32 

.12 

11.44 

11.31 

.13 

11.31 

11.30 

.01 

11.00 

10.69 

.31 

11.00 

10.80 

.20 

11.13 

11.00 

.13 

10.94 

b  10. 78 

.16 

11.00 

MO.  70 

.30 

11.13 

11.12 

.01 

11.00 

11.  a5 

-  .05 

10.94 

11.03 

-  .09 

10.69 

10.61 

.18 

10.50 

10.17 

.33 

10.31 

9.90 

.41 

9.94 

9.50 

.44 

9.44 

9.34 

.10 

9.31 

9.20 

.11 

«  These  discounts  are  based  on  closing  bid  prices  of  futures  and  on  the  official  prices  of 
spot  cotton  daily. 

*  Nominal. 

'Thursday's  quotations.      No  closing  future  price  for  Friday. 
"  Saturday's  quotations.     No  closing  future  price  for  Friday. 

•  Wednesday's  quotations.     No  closing  future  price  for  Friday  or  Thursday. 
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Table  7.— COMPARISON  OF  SPOT  PRICE  OF  MIDDLING  COTTON  WITH  CLOSING 
BID  PRICE  OF  FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH,  NEW  ORLEANS 
COTTON  EXCHANGE,  FRIDAYS,  SEPTEMBER,   1905,  TO  APRIL,   1908— Continued. 


Date. 


190&-7. 

September  7 

September  14... 
September  21... 
September  27  a . 

Octobers 

October  12 

October  19 

October26 

November  2 

November  9 

November  16... 
November  28... 
November  28  b . 

December  7 

December  14  . . . 
December  21 . . . 
December  27  a.. 

January  4 

January  11 

January  18 

January  25 

February  1 

Februarys 

February  16 

February  21a... 

March  1 

March8 

March  15 

March  22 

March  27fc 

Aprils 

April  12 

April  19 

April  26 

Mays 

May  10 

May  17 

May24 

May  30a 

June7 

June  14 

June  21 

June  27a 

Julys 


Closing 

Xt 


Cents. 
9.13 
9.81 
9.31 
9. 25 
10.75 
11.00 
11.13 
10.69 
10.13 
9.75 
10.44 
10.81 
11.19 
10.75 
10.13 
10.25 
10.13 
10.31 
10.63 
10.38 
10.44 
10.50 
10.56 
10.44 
10.44 
10.63 
11.06 
10.94 
10.81 
10.69 
10.56 
10.63 
10.  W 
11.13 
11.50 
11.69 
11.81 
12.13 
12.50 
12.88 
12.94 
12.75 
12.88 
13.13 


Closing 

future 

bid. 


CenU. 
9.06 
9.20 
9.30 
9.40 
10.89 
U.00 
10.86 
10.42 
9.90 
9.46 
10.37 
10.68 
10.93 
10.49 
9.87 
10.03 
9.81 
10.20 
10.45 
10.15 
10.18 
9.95 
10.30 
10.06 
clO.OO 
10.37 
10.47 
10.41 
10.19 
10.15 
10.23 
10.40 
10.60 
10.77 
11. 12 
11.31 
11.55 
12.05 
12.45 
12. 75 
12.70 
12.35 
12.64 
13.40 


Margin. 


Cents.     I 

0.07  I 

.11  ' 

.01  I 

-  .15  ' 

-  .14 
.00 
.27 
.27 
.23 
.29 
.07 
.13 
.26 
.26 
.26 
.22 
.32 
.11 
.18 
.23 
.26 
.55 
.26 
.38 
.44 
.26' 
.59  j 
.53  , 
.62 
.54 
.33 
.23 
.34 
.36  I 
.38  ■ 


Date. 


1906-7— Con. 

July  12... 

July  19 

July26 

August  2 

Auguat9 

August  16 

August  23 

August  29  a 

1907-8. 

September  6 

September  13 

September  20 

September  28d... 

October  4 

October  11 

October  18 

October  26rf 

November  2d 

November  8 

November  15 

November  22 

November  27b 

December  6 

December  13 

December  20 

December  27 

January  3 , 

January  10 

January  17 

January  24 

January  29  b 

February  7 

February  13  « 

February  21 

February  28 

March  6 

March  13 

March  20 

March  27 

April3 

April  10 

April  16a 

April  24 


Closing 
spot 
price. 

Closing 
future 
bid. 

Ctnts. 

Cents. 

12.88 

12.84 

12.81 

12.85 

12.76 

12.67 

12.75 

12.65 

13.13 

13.00 

13.13 

12.56 

13.25 

12.74 

13.56 

13.10 

13.56 

13.11 

13.00 

12.20 

11.88 

11.42 

11.50 

ell.  30 

11.50 

11.00 

11.38 

11.07 

11.38 

11.14 

10.69 

10.30 

10.63 

10.37 

10.75 

10.28 

10.75 

10.30 

10.88 

clO.57 

11.18 

010.97 

11.81 

11.52 

11.88 

11.69 

11.38 

11.05 

n.i3 

10.90 

11.38 

10.98 

11.56 

11.15 

12.00 

11. 73 

12.13 

11.88 

12.00 

11.85 

11.75 

ell.  40 

11.75 

11.12 

11.56 

'•10.99 

11.38 

<10.59 

11.25 

10.63 

11.13 

10.56 

10.75 

10.13 

10.50 

10.00 

10.50 

10.05 

10.25 

0  9.73 

10.19 

0  9.45 

10.06 

08.98 

Margin. 

Cents. 
0.04 
-  .04 
.08 
.10 
.13 
.58 
.51 
.46 

.45 
.80 
.46 
.20 
.60 
.31 
.24 
.39 
.26 
.47 
.45 
.31 
.16 
.29 
.29 
.33 
.23 
.40 
.41 
.27 
.25 
.15 
.36 
.63 
.57 
.79 
.62 
.58 
.62 
.50 
.45 
.52 
.74 
1.08 


•  Thursday's  quotations.     No  closing  future  price  for  Friday. 

*  Wednesday's  quotations.     No  closing  future  price  for  Friday  or  Thursday. 
«  Nominal. 

'  Saturday's  quotations.     No  closing  future  bid  quoted  for  Friday. 
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It  will  be  seen  that  the  widest  discount,  based  on  these  weekly  fig- 
ures, of  the  contract  price  from  the  spot  price  at  New  Orleans  in 
November  and  December,  1906,  and  January,  1907,  was  32  points, 
whereas  the  corresponding  discount  at  New  York  ranged  in  Novem- 
ber from  50  to  73  points,  and  in  December  and  January  from  102  lo 
168  points.  In  February  the  margin  at  New  Orleans  increased  to  55 
points.  .This  increase,  however,  was  only  temporary  and  was  very 
moderate  as  compared  with  the  margin  at  New  York,  which,  in  Feb- 
ruary, was  at  one  time  no  less  than  196  points. 

At  several  later  dates  (in  March  and  August,  1907,  and  again  in 
February  and  March,  1908),  it  is  true  that  the  contract  price  in 
New  Orleans  went  for  some  little  time  to  a  discount  of  more  than 
a  half  cent  as  compared  with  the  spot  price  of  middling  in  that 
market.  These  instances  are  discussed  elsewhere,**  together  with  some 
other  cases  where  unusual  discounts  in  the  contract  price  have 
occurred  in  the  New  Orleans  market,  and  need  not  be  further  referred 
to  here. 

There  can  therefore  be  no  reasonable  doubt  that  the  great  widening 
of  the  margin  between  the  contract  price  and  the  spot  middling  price 
in  the  New  York  market  was  primarily  due  to  the  disparity  between 
the  differences  fixed  by  the  revision  comniittee  of  the  New  York  Cot- 
ton Exchange  and  the  commercial  differences  in  southern  spot  mar- 
kets. This  is  not  only  the  almost  universal  opinion  of  the  cotton 
trade  of  the  South,  but  it  is  further  practically  admitted  by  several 
of  the  strongest  advocates  of  the  New  York  difference  system.  Thus, 
A.  R.  Marsh,  a  member  of  the  New  York  Cotton  Exchange,  in  a  com- 
munication to  the  Atlanta  Constitution,  said : 

Now,  when  the  revision  committee  of  the  New  York  Cotton 
Exchange  had  its  meeting  on  the  21st  of  November  last,  and  with 
the  best  information  accessible  to  it  fixed  the  difference  between 
the  grades  which  should  prevail  in  the  New  York  Cotton  Ex- 
change for  the  next  ten  months,  it  certainly  and  obviously  to 
some  extent  miscalculated  the  amount  of  extremely  low  grade 
cotton  which  this  crop  would  contain.  As  time  has  gone  on  the 
real  extent  of  this  low-grade  cotton  offered  for  sale  at  steadily 
increasing  concessions  of  price  has  become  apparent,  and  it  has 
been  clear  to  any  purchaser  of  a  New  York  contract,  who  looks 
at  the  matter  as  a  merchant  should,  that  he  rmust  put  the  price  he 
is  willing  to  pay  for  a  New  York  contract  upon  which  these  low- 
grade  cottons  may  he  delivered  low  enough  as  compared  with 
actual  '^  middling  ^^  cotton  to  take  care  of  the  unexpectedly  low 
prices  prevailing  in  the  South  for  the  lower  grades.  It  is  this 
calculation  hy  merchants  of  the  world  who  are  using  the  New 
York  contract  as  a  hedge  that  has  led  to  the  difference  between 
the  price  of  the  contract  for  future  delivery  hei^e  and  the  price 
of  actual  "  middling  "  cotton  on  the  spot,^ 

«See  pages  302-312.  ^Italics  by  Bureau. 
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Section  9.  Other  attempted  explanations  of  abnormal  discount  in  contract 
price. 

Certain  members  of  the  New  York  Cotton  Exchange,  it  is  true,  dis- 
puted the  statement  that  this  abnormal  discount  in  the  contract  price 
in  the  New  York  market  was  mainly  due  to  the  failure  to  establish 
wider  differences  for  low  grades.  It  was  argued  by  some  that  this 
discount  was  largely  the  result  of  sentiment,  due  to  general  clamor, 
and  that  buyers  of  New  York  contracts  were  unduly  fearful  that  the 
market  would  become  glutted  with  low-grade  cotton,  and  consequently 
reduced  their  bids  to  meet  this  anticipated  situation. 

One  member  of  the  New  York  Cotton  Exchange  explained  this 
abnormal  discount  as  follows: 

The  reason  for  the  enormous  discount  was  the  agitation  and 
vociferation  that  the  low-grade  cotton  was  worthless,  quite  con- 
trary to  the  belief  of  those  who  had  passed  through  similar  con- 
ditions. *  *  *  In  my  judgment,  the  agitation  of  last  year  in 
decrying  the  quality  of  the  cotton  which  was  in  store  in  New 
York,  and  which  also  amounted  to  about  2,000,000  bales  in  addi- 
tion to  our  stock  of  similar  grades  throughout  the  South,  by  de- 
nouncing it  as  unspinnable,  unusable,  and  unmerchantable  cotton 
resulted  in  a  loss  to  the  original  growers  of  that  cotton  of  upward 
of  $25,000,000,  as  shown  by  the  subsequent  ability  and  desire  of 
the  mills  to  use  this  same  unusable,  unspinnable,  and  unmerchant- 
able cotton  at  a  relative  advance  of  from  $5  to  $10  a  bale,  and  in 
some  cases  more,  during  the  spring  and  summer.  As  an  actual 
occurrence,  we  shipped  from  here  to  the  southern  mills  some 
1,100  bales  of  rejections,  or  cotton  that  was  too  low  to  go  on  con- 
tract. I  can  liken  the  agitation  and  the  effect  upon  the  value  of 
the  cotton  to  a  man  having  a  piece  of  land  for  sale  and  telling 
the  buyier  that  it  would  not  produce  the  crops  which  he  desired 
to  raise  from  it.  The  natural  effect  of  any  such  advice  would  be 
to  depreciate  the  value  of  the  land. 

In  answer  to  the  above  statement  it  is  sufficient  to  point  out  that 
those  in  a  position  to  know  the  value  of  the  cotton  at  New  York,  as 
many  spot  merchants  undoubtedly  were,  would  have  instantly  bought 
up  large  numbers  of  contracts  and  demanded  delivery  of  cotton 
thereon  if  it  were  true  that  the  contract  price  had  been  depressed 
much  beyond  a  point  warranted  by  the  error  in  revising  differences. 
If  it  were  true  that  the  cotton  was  thus  undervalued,  a  profit  could 
have  been  reaped  by  buying  contracts  and  taking  up  the  cotton  upon 
them  in  this  way.  Competition  for  future  contracts  under  such  con- 
ditions should  almost  immediately  tend  to  offset  any  unwarranted 
decline;  consequently,  the  fact  that  the  margin  between  the  contract 
price  and  the  spot  price  at  New  York  remained  at  such  an  abnormal 
figure  for  so  long  a  period  is  conclusive  evidence  that  the  cotton  for 
the  time  being  was  not  then  undervalued.    The  fact  that  later  in  the 
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year  the  same  cotton  was  sold  at  an  advanced  price  obviously  has  no 
bearing  upon  the  question. 

'  Another  member  of  the  New  York  Cotton  Exchange  contended 
that  the  large  India  crop  was  to  a  considerable  extent  responsible  for 
this  abnormal  discount.     He  said : 

The  New  York  contract  last  year  was  greatly  criticised  on  ac- 
count of  its  not  making  sufficient  difference  between  the  qualities 
above  middling  and  oelow  middling,  especially  those  below 
middling.  The  criticisms  should  have  been  just  as  strong  for 
those  above  middling;  but  neither  the  committee  nor  the  planters 
and  spinners  and  merchants  realized  that  the  magnificent  trade 
existing  in  cotton  fabrics  all  over  the  world  was  committed  to 
the  use  of  high-grade  cotton  only,  and  also  that  India  last  year, 
whose  cotton  competes  with  our  low-grade  cotton,  marketed  one 
of  the  largest  crops  she  ever  produced,  and  as  she  raised  very 
little  good  cotton  she  had  to  market  her  crop  as  it  was  and  un- 
dersold the  American  low  grades  the  whole  season.  The  effect 
of  this  was  to  bear  heavily  upon  the  basis  price. 

The  argument  that  the  large  India  crop  was  responsible  for  the 
discount  is  not  well  founded.  A  large  crop  of  India  cotton  would 
undoubtedly  tend  to  depress  the  market  values  of  low-grade  cotton  in 
American  spot  markets,  and  thus  to  widen  the  differences  for  such 
grades,  as  compared  with  middling.  But  if  the  differences  of  the 
New  York  Cotton  Exchange  applying  on  contract  deliveries  had  also 
been  widened  to  correspond  with  these  commercial  differences  there 
would  be  no  reason  why  this  surplus  of  low-grade  cotton  should  "*  bear 
heavily  upon  the  basis  price."  Instead,  the  basis  price  should  main- 
tain its  normal  parity  with  the  spot  price,  since  if  differences  were 
correctly  established  and  these  low  grades  tendered  at  only  their 
proper  relative  values  there  would  be  no  occasion  to  increase  the 
discount  in  the  contract  price  as  compared  with  the  spot  price  of 
middling. 

A  more  general  argument  was  that  the  contract  price  did  not  go 
to  a  discount,  but  that  the  price  of  spot  middling,  owing  to  the 
scarcity  of  that  grade,  went  to  a  premium.  This  is  only  stating  the 
same  thing  in  another  way.  Furthermore,  while  spot  middling  cot- 
ton imdoubtedly  did  advance,  the  table  and  chart  already  given  show 
that  the  price  of  contracts  in  New  York  declined  not  only  relatively 
to  middling,  but  absolutely.  Thus,  the  closing  bid  price  of  February 
futures,  which  on  November  21  was  10.50  cents,  fell  by  December  14 
to  9.41  cents,  and  by  February  1,  1907,  to  9.04  cents. 

Abnormal  discount  in  Ln-ERPOOL  contract  price  in  1906-7. — 
Members  of  the  New  York  Cotton  Exchange  have  also  attempted 
to  defend  the  abnormal  discount  in  the  New  York  contract  price  in 
1906-7  on  the  ground  that  in  the  Liverpool  market,  which,  ostensibly 
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at  least,  employs  the  commercial-difference  system,  the  margin  be- 
tween the  spot  price  of  middling  and  the  contract  price  for  the  cur- 
rent double  month  *»  was  also  unusually  wide. 

It  is  true  that  this  margin  in  the  Liverpool  market  was  abnormally 
wide  in  1906-7.  The  margin,  which  for  the  greater  part  of  the 
season  of  1904-5  ranged  below  20  Liverpool  points  (i.  e.,  below  0.20d. 
per  pound),  in  the  latter  part  of  the  crop  year  1905-6  widened  out 
to  over  30  Liverpool  points — or  over  60  American  points — and  in 
1907  increased  still  further  to  more  than  100  American  points.  This 
is  shown  by  the  following  table,  comparing  the  price  of  middling 
American  cotton  in  the  Liverpool  market  with  the  price  of  futures 
for  the  current  double  month  on  the  first  business  day  of  each  month 
from  September,  1904,  to  March,  1908,  inclusive: 

Table  8.— COMPARISON  OF  SPOT  PRICE  OF  MIDDLING  COTTON  WITH  PRICE  OF 
FUTURE  CONTRACTS  FOR  CURRENT  DOUBLE-MONTH  DELIVERY,  LIVERPOOL 
COTTON  ASSOCIATION,  ON  FIRST  BUSINESS  DAY  OF  EACH  MONTH,  SEPTEM- 
BER, 1004,  TO  MARCH,  1908. » 


Date. 


1904-6. 
September  1 
October  1... 
November  1 
December  1 . 
January  3.. 
February  I.- 
March 1.... 

Aprill 

Mayl 

June  1 

Julyl 

Augustl 

1905-6. 
September  1 
October  2. . . 
November  1 
December  1. 
January  2... 
February  1.. 
March  1.... 

April  2 

May  1 

June  1 


Snot 
pnce. 

Fyture, 
double 
month. 

Margin. 

Pence. 

Pence. 

Penny. 

CenU. 

6.70 

6.00 

0.70 

'1.40 

6.74 

5.45 

.29 

.68 

5.32 

6.21 

.11 

.22 

4.79 

4.71 

.08 

.16 

3.83 

3.71 

.12 

.24 

8.83 

3.69 

.14 

.28 

4.14 

3.98 

.16 

.32 

4.28 

4.10 

.18 

.36 

4.20 

4.13 

.07 

.14 

4.83 

4.69 

.14 

.28 

6.45 

6.31 

.14 

.28 

6.01 

6.88 

.18 

.26 

5.83 

5.76 

.08 

.16 

6.64 

6.66 

.08 

.16 

5.77 

6.67 

.10 

.20 

6.16 

6.04 

.12 

.24 

6.10 

5.96 

.14 

.28 

6.94 

6.80 

.14 

.28 

5.83 

6.67 

.16 

.82 

6.04 

6.85 

.19 

.38 

6.06 

5.88 

.18 

.36 

6.02 

6.79 

.23 

.46 

Date. 


1905-6— Con. 

July2 

Augustl , 


1906-7. 
September  4 . . 

October  1 

November  1  . . 
December  I... 

January  2 

February  1 

March  1 

April  2 

Mayl 

June  1 

Julyl 

Augustl 


1907-8. 

September  3 

October  1 

November  1 

December  2 

I  January  3 

February  1 

March  2 


Spot 
price. 

Future, 

double 
month. 

Mar 

Pence. 

Pence. 

Penny. 

6.10 

5.77 

0.83 

6.96 

6.64 

.34 

6.36 

4.90 

.46 

6.77 

6.24i 

.624 

6.86 

6.624 

.884 

6.16 

6.77 

.89 

6.81 

6.46 

.85 

5.87 

5.461 

.404 

6.14 

6.76 

.38 

6.90 

6.52 

.88 

6.56 

6.06 

.50 

7.30 

6.744 

.654 

7.22 

6.77 

.46 

7.26 

6.76 

.60 

7.48 

6.824 

.604 

6.67 

6.10 

.67 

6.93 

5.694 

.834 

6.19 

b.814 

.874 

6.13 

5.69 

.44 

6.30 

6.85 

.46 

6.08 

6.664 

.424 

Cents. 
0.66 


.92 

1.06 

.67 

.78 

.70 

.81 

.76 

.76 

1.00 

1.11 

.90 

1.00 

L21 

1.14 

.67 

.75 


.90 


•  As  previously  explained,  active  future  deliveries  in  Liverpool  are  quoted  by  bimonthly 
periods  instead  of  by  single  months  as  in  New  Yorlc. 

fr  Future  prices  from  September  1,  1904,  to  October  2, 1905,  inclusive,  are  those  quoted  at  12.30  p.  m. 
(Saturdays  1  p.  m.) .  Future  prices  subsequently  are  those  quoted  at  12.16  p.  m.  (Saturdays  12.30  p.  m.) , 
except  for  August  1, 1906,  when  4  p.  m.  price  was  used. 
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The  occurrence  of  these  wide  margins  between  the  two  prices  in  a 
market  ostensibly  using  the  commercial-difference  system  is  surpris- 
ing. The  explanations  offered  of  this  increase  in  the  margin  between 
the  spot  price  and  the  contract  price  at  Liverpool  were  generally 
unsatisfactory.  One  proffered  explanation  was  that  a  large  amount 
of  very  low  grade  cotton  was  shipped  to  Great  Britain  in  the  crop 
year  1906-7,  whereas  spinners  who  were  committed  to  contracts  for 
high-grade  cotton  goods  did  not  want  these  low  grades,  but  insisted 
upon  securing  high  grades.  Another  explanation  was  that  the  spot 
price  of  middling  cotton  in  Liverpool  was  not  properly  quoted,  and 
could  be  quoted  only  in  a  nominal  way,  because  of  the  very  great 
scarcity  of  that  grade  of  cotton. 

A  member  of  the  New  York  Cotton  Exchange,  in  discussing  this 
unusual  discount  in  the  contract  price  in  the  Liverpool  market,  said: 

We  will  say  that  there  was  a  man  in  Liverpool  who  wanted 
1,000  bales  of  middling,  and  there  were  100  bales  of  middling  in 
stock.  He  bought  that  100  bales  and  wanted  900  more.  There 
were  not  900  bales  more  in  Liverpool.  Therefore,  theoretically, 
middling  was  worth  anything.  It  was  beca'use  of  its  nonexist- 
ence, or  practical  nonexistence,  and  the  relative  supply  of  the 
other  grades  *  *  *  that  made  that  contract  rule  so  much 
under  the  middling  grade. 

Comparison  of  the  movements  of  spot  and  contract  prices  in  the 
Liverpool  market  for  earlier  years  shows  that  the  margin,  as  a  rule, 
is  rather  more  than  25  American  points,  the  assumed  normal  parity 
for  New  York  and  Now  Orleans.  Moreover,  the  margin  in  Liver- 
pool has  frequently  been  violently  disturbed.  One  reason  for  this 
is  that  whereas  the  contracts  of  the  New  Orleans  and  the  New  York 
cotton  exchanges  limit  the  premium  for  extra  staple  on  contract  cot- 
ton to  one-quarter  of  a  cent  a  pound,  there  is  no  such  limit  in  Liver- 
pool ;  consequently  the  seller  has  the  privilege  of  tendering  cotton  on 
which  the  staple  allowance  may  be  very  considerable.  In  the  season 
of  1906-7  the  premiums  paid  for  staple  cotton  in  the  spot  market 
were  not  infrequently  as  high  as  10  cents  a  pound  or  more  for  extreme 
lengths.  AAlien  the  premiums  are  so  abnormal  there  is  clearly  more 
opportunity  for  a  considerable  difference  of  opinion  as  to  the  proper 
allowance  for  extra  staple,  and  especially  so  since  the  measure- 
ment of  staple  cotton  is  a  matter  on  which  there  is  often  a  decided 
difference  of  opinion.  A  receiver  in  the  Liverpool  market  who  did 
not  desire  such  high-grade  staple  cotton  might  be  seriously  injured 
if  he  were  compelled  to  receive  it  at  abnormal  premiums,  since  in 
retendering  it,  or  in  reselling  it  in  the  spot  market,  he  might  not 
obtain  an  equally  large  premium. 

It  is  probable,  therefore,  that  the  buyer  of  contracts  in  the  Liver- 
pool market  in  the  season  of  190(>-7  took  this  matter  into  consider- 
atioD,  and  that  it  was  one  factor  in  sending  the  contract  price  to  the 
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unusual  discount  actually  reached.  Of  course,  if  allowances  for 
staple  were  determined  with  absolute  accuracy  no  such  adjustment 
should  be  necessary  or  possible.  But,  as  just  stated,  there  is  fre- 
quently a  wide  divergence  in  the  ideas  of  different  arbitrators  as  to 
staple.  Indeed,  since  arbitration  boards  are  frequently  changed, 
and  thus  consist  of  arbitrators  of  varying  skill  and  experience,  it  is 
almost  certain  to  happen  that  there  will  be  a  divergence  in  the  awards 
for  extra  staple  in  the  case  of  cotton  tendered  on  contract.  In  this 
connection  it  may  be  noted  that  the  London  Statist  of  December  8, 
1906,  in  discussing  conditions  in  the  spot  market,  said : 

For  given  quantities  the  number  of  points  "  on  "  is  so  vari- 
able, and  in  the  case  of  long  staples  so  extrava^nt,  that  even 
the  most  wary  are  caught  tripping.  The  comparison  of  arbitra- 
tion awards  brings  out  reversals  of  opinion  that  would  be  hardly 
creditable  in  any  other  season.  So  much  as  a  shilling  per  pound 
has  been  refused  for  extra  staple. 

Aside  from  this  difficulty  in  making  allowances  for  staple  cotton, 
however,  it  is  probably  true  that  grade  differences  were  not  properly 
established  in  the  Liverpool  market  in  the  crop  years  1905-C  and 
1906-7.  This,  however,  is  an  evil  in  itself,  and  in  no  sense  an  excuse 
for  improper  establishment  of  such  differences  in  the  New  York 
market.  The  Bureau  did  not  make  an  extended  study  of  conditions 
in  Liverpool,  since  this  was  not  essential  to  the  proper  understanding 
of  conditions  in  New  York  and  New  Orleans.  The  fairly  close  cor- 
respondence of  the  spot  and  contract  prices  in  the  New  Orleans 
market  in  1906-7  shows  clearly  that  any  such  abnormal  discount  as 
occurred  in  the  New  York  market  is  avoidable  if  a  proper  system  of 
establishing  differences  is  employed. 

Exceptional  conditions  which  may  increase  the  discount  in 
THE  contract  PRICE. — It  is  truc  that  the  contract  price  may  be  forced 
to  an  unusual  discount  as  compared  with  the  spot  price  under  certain 
circumstances,  even  though  the  contract  differences  between  grades  are 
in  substantial  accord  with  the  actual  commercial  differences.  Thus, 
under  some  circumstances,  holders  of  futures  with  limited  means 
who  have  purchased  on  margins  ma}^  be  forced  to  sacrifice  their 
contracts  for  reasons  which  would  not  affect  holders  of  spot  cotton. 
Again,  certain  grades  of  cotton  may  be  in  such  light  demand  in  the 
spot  market  as  to  be  for  the  moment  unsalable.  Quotation  commit- 
tees, in  the  absence  of  actual  transactions  in  such  cotton,  might  quote 
a  price  which  would  be  more  or  less  nominal  and  which  would  not 
represent  the  actual  figure  at  which  such  cotton  would  have  to  be  sold 
if  it  were  pressed  for  sale.  Unless  the  differences  were  established  at 
such  forced-sale  value,  therefore,  a  prospective  buyer,  fearing  that 
such  unsalable  grades  might  be  delivered  to  him,  would  lower  the  price 
which  he  would  pay  for  contracts,  thus  tending  to  bring  about  an 
unusual  discount  in  the  contract  price. 
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As  an  illostntion  of  conditions  other  than  improper  differences, 
whidi  may  tend  to  send  the  contract  price  to  an  unusual  discount,  the 
fcdlowing  excerpt  from  a  statonent  by  a  member  of  the  New  Orleans 
Gotton  Exchange  may  be  cited : 

An  overbought  mai^et  mi^t  cause  it — a  man  who  had  pur- 
diased  contracts  selling  out  mstead  of  receiving  his  cotton,  so 
that  if  there  were  a  wei^t  of  sales  of  contracts  as  against  the 
donand  tor  the  contracts,  it  would,  for  the  time  being,  but  only 
tempcMnrily,  outwei^  the  bid  prices  without  affecting  the  spot 
manet  verv  materiiQly. 

It  is  undoubtedly  true  that  the  omditions  referred  to  may  tem- 
porarily cause  an  unusual  discount  in  the  contract  price  relative  to 
the  price  of  spot  middling.  All  the  conditions  above  described  would, 
however,  under  a  proper  woiiing  of  the  future  system,  be  limited 
both  in  the  tone  of  their  effect  and  in  its  duration.  Under  proper 
differences,  an  almormal  discount  in  the  contract  price  means  that  an 
operator  can,  by  buying  future  contracts,  obtain  cotton  at  a  figure 
which  wiU  enable  him  to  reseU  it  in  the  spot  market  at  an  immediate 
prt^.  This  being  the  case,  it  necessarily  follows  that  unless  there 
is  something  radically  wrong  in  the  operation  of  the  system  an  abnor- 
mal discount  wiU  immediately  attract  buyers  who  desire  to  secure  such 
profits;  this,  in  turn,  tends  pnMnptly  to  overcmne  the  abnormal  dis- 
count 

If  differences  are  exactly  right,  a  basis  middling  contract,  as  far  as 
price  is  concerned,  and  allowing  for  the  expense  of  sorting  out  un- 
desired  grades,  is  virtually  a  contract  for  middling  cotton.  Conse- 
quently, the  price  of  a  contract  maturing  in  the  spot  month  should 
not,  under  proper  conditions,  long  remain  under  the  spot  price  of 
middling  cotton.  A  sustained  disturbance  in  the  parity,  in  the  ab- 
sence of  other  very  exceptional  conditions,  is  an  indication  that  con- 
tract differences  are  wrong. 

Section  10.  ContentioB  that  effect  of  errors  in  differences  is  automat- 
ically corrected. 

Most  advocates  of  the  system  of  fixed  or  perioilie  diffei-enoes,  how- 
ever, do  not  deny  th^t  the  failure  to  establish  wider  differences  in 
the  New  York  market  in  November,  1900,  was  chiefly  responsible 
for  the  abnormal  decline  in  the  contract  price  as  compared  with  the 
price  of  spot  middling.  Indeed,  they  contend  that  such  variation 
in  the  discount  in  the  contract  price  is  a  natural  and  effective  method 
of  correcting  any  evil  effect  of  errors  in  differences  and  of  prevent- 
ing losses  in  hedging  transactions,  and  that  it  so  operated  in  this 
case.  The  argument,  already  outlined  earlier  in  this  chapter,  is  that 
if  the  differences  are  wrong  the  competition  of  all  interests  in  the 
cotton  market  will  determine  the  extent  of  the  error  and  allow  for 
it  by  varying  the  discount  in  the  contract  price  accordingly.  This 
surgamentf  which  has  repeatedly  been  advanced  by  advocates  of  the 
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periodic-difference  system,  was  stated  by  S.  T.  Hubbard,  a  former 
president  of  the  New  York  Cotton  Exchange,  in  an  address  before 
the  National  Association  of  Cotton  Manufacturers,  at  their  meeting 
in  Boston,  April  24,  1907,  in  part  as  follows : 

Here  [i.  e.,  periodic-difference  system]  is  a  basis  for  contract 
delivery  which  will  remain  unchanged  for  nine  months;  if  dur- 
ing that  time  it  is  found  wrong,  the  measure  of  error  will  be 
determined,  not  by  a  committee  appointed  from  time  to  time, 
but  by  the  cotton  world  trading  in  all  the  markets,  by  the  value 
they  place  upon  our  conti-acts. 

Another  member  of  the  New  York  Cotton  Exchange,  in  a  com- 
munication to  one  of  his  correspondents,  under  date  of  April  12, 
1907,  when  the  discount  in  the  contract  price  at  New  York  was  about 
150  points,  said  : 

The  cotton  that  would  be  delivered  on  contract  in  New  Or- 
leans would  not  show  much  different  results,  either  to  the  buyer 
or  seller,  than  a  delivery  on  a  New  York  contract. 

In  this  connection  the  following  comparative  figures  were  given: 

New  Orleans : 

April  cotton  closed  on  9tli  Instant  at i 10. 18 

Good  ordinary  at  243  points  off  middling  would  net 7.  75 

Low  middling  at  125  points  off  would  net 8.93 

New  York : 

April  cotton  closed  on  Oth  instant  at 9.30 

Good  ordinary  at  125  points  off  middling  would  net 8.05 

Low  middling  at  50  points  off  would  net 8. 80 

The  communication  continued : 

We  doubt  if  as  high  as  low  middling  would  be  delivered  in 
either  market.  The  difference  between  New  Orleans  and  New 
York  April  delivery  (10.18  and  9.30,  respectively)  was  88  points 
on  9th  instant.  You  will  notice  from  the  above  that  good  ordi- 
nary would  net  30  points  more  in  New  York  and  low  middling 
13  points  less  than  New  Orleans. 

We  will  admit  that  New  York  contracts  have  been  a  poor 
hedge  this  year,  but  in  other  respects  the  difference  between  New 
Orleans  and  New  York  prices  shows  no  material  difference  in  the 
example  given  above,  as  the  6S  points  are  accounted  for.  It 
seems  very  much  like  buying  goods  at  10  cents  less  10  per  cent^ 
or  9  cents  cashJ^ 

In  other  words,  the  argument  in  the  statements  above  quoted  is  that 
the  effect  of  the  errors  in  establishing  grade  differences  at  New  York 
at  the  revision  of  November,  1906,  was  corrected  by  varying  the  dis- 
count in  the  contract  price  as  compared  with  the  price  of  spot  mid- 
dling, and,  furthermore,  that  in  general  it  is  practically  immaterial 
whether  or  not  differences  established  at  New  York  for  settlement  of 
contract  deliveries  are  in  accordance  with  the  commercial  differences 
of  southern  cotton  markets.. 

o  Italics  by  Bureau. 
4S2Zf—H.  Doc.  949,  60-1 ^11 
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Section  11.  HeaTy  lones  resnlting  from  fhe  action  of  rcYinon  committee. 

The  answer  to  this  deceptive  argument  is  quickly  found  in  the  ex- 
perience of  those  operators  in  futures  who  had  bought  contracts  in  the 
New  York  market  prior  to  the  revision  of  1906,  relying  on  the  faith- 
fuhiess  of  the  committee  to  change  the  differences  to  correspond  with 
market  conditions.  The  plight  of  such  operators  will  be  apparent 
on  a  moment^s  examination.  They  were  confronted  with  the  cer- 
tainty of  having  to  take  low-grade  cotton  at  arbitrary  and  unduly 
narrow  differences;  in  other  words,  at  much  above  the  actual  value 
of  these  low  grades  as  compared  with  middling.  Those  who  held 
their  contracts  and  at  their  maturity  received  cottoQ  at  these  false 
differences  suffered  a  heavy  loss.  Other  holders,  however,  and  prob- 
ably a  majority,  rushed  to  sell  out  their  contracts.  Of  course,  the 
new  buyers  endeavored  to  allow  for  this  error  in  differences  in  bid- 
ding for  such  contracts.  As  shown  in  Table  3,  on  page  122,  prices 
of  futures  on  November  22, 1906,  the  day  after  the  revision  committee 
met,  fell  about  30  points,  and  later  by  a  much  greater  amount.  Since 
a  new  condition  affecting  values  usually  does  not  show  its  full  effect 
immediately  in  actual  transactions,  it  was  not  to  be  expected  that  the 
full  adjustment  of  the  error  in  differences  could  be  made  at  once. 
Each  decline  attracted  new  buyers,  some  of  whom  had .  previously 
sold  contracts  short  and  were  content  with  a  moderate  profit.  Re- 
gardless of  the  time  necessary  to  bring  about  an  adjustment,  how- 
ever, it  is  apparent  that  all  holders  suffered  a  loss.  Those  who  sold 
first  lost  less,  but  all  lost.  The  long  interest  in  cotton  futures  was,  in 
the  language  of  the  trade,  *"  scooped,-'  or  ••  frozen  out." 

Moreover,  those  who  bought  from  time  to  time  during  the  decline 
in  contracts  following  the  revision  (except  in  so  far  as  they  were  cov- 
ering short  sales)  also  lost,  since  the  increasing  appreciation  of  the 
extent  of  the  error  in  the  differences  sent  the  contract  price  to  a 
greater  and  greater  discount. 

Losses  on  hedging  transactions. — One  attempted  answer  to  this 
incontrovertible  statement  is  that  the  long  interest  consisted  at  the 
time  of  revision  of  mere  speculators  and  deserved  no  sympathy ;  that 
they  bought  their  contracts  knowing  that  a  meeting  of  the  revision 
committee  would  be  held  in  November,  and  that,  consequently,  they 
took  the  chance  that  the  committee  would  not  revise  the  differences 
properly.  Passing  by  the  fallacy  in  this  argument  for  the  moment,  it 
is  sufficient  to  point  out  that  the  losses  resulting  from  this  abnormal 
drop  in  the  contract  price  relative  to  the  spot  price  by  no  means  fell 
exclusively  on  the  mere  speculator.  On  the  contrary,  they  fell  very 
heavily  upon  cotton  merchants  who  were  using  the  New  York  market, 
not  for  purposes  of  speculation,  but  to  avoid  speculation  in  the  trans- 
action of  business  in  actual  cotton,  or,  in  other  words,  for  hedging 
purposes.    A  decline  in  the  contract  price  would  not,  of  course,  in 
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itself  alone  cause  losses  to  merchants  who  held  contracts  as  a  hedge, 
but  the  decline  in  contracts  relative  to  spot  cotton — that  is,  the  great 
increase  in  the  discount  of  the  contract  price — destroyed  the  protec- 
tion of  their  hedges  and  meant  direct  and  certain  loss.  Their  hedges 
proved  to  be  worse  than  no  hedge  at  all. 

The  losses  of  this  class  of  purchasers  were  enormous.  Reports  of 
such  losses  were  obtained  by  representatives  of  the  Bureau  from  prac- 
tically all  sections  of  the  cotton  belt.  In  some  cases  cotton  mer- 
chants who  had  thus  purchased  hedges  in  the  New  York  market, 
realizing  what  the  effect  of  the  action  of  the  revision  committee  must 
be,  immediately  closed  out  those  hedges  and  transferred  them  to  other 
markets  and  in  this  manner  limited  their  losses.  Others,  however, 
did  not  realize  what  the  full  effect  of  the  committee's  action  would 
be,  and  failed  to  "  get  out  from  under  "  in  this  way.  Particularly 
severe  losses  were  suffered  by  exporters  in  the  Savannah  market.  In 
some  cases  losses  of  several  dollars  per  bale  were  reported  by  mer- 
chants at  that  port.  What  this  means  may  be  better  understood  when 
it  is  stated  that  merchants  often  do  not  expect  to  make  over  ^  cent  a 
pound,  or  only  about  60  cents  a  bale,  profit.  It  was  asserted  posi- 
tively in  the  trade  that  several  large  firms  formerly  doing  business  at 
Savannah  had  withdrawn  or  arranged  to  withdraw  from  business 
there  directly  as  a  result  of  the  losses  thus  suffered. 

These  losses  both  of  Savannah  exporters  and  other  merchants  w^ere 
partly  due  no  doubt  to  the  fact  that  certain  of  these  interests  had 
contracted  early  in  the  season  to  ship  to  European  buyers  high-grade 
cotton  at  about  the  usual  differences  "  on  "  middling.  After  the  Sep- 
tember storm  these  high  grades,  as  previously  stated,  went  to  very 
heavy  premiums.  Some  of  the  grades  of  "  staple  "  cotton  (cotton  of 
extra-staple  length)  which  ordinarily  would  be  sold  at  100  to  125 
points  on  middling  went  to  several  times  this  premium.  Such  export- 
ers who  had  used  the  New  York  market  as  a  hedge  were  thus  caught 
both  ways,  or  in  the  language  of  the  trade,  were  "  whipsawed."  It  is 
only  fair,  of  course,  to  consider  these  forward  commitments  in  actual 
cotton  in  connection  with  the  reports  of  large  losses  above  cited. 

Regardless,  however,  of  the  losses  due  to  inability  to  obtain  high 
grades  of  cotton  at  the  usual  premiums  above  middling,  it  is  obvious 
that  the  losses  on  hedges  alone  must  have  been  very  great  in  the  case 
of  those  merchants  who  failed  to  sell  out  their  hedging  contracts 
promptly.  It  might  be  supposed  that  all  merchants  would  thus  have 
sold  out  their  hedge  contracts  at  once,  and,  in  fact,  it  is  argued  by 
some  members  of  the  New  York  Cotton  Exchange  that  there  was 
ample  opportunity  to  do  this.  This  argument  is  unsound.  There  can 
be  no  doubt  that  even  if  all  holders  of  hedges  had  on  a  single  day 
attempted  to  close  these  out  this  tremendous  weight  of  selling  orders 
would  have  sent  the  contract  price  to  a  lower  level  than  that  actually 
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reached,  with  correspondingly  heavy  losses.  Even  those  merchants 
who  did  immediately  close  out  their  hedging  contracts  suflFered  a  loss, 
owing  to  the  fact,  already  noted,  that  the  very  day  after  the  revision 
was  announced  the  contract  price  fell  sharply,  both  absolutely  and 
in  its  relation  to  the  price  of  spot  middling.  In  view  of  this  immedi- 
ate loss  it  was  only  natural  that  many  such  operators  should  delay 
selling  out  their  contracts  in  the  hope  that  a  temporary  rally  in  the 
market  would  enable  them  to  get  out  on  somewhat  better  terms.  The 
rather  common  tendency  of  a  market  to  rally  somewhat  after  a  sharp 
break,  either  because  of  extensive  "  covering  "  purchases  by  short  in- 
terests or  by  the  appearance  of  a  new  set  of  buyers  who  are  attracted 
even  by  a  slightly  lower  level,  would  encourage  such  delay.  This 
tendency  to  delay  getting  out  when  a  market  is  going  against  an 
operator  is  such  a  well-known  trait  of  human  nature  that  it  need  not 
be  emphasized.  The  longer  such  operators  allowed  their  hedges  to 
remain  the  greater  their  losses  became.  As  shown  above,  the  discount 
between  the  contract  price  in  February  and  the  February  spot  price 
reached  nearly  200  points,  or  almost  $10  per  bale.- 

This  does  not  mean  that  losses  of  as  much  as  $10  a  bale  on  hedge 
transactions  were  general,  for  the  reason  that  the  contract  price 
throughout  the  greater  part  of  the  year  1906  had  ruled  at  an  unusual 
discount  below  the  price  of  spot  middling.  Undoubtedly  many  hedge 
purchases  were  made  before  the  November  revision  at  a  very  sub- 
stantial margin  under  the  spot  price.  For  instance,  during  the  early 
part  of  1906  the  margin  between  the  spot  middling  price  and  the 
price  of  futures  for  the  spot  month  ranged  at  about  60  points,  while 
in  August  and  September,  1906,  it  at  times  exceeded  100  points.  In 
October,  however,  it  had  fallen  below  25  points  and  in  November 
below  50  points.  It  will  be  seen,  therefore,  that  the  discount  of  196 
points  in  February,  1907,  was  about  60  points  greater  than  the  widest 
discount  shown  in  August,  1906,  and  about  140  points  greater  than 
what  might  be  called  the  aVerage  margin  of  the  early  summer  months 
of  1906.  These  were  the  margins  shown  by  comparison  of  the  spot 
price  of  middling  cotton  and  the  price  of  future  contracts  for  the 
spot  month  in  each  case.  Of  course,  the  bulk  of  new  commitments 
in  futures  is  in  more  distant  months.  The  course  of  the  margin 
between  the  spot  price  of  middling  cotton  and  the  price  of  future 
contracts  for  the  spot  month  was,  however,  fairly  representative  of 
the  course  of  the  margin  between  the  spot  price  of  middling  cotton 
and  the  prices  of  more  distant  futures.  In  other  words,  the  discount 
in  the  contract  price  for  more  distant  deliveries  increased  substan- 
tially in  proportion  to  that  for  deliveries  in  the  current  month,  as 
shown  in  the  table.  AA'hile  Tew  merchants,  if  any,  suffered  losses 
equivalent  to  the  extreme  discount  of  lHK)  points  reached  by  the  con- 
tract price  in  February,  there  can  be  little  doubt  that  the  losses  due 
to  the  widening  of  this  discount  were  exlr^m^Vj  Iv^av-y, 
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In  connection  with  this  discussion  of  the  effect  of  the  revision  of 
differences  at  New  York  in  November,  1906,  upon  operators  who 
had  bought  New  York  contracts  as  a  hedge,  the  following  state- 
ments may  be  cited. 

A  member  of  the  New  Orleans  Cotton  Exchange  said : 

The  consequence  of  this  system  of  fixed  differences  has  been 
very  disastrous  this  year  [1906-7]  to  all  parties  concerned.  Cot- 
ton is  more  and  more  sold  every  year — passed  on  from  producer 
to  consumer — on  a  system  of  what  is  known  as  "  points  on  and 
points  off  "  the  contract.  This  year  there  was  an  immense  amount 
of  cotton  sold  to  spinners  for  forward  delivery  by  exporters. 
Most  of  that  cotton  consisted  of  the  higher  grades,  say,  Liverpool 
good  middling.  In  the  early  part  of  the  season,  before  the 
exporter  realized  what  was  happening  to  him,  he  sold  that 
quality — Liverpool  good  middling — at  40  points  on  January 
contracts  in  New  York.  The  crop  was  a  low  one.  Differences 
widened.  The  cotton  he  had  to  buy  went  up,  and  the  contract 
on  which  the  points  were  based  went  down.  So  that,  while  he 
was  paying  11^  cents  for  good  middling  cotton,  he  was  getting 
40  points  on  9  cents  in  New  York,  which  was  the  price  of  the 
January  contract.'  In  other  words,  that  man,  by  this  system  of 
fixed  differences,  was  made  to  lose  in  some  cases  $10  per  bale  on 
transactions  in  which  he  had  no  speculative  interest  whatever 
and  which  were  supposed  to  be,  and  were  in  their  origin  and 
intent,  banking  transactions.  He  lost  that  money  through  the 
debasement  of  that  contract.  Of  course,  if  he  sold  at  40  points 
on  in  New  Orleans  he  lost  money,  but  that  loss  was  inevitable. 

A  prominent  broker  in  Savannah  said : 

Toward  the  latter  part  of  November  it  began  to  be  rumored 
that  changes  in  differences  would  be  made  and  he  [the  exporter] 
suddenly  found  that  his  futures  had  declined  approximately  50 
points,  based  on  the  changes  that  were  made.  For  the  moment 
cotton  also  declined.  *  *  *  It  remained  that  way  for  a  short 
time.  Then  the  New  York  market  proceeded  to  go  lower  while 
the  actual  cotton  was  held  and  was  not  sold  for  quite  a  little 
while.  There  was  a  lull  in  selling,  although  some  had  to  sell,  and 
they  had  to  accept  the  decline  which  wag  brought  about  by 
changing  the  differences — or  establishing  the  differences  on  a 
low-grade  basis.  The  exporter,  of  course,  was  at  sea;  he  did 
not  know  what  to  do.  A  great  many  of  them  waited  to  see  what 
would  be  the  result,  and  it  proved  very  disastrous  to  them — 
actual  cotton  being  held  from  100  to  150  points  on  futures  while 
futures  continued  to  decline.  Their  losses  ran  from  $3  to  $5 
per  bale,  and  afterwards  increased  to  as  much  as  $7  or  $8  per 
bale,  and  the  business  which  they  had  regarded  as  legitimate 
turned  out  to  be  absolutely  the  contrary,  and  was  practically 
the  rankest  sort  of  speculation,  being  the  result  of  manipulation 
by  the  New  York  Exchange,  which  is  a  speculative  market  and 
not  a  spot  market.  A  half  dozen  large  firms  retired  from  the 
business.  *  *  *  They  could  not  anord  to  do  the  business 
with  all  this  uncertainty.  This  has  simply  changed  the  whole 
aspect  of  the  business,  and  every  exporter  lost  money — a  gjreat 
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many  of  them  failed  *  *  *  entirely  owing  to  the  changing 
of  the  differences.  In  the  interior  dozens  of  larmers  laid  down 
on  the  contract;  they  simply  could  not  stand  the  differences. 
They  lost  money  overwhelmingly  and  the  entire  trade  received 
a  black  eye  that  it  will  not  get  over  for  a  long  time,  for  it  has 
shaken  the  whole  foundation  of  the  cotton  business.  This  is  the 
absolutely  legitimate  business;  there  is  no  speculative  feature 
to  it.  It  made  what  they  call  a  legitimate  business  absolutely 
illegitimate.  Had  they  not  hedged  at  all,  they  would  have  been 
all  right.  New  York  caught  the  South  for  millions  of  dollars, 
and  naturally  New  York  was  benefited  thereby;  there  is  no 
doubt  about  that. 

A  cotton  buyer  in  Savannah  said,  in  substance : 

Buyers  and  exporters  in  the  Savannah  market  lost  heavily  last 
year  as  a  result  of  purchasing  New  York  hedges.  They  were 
compelled  to  lose.  There  was  no  other  way  around  it.  I  think 
these  losses  would  easily  amount  to  about  $1,000,000  in  Savannah 
alone.  I  think  that  such  losses  were  responsible  for  one  failure 
in  this  market. 

Another  Savannah  buyer  said,  in  substance: 

Last  fall  when  the  differences  were  changed  low  middling  was 
only  50  points  below  middling  and  tinges  very  little  off.  This 
threw  their  market  on  a  low  middling  instead  of  a  middling 
basis,  when  their  market  dropi>ed  at  once  about  50  points.  *  *  * 
Those  who  had  hedged  their  sales  of  cotton  by  buying  futures  at 
once  lost  that  drop  in  the  market,  because  spots,  instead  of  going 
down,  advanced,  and  here  was  a  widening  the  other  w^ay,  and 
l)etween  spots  and  contracts  futures  declined  and  the  spots  went 
up,  making  a  wide-open  split.  Those  who  had  hedged,  instead 
of  IxMUg  able  to  pay  the  price  for  cotton,  had  simply  to  lose  that 
difference,  which  was  enormous.  *  *  *  xhe  losses  here  were 
very  large.  A  great  many  people  had  hedged  their  foreign-mill 
sales  in  New  York,  hence  this  drop  in  futures  and  the  advance 
in  spots  of  course  caused  them  to  lose  a  gi'eat  deal  of  money. 

A  cotton  buyer  of  Yazoo  City,  Miss.,  said,  in  substance,  that  the 
failure  of  the  i*evision  committee  to  materially  widen  the  differences 
between  middling  cotton  and  the  lower  grades  entailed  tremendoii>' 
losses  upon  thos(>  who  had  purchased  futures  in  the  New  York  mar- 
ket, and  that  he  himself  had  suffered  heavily.  On  May  10,  1906,  he 
contracted  to  sell  500  bales  of  high-gnide  staple  cotton  to  a  New  Eng- 
land spinner,  deliverable  in  Noveml>er,  Decemln^r,  and  January,  on 
(he  basis  of  81'2J  points  above  the  future  quotations  for  those  months. 
These  sales  were  arranginl  through  what  are  known  as  spinners'  calls, 
already  descrilxnl ; '»  that  is,  the  spinner  had  the  privilege  of  demand- 
ing the  cotton  at  IW2\  points  alH)ve  the  future  quotations  on  any  day 
that  he  might  si^lect  In^foiv  the  maturity  of  the  contract.  On  May  10, 
190(>,  when  thes<>  sales  were  made,  the  margin  l>etween  the  price  of 
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spot  middling  and  the  price  of  May  contracts  was  56  points.  By  the 
end  of  December,  1906,  this  margin  had  widened  to  about  100  points, 
and  in  January,  1907,  it  ranged  from  about  100  to  over  160  points. 
This  increase  in  the  margin  was  due  in  large  measure,  as  already 
shown,  to  the  improper  differences  established  by  the  revision  com- 
mittee of  the  New  York  Cotton  Exchange.  Since  the  spinner  bought 
on  the  basis  of  312^  points  on  the  contract  price,  and  did  not  "  call " 
until  the  price  fell  sharply  after  the  action  of  the  revision  committee, 
he  obtained  his  cotton  at  a  much  lower  figure  than  the  seller  had  ex- 
pected to  have  to  deliver  it.  The  seller  states  that  he  lost  $7  per  bale 
on  this  transaction. 

A  representative  of  a  large  Texas  firm  stated  that  he  had  hedge 
contracts  for  several  thousand  bales  of  cotton  in  New  York  at  the 
time  the  revision  committee  met,  but  that  he  began  to  sell  these 
hedges  out  the  very  morning  that  the  action  of  the  revision  com- 
mittee was  announced.  By  so  doing  he  avoided  a  loss  of  many  thou- 
sands of  dollars. 

.  Some  member  of  the  New  York  Cotton  Exchange  have  attempted 
to  answer  complaints  of  hedging  merchants  on  the  same  ground  as 
indicated  above  in  the  case  of  the  speculator,  namely,  that  such  a 
merchant  should  inform  himself  as  to  the  complicated  workings  of 
the  fixed-difference  system  and  should  then  take  his  chances.  A 
member  of  the  New  York  Cotton  Exchange,  in  discussing  the  posi- 
tion of  the  buyers  of  hedges  in  general,  said : 

A.  He  should  look  out  for  himself.  There  are  no  rules  that 
can  help  bad  judgment. 

Q.  Would  you  say  it  was  bad  judgment  on  the  part  of  a  man 
not  to  have  anticipated  such  a  revision  as  occurred  last  Novem- 
ber [i.  e.,  November,  1906]  ? — A.  It  is  bad  judgment  for  a  man 
to  hedge  his  mill's  requirements  by  buying  contracts  at  any  time 
or  at  any  place.  *  *  *  My  pomt  is  that  these  markets  should 
not  be  used  by  the  spinner  to  hedge  his  requirements. 

Q.  How  about  the  merchant,  then,  who  sells  to  spinners? 
Doesn't  he  need  a  buying  hedge? — A.  He  needs  a  buying  hedge 
and  should  not  need  a  guardian. 

The  fallacy  and  injustice  involved  in  the  above  argument  are  so 
obvious  as  hardly  to  call  for  answer.  It  may,  however,  be  repeated 
that  the  fundamental  principle  of  hedging  is  to  eliminate  for  the 
cotton  merchant,  as  far  as  possible,  speculative  risks,  whereas  the 
fixed-difference  system  arbitrarily  and  artificially  injects  into  his 
calculations  a  very  decided  element  of  risk.  The  cotton  merchant 
has  a  right  to  expect  that  cotton  exchanges  will  so  frame  their  rules 
as  to  minimize  as  far  as  possible  the  element  of  risk  in  his  hedging 
transactions. 

Losses  of  speculators. — As  already  stated,  the  contention  was 
made  by  some  that  a  large  number  of  those  who  lost  money  on  ac- 
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count  of  the  widening  of  the  discrepancy  between  the  contract  price 
and  the  spot  price  were  mere  speculators.  AVhile  this  is  true,  it  is  dif- 
ficult to  seriously  consider  the  argument  that  such  operators  are 
entitled  to  no  consideration.  The  cha^r  of  the  New  York  Cotton 
Exchange  distinctly  states  that  one  of  the  purposes  of  that  organiza- 
tion is  to  "  establish  just  and  equitable  principles  in  the  trade  and  to 
maintain  uniformity  in  its  rules,  regulations,  and  usages."  Many 
members  of  the  New  York  Cotton  Exchange  are  in  large  measure 
dependent  upon  outside  speculators  for  their  commissions,  and  they 
make  very  earnest  efforts,  through  the  establishment  of  branch  offices, 
the  issuance  of  circulars,  and  other  methods  of  advertising,  to  secure 
the  business  of  such  outsiders.  To  take  the  ground  that  such  out- 
siders have  no  rights  which  the  exchange  is  bound  to  respect  is  clearly 
indefensible.  In  fact,  it  hardly  becomes  any  member  of  that  ex- 
change to  use  such  an  argument.  The  removal  of  the  speculative 
interest  from  the  New  York  Cotton  Exchange  would  go  far  toward 
the  termination  of  its  existence.  It  is  fair  to  state  that  this  is  not 
the  expressed  attitude  of  some  leading  members  of  the  New  York 
Cotton  Exchange.  This  arguij^pjit  w.ag,  however,  advanced  by  some 
members  who  are  extreme  advocates  of  the  New  York  method  of 
fixing  differences. 

It  should  be  remembered  that,  while  veteran  operators  in  the  cotton 
market  at  once  appreciated  what  the  effect  of  the  action  of  the  New 
York  revision  committee  would  be,  this  was  by  no  means  apparent 
to  the  outside  trader.  A  small  speculator  in  cotton,  or  even  a  large 
operator  who  was  not  familiar  with  the  intricacies  of  the  business, 
would  very  properly  assume  that,  if  conditions  warranted  an  advance 
in  the  price  of  spot  cotton,  the  price  of  futures  would  show  a  corre- 
sponding improvement.  That,  in  the  face  of  a  sustained  advance  in 
the  spot  price  of  middling  cotton,  the  contract  price  at  New  York 
should  actually  decline,  probably  had  never  occurred  to  thousands  of 
traders  in  cotton  futures.  The  losses  of  this  portion  of  the  specu- 
lative clientele  must  have  been  enormous.  The  effect  was  speedily 
shown  in  the  practical  desertion  of  the  customers'  rooms  of  many  of 
the  large  brokerage  houses  handling  a  public  business. 

It  will  be  seen,  therefore,  that  the  argument  that  the  effect  of  errors 
in  differences  can  be  corrected  by  the  simple  process  of  varying  the 
contract  price  is  an  exceedingly  specious  one.  An  especially  falla- 
cious element  in  the  argument  is  that  it  assumes  that  the  buyer  can 
know,  at  least  approximately,  at  the  time  that  he  buys  the  contract 
what  grades  will  be  delivered  him  months  later.  The  argument  is 
that  he  will  expect  surplus  grades  and  reduce  his  bids  sufficiently  to 
offset  any  errors  in  grade  differences  for  such  grades.  As  a  matter 
of  fact,  the  surplus  grades  themselves  comprise  a  wide  range,  while 
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broken  lots  of  other  grades  are  often  delivered.  It  is  common  for  a 
single  delivery  of  cotton  on  contract  in  New  York  to  embrace  more 
than  ten  grades,  and,  including  the  quarter  grades  formerly  recog- 
nized, deliveries  have  inclu/^d  more  than  twenty  grades.  It  will  ho 
apparent,  therefore,  that  the  buyer  of  a  future  contract  can  have  only 
a  very  rough  idea  of  the  exact  grades  which  he  will  rei*eive  at  de- 
livery. Furthermore,  the  surplus  grades,  on  account  of  changes  in 
weather  which  may  alter  the  general  character  of  the  crop  may  pi*ove 
to  be  quite  different  from  expectations  at  the  time  the  contract  was 
entered  into,  while,  again,  as  clearly  shown  in  this  chapter,  the  buyer 
can  not  foresee  what  changes  in  differences  a  revision  committee  will 
make. 

Indisposition  to  hedge  in  New  York  market  a  result  of  re- 
vision OF  November,  1906. — The  losses  incurred  by  merchants  who 
had  hedged  in  the  New  York  market,  by  reason  of  the  action  of  the 
revision  committee  in  November,  1906,  naturally  made  them  fearful 
of  again  entering  that  market,  and  this  fear  has  caused  numy  of  them 
since  to  transfer  their  hedging  operations  to  other  markets.  Even 
those  who  did  not  happen  to^lose  o%this  occasion  have  been  disposed 
to  do  this.  This  was  asserted  by  a  considerable  numlnn'  of  cotton  mer- 
chants interviewed  during  the  investigation.  One  of  the  largest  cot- 
ton merchants  in  the  country  said  in  the  latter  part  of  1907 : 

We  are  doing  no  business  in  New  York  this  year  in  hedges, 
because  we  do  not  know  what  the  committees  are  going  to  do. 
We  are  hedging  in  Liverpool. 

A  very  definite  statement  to  the  same  effect  was  made  by  another 
firm,  members  of  the  New  York  Cotton  Sixchange,  in  a  letter  dated 
August  21,  1907,  to  the  revision  committee  which  met  in  Septeml>er, 
1907,  in  part  as  follows : 

In  common  with  other  houses,  we  have  received  many  letters 
from  mill  people  in  which  they  express  a  determination  to  have 
nothing  to  do  with  the  New  York  contract  until  a  proper  re- 
vision of  grade  differences  shall  have  been  made ;  and  we  are  now 
receiving  numerous  inquiries  as  to  what  chance  there  is  of  such 
a  correction  at  the  approaching  meeting  of  the  revision  commit- 
tee on  September  11.  These  latest  inquiries  have  been  drawn 
out  by  the  argument  which  we  made  in  our  weekly  letter  of 
August  17  in  favor  of  a  resumption  of  business  in  our  nuirlcet 
by  the  mills.     *     *     * 

The  replies  arriving  are  all  to  one  effect,  namely,  that  until 
conditions  are  properly  adjusted  New  York  can  not  hope  to 
regain  its  position  as  a  hedge  market  for  cotton  manufacturers. 
One  disgusted  spinner  (a  man  in  previous  years  a  strong  friend 
of  the  New  York  market)  even  goes  so  far  as  to  say : 

"  We  have  made  up  our  minds  to  do  nothing  until  we  know 
what  the  committees  will  do  to  make  the  New  York  contract 
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somewhat  like  the  value  of  spots.     A  mill  buying  wheat  in  Chi- 
cago would  have  found  [it]  last  fall  as  good  a  hedge  as  a  con- 
.  traxit  of  cotton  in  New  York^ 

4:  ♦  4:  4:  4:  «  ♦ 

The  country  looks  to  the  Xew  York  Cotton  Exchange  for  a 
correction  of  an  acknowledged  error  in  judgment  on  the  part  of 
our  revision  committee  nine  months  ago.  *  *  *  Failure  to 
make  a  revision  of  some  sort  when  the  opportunity  offers  will 
unquestionablv  be  considered  a  determination  on  the  part  of  our 
•  exchange  to  deny  justice  to  the  trader  in  contracts,  and  all  the 
efforts  which  have  been  made  by  a  large  body  of  our  exchange 
to  overcome  the  existing  antipathy  to  our 'institution  will  have 
been  wasted. 

As  noted  elsewhere,  the  revision  committee  which  met  in  Septem- 
ber, 1907,  made  a  very  drastic  change  in  differences,  particularly  on 
low  grades. 


CHAPTER  IV. 

PERIODIC  VERSUS  COMMERCIAL  DIFFERENCES  WITH  RESPECT 
TO  THE  PARITY  BETWEEN  SPOT  AND  CONTRACT  PRICES.  ~ 

I.  FBEQT7ENT   DISTXTHBANCES    OF   MARGIN   BETWEEN  SPOT  AND 
CONTRACT  PRICES  UNDER  PERIODIC  DIFFERENCES. 

Section  1.  Comparative  movements  of  spot  and  contract  prices  at  New 
York,  1880  to  1908. 

Those  who  defend  the  New  York  system  of  periodic  differences 
excuse  the  revision  committee  of  November,  1906,  on  the  ground  that 
the  crop  for  that  year  was  of  extraordinarily  low  grade ;  and  they  con- 
tend that  the  periodic-difference  system  should  not  be  judged  by  its 
operation  under  such  abnormal  circumstances.  In  support  of  this 
contention  they  declare  that  the  periodic-difference  system,  through 
a  long  series  of  years,  has  given  general  satisfaction. 

An  examination  of  the  records  of  the  New  York  Cotton  Exchange 
shows  that  this  defense  can  not  be  sustained,  but  that  there  have  been 
other  revisions  besides  that  of  November,  1906,  which  have  disturbed 
contract  values  and  the  normal  parity  of  the  spot  and  contract  price, 
and  which  have  caused  acute  dissatisfaction.  In  fact,  there  has  been 
more  or  less  dissatisfaction  over  the  action  of  revision  committees 
ever  since  the  system  of  monthly  revisions  was  established  in  1888, 
and  particularly  since  1897,  when  the  meetings  of  the  revision  com- 
mittee were  limited  to  two  a  year. 

That  the  parity  between  the  New  York  spot  and  contract  prices 
has  thus  frequently  been  disturbed  is  brought  out  in  the  following 
table,  and  in  charts  5  and  6,  opposite  page  154,  comparing  the  move- 
ment of  the  price  of  spot  cotton  in  the  New  York  market  with  the 
movement  of  the  price  of  basis  future  contracts  for  the  period  from 
September,  1880,  to  March,  1908  (in  the  charts  the  comparison  dates 
back  only  to  September,  1890).  The  basis  of  this  comparison  is  as 
follows:  The  spot  price  of  middling  is  the  mean  of  the  highest  and 
lowest  prices  of  each  month,  and  the  price  of  futures  is  likewise  the 
mean  of  the  highest  and  lowest  quotations  for  the  current  or  spot 
month;  that  is,  the  price  of  futures  for  January,  in  any  given  year,  is 
the  mean  of  the  highest  and  lowest  prices  for  January  futures  as 
quoted  in  January;  t*hat  for  February  the  mean  of  the  highest  and ' 
lowest  for  Febniary  futures  as  quoted  in  February,  etc. 
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Tablb  0.~OOMPARI80N  OF  SPOT  PRICE  OF  MIDDLING  COTTON  WITH  PRICE  OF 
FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH,  NEW  YORK  COTTON  EXCHANGE, 
BASED  ON  MEANS  OF  HIGHEST  AND  LOWEST  QUOTATIONS  MONTHLY,  1880-1908. 

[CenU  per  pound.    A  minus  margin  indicates  a  premium  of  the  future  price  over  the  spot  price.] 


Year  aitd  mofrth. 


September. . . . 

October 

November*.  4., 


JaimaiT'- 
February. 
HaiDh,... 

April 

Maj— .., 
June...... 

July 

August 


1881-«2. 

S^tember 

October 

November 

Deoember. 

January 

February 

March 

April 

May 

June 

July 

August 


1882^^1 

September 

October 

November 

December. 

January 

February 

March 

April 

May 

June 

July 

August 


pike  fi^r  MaiEin 

spot 
montlL. 


1883-84. 

September 

October 

November 

December. 

January 

Febnuiry 

M&reh 

April 

May 


tLSI 
1L3I 
1L30 
11.  H 
li.W 
IL6S 
ILIS 
lflL«l 

laad 

ILOD 
11.56 
12.50 

12.25 

iteo 

11.81 

12.31 

11.68 

11.81 

11.94 

12.19 

12.50 

12.38  ; 

12.81 

12.94 

12.25 
11.06 
1063 
10  38 
1019 
ia25 

iai9 
iai9 
ia8i 
ia56 
ia25 

10.13 

I 

i 
ia38 : 

latss 

ia50 

ia50 

laeo 

ia8i 

11. 19 
11.  A» 
11.63  ' 


LI.61 
l&SS 

1L88 

iLi& 

11.38 
Id  60 

mss 

LLOO 

11.  IC 
13.00 

12.06 

11.54 

11.71 

U.96  ■ 

11.83  I 

11.65 

11.96 

12.16 

12.11 

12.32 

12.87 

12.80 

12.00 
ia87 
ia48 
1025 

iao6 
ia22 
iai4 
iao6 
ia83 
ia5i 
laoo 
iai9 

ia29 
ia58 
ia4s 
ia43 
ia63 
ia:)t 
11.11 

11.70 
11.52 


a» 
.as 

-.00 
.06 
.(a 
.3S 
,21 
.21 
.17 
.00 
.10 

-.50  ' 

.20  : 

.15  ; 
.lo! 

.33  I 

-.30 

.16 

-.02 

.03 

.39 

.06 

-.06 

.14 

.25 
.19 
.15 
.13 
.13 
.03 
.06 
.13 

-.02 
.06 
.16 

-.06 

.09 

.02 
.07 
.06 
.03 
.OK 
-.01 
.11 


Year  and  raonth. 


]: 
JlOTB-. ,..,.,... 

Julf...,. 

AuitiMt 

1884-B5, 
Sfipterobor-,,,* 

October.. 

November 

DcQember. 

JanoazT. «--... 

February ■- 

Mareh 

April 

May 

June 

July 

August 


188&-8& 

September 

October 

November 

DecemiHT 

JanuHr>' 

Februery 

Msirh 

.\pril 

May 

June 

July 

August 

1886-87. 

September 

October 

November 

December 

January 

February 

Mairh 

April 

May 

June 

July.. 

.\UgU5t 


September 

iVtolvr 

NowmU»r 

l\>cemlvr 

January 


'     IfetLift 
Mean        tiiture 
spot       priw  lor 
price.    ,    spot 
month. 


Maigin. 


11.31  , 

U.34 

-0.01 

11.06 

IQLUB 

.Ofl 

mM 

1CL)43 

-U 

lD.5fl 

laar 

.1ft 

SlM 

0.88 

.04 

laio 

ia26 

^.07 

ItLSI 

ia7* 

.06 

11.13 

11.20 

-.07 

11.31 

11.31 

.00 

11.31 

11.21 

.10 

laoo 

ia82 

-.13 

1088 : 

ia74 

.14 

1069  1 

ia56 

.13 

1025  ! 

ia22 

.03 

ia44  1 

ia40 

.04 

iai3 

9.65 

.48 

9.81 

9.63 

.18 

9.44 

9.29 

.15 

9.31 

9.2.5 

.06 

9.25 

9.20 

.05 

9.00 

8.91 

.09 

9.06 

9.00 

.06 

9.25 

9.16 

.09 

9.56 

9.15 

.41 

9.44 

9.18 

.26 

9.50 

9.49 

.01 

9.38 

9.24 

.14 

9L38 

a  15 

.23 

a38 

a04 

.34 

a  19 

S.93 

.•26 

a38 

a  37 

.01 

9.50 

a4s 

.02 

asi^ 

a  41 

.09 

la  (k\ 

a9s 

.08 

ia«» 

la  5<'. 

.13 

11. 13 

laso 

.33 

11.19 

11.12 

.07 

ux  .v 

la  25 

.31 

9.  SI 

aa5 

.16 

a  SI 

a  45 

.36 

a.w 

a. 51 

.05 

UlOi^ 

lao: 

-.01 

la  .V 

ia50 

.06 

ia5('» 

ia42 

.14 
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Table  9.— COMPARISON   OF   SPOT   PRICE   OF   MIDDLING   COTTON   WITH   PRICE    OF 
FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH,  NEW  YORK  COTTON  EXCHANGE, 
BASED  ON  MEANS  OF  HIGHEST  AND  LOWEST  QUOTATIONS  MONTHLY,  1880-19(»- 
Continued. 
[Cents  per  i>oiiiid.    A  minus  margin  indicates  a  premium  of  the  future  price  over  the  spot  price.] 


Year  and  month. 


1887-88— Con. 

February 

March 

April 

May: 

June 

July 

August 


September. 

October 

November.. 
December.. 

January 

February.. 

March 

April 

May 

June 

July 

August 


188»-«0. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 

1800-^1. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 


Mean 
spot 
price. 


1801-i». 

September 

October 


ia63 
iai9 

9.81 
10.00 

iai9 

10.63 
11.00 

ia63 
iao6 

9.94 
9.81 
9.88 

iao6 
ia3i 
ia63 

IL  13 
11.06  i 
11. 19 
11.44 

11.25 
10.69 
10.31 
ia28 

ia63 : 

11.38  , 
11.  41  I 
11.  72  I 
12.34  j 
12.19  ' 
12.19  ' 

11.63  ! 

I 
I 

iae9  I 

10. 16  ! 
9.66  ' 
9.31  I 
9.41  I 
9.13 
a97  1 

a  94  I 

8.91 
8.59 
S.  19  ' 
8.16  i 

I 

&59  I 
8.63  i 


Mean 

future 

price  for 

spot 
month. 

Margin. 

ia52 

0.11 

9.99 

.20 

9.60 

.21 

9.88 

.12 

laio 

.09 

lass 

.08 

ia89 

.11 

9.67 

.96, 

9.40 

.66 

9.56 

o   en 

.38 
11 

9.56  1 
9.81  j 
10.00  I 
10.  43  I 

ia79  I 

ia48  I 
ia56  1 

ia73 

ILIO 
10.56 

iao7 

10.14 

ia53  I 

1L04  j 
1L29  j 
11.70  I 
12.31  1 
12. 06  j 
12.13  i 
11.39  I 

10.37  I 
9.97  1 
9.32  I 
8.97  I 
9.15 
8.85  ' 
8.68 
8.61 
&64 
&24 
7.80 
7.86 

8.39 
8.26 


Year  and  month. 


Mean 
spot 
price. 


1891-92-Con. 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 


.32  i 
.25! 
.31  I 
.20' 

.34J 
.58  I 
.63  I 

•"! 

.15  ij 
.13,1 
•24  ,^ 

.14,; 

.10 

•34  |, 
.12  , 
.02' 
.03  I 

.13  i' 

.06  ' 

I 

.32  I 
.19  |i 
.341 

.34  I' 

.26  [ 

.28  Ij 

29  i 

.33  !| 
.27  ij 
.35  i| 
.39 
.30 

.20 
.27 


1892-93. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 


1893-94. 

September 

October 

November 

December. 

January 

February 

March 

April 

May 

June 

July 

August 


1894-05. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 


8.19 
7.91 
7.56 
7.25 
&88 
7.03 
7.34 
7.50 
7.38 
7.28 

7.34 
8.03 
9.16 


9.47 
a  94 
a  16 
7.72 
7.84  I 

ao6  i 

7.63  I 

I 

a  13 , 
a  31 1 
a  16 , 


Mean 

future 

price  for 

spot 
month. 


Margin. 


7.94  I 
a09  I 
7.84  I 
7.63 
7.56  ' 
7.25  j 
7.35 
7.13 
&94 


&C3 
&03 

5.78  I 
5.75  I 
5.69  I 
5.59 
6.00 
a  69 
7.07 
7.13 
7.10  i 


I 


7.86 
7.58 
7.17 
&85 
a56 
&72 
7.18 
7.48 
7.19 
7.15 

7.11 
7.83 
a60 
9.31 
9.47 
9.02 
a69  i 
7.83  ■ 

7.38  I 
7.66  I 
7.89  I 

7.39  ! 

! 

7.98  I 

7.99  j 
a  07  i 
7.72  I 

7.83  I 

I 
7. 55  I 

7.42  I 

7.44 

7.02 

7.10 

&85 

a62 

&41 
&72 
5.48  i 
5.53  ' 
5.50  ' 
5.42  I 
5.85  I 
a  58  I 
a  88  I 

a  93  I 
asT  ^ 
1.^ 


0.33 
.33 
.39 
.40 
.32 
.31 
.16 
.11 
.19 
.13 

.23 
.20 
.56 
.38 
.22 
.45 
.25 
.33 
.34 
.18 
.17 
.24 

.15 
.32 
.09 
.22 
.26 
.29 
.21 
.12 
.23 
.25 
.28 
.32 

.22 
.31 
.30 
.22 
.19 
.17 
.15 
.11 
.19 
.20 
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Tablb  0.~oompari8on  of  spot  price  of  middling  cotton  with  price  of 

FUTURE  contracts  FOR  THE  SPOT    MONTH,  NEW  YORK  COTTON  EXCHANGE, 
BASED  ON  MEANS  OF  HIGHEST  AND  LOWEST  QUOTATIONS  MONTHLY,  188(^1906. 

[CentA  per  pound.    A  minus  margin  indicates  a  premium  of  the  future  price  over  the  spot  price.] 


Mean 
jipot 

prk». 

Itaan 
future 
price  for 
spot 
month. 

HanJn. 

11.S1 

11.  M 

-0.M 

11.  OA 

lOifiS 

,06 

laM 

m«a 

.11 

l€iAA 

10.37 

.10 

9.M 

%.m 

.00 

1€119 

la^ 

^.OT 

10.  gl 

lOlTfi 

.00 

iLia 

11.20 

-.07 

11-31 

1L31 

.00 

11.  SI 

IL21 

.10 

i(km 

1€LB2 

-.13 

lasB 

ia74 

.14 

IOlOO 

>aM 

.13 

ms 

l€i3Z 

.01 

10L44 

1440 

.01 

10,13 

0.05 

.48 

BL8I 

0.03 

.18 

9.44 

0.30 

.15 

Si  31 

0.Z5 

.06 

%2fi 

IK  20 

.06 

0.00 

H.01 

.09 

OlOG 

0  OA 

0.00 

U    1A 

.06 

SiiVfi 
&44 

9.50 
0.38 

0i3S 
9138 

ftlfl 

%,m 

0i60 

Oi  50 

laoo 
mm 
11  n 

11.10 
10^ 

a  Ml 

9l81 
9.50 

moo 

10  50 
10  50 


.  I. 


0.15 
Oils  . 
9.49  I 
0.24 

0,15  ' 
OiOl 
8.03 
0.37 
fli4a 
0l41 
0.08 
10  50 
lOLfiO 
11.13 
ltL25 
0.05 

0,15 
9l51 

lacFi 

ULfiO 

ia43 


I 


00 
.41 
,26 
.01 

.14 

.23 
.34 
.20 

.01 
.02 
.00 
.08 
.13 
.33 
.07 
.31 

ae 

.36 
.06 
.01 
.00 
.14 
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Tabus  9.— COMPARISON   OF   SPOT   PRICE   OF   MIDDLING  COTTON   WITH   PRICE   OP 
FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH,  NEW  YORK  COTTON  EXCHANGE, 
BASED  ON  MEANS  OF  HIGHEST  AND  LOWEST  QUOTATIONS  MONTHLY,  1880-19(»- 
Continued. 
[Cents  per  i>ound.    A  minus  margin  indicates  a  premium  of  the  future  price  over  the  spot  price.] 


Year  and  month. 


1887-88— Con. 

February 

March 

April 

May: 

June 

July 

August 


September. , 

October 

November.. 
December.. 

January 

February.. 

March 

April 

May 

Jime 

July 

August 


1889-90. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 


1800-^1. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 

1801-i». 

September 

October 


Mean 
spot 
price. 


ia63 
10.19 
9.81 

laoo 
iai9 
ia63 

ILOO 

ia63 
iao6 

9.94 
9.81 
9.88 

iao6 
ia3i 
ia63 

1L13 
1L06 
11.19 
11.44 

11.  25  ' 
10.69  ' 

laai  I 

10.28  I 

ia63  I 

11.38  I 
11.41  ! 


Mean 

future 

price  for 

spot 
month. 


I 


11. 72  I 
12.34  I 
12. 19  I 
12.19  ' 
11.63  i 


ia69  I 
iai6  I 
9.66  I 
9.31  > 
9.41  1 
9.13 
a  97  ' 
a  94  ! 
8.91 
8.59  I 
8.19  ' 

aifi  I 

I 

i 
&59  I 

8.631 


Margin. 


ia52 
9.99 
9.60 
9.88 

laio 

ia55 

laso 

9.67 
9.40 
9.56 
9.50 
9.56 
9.81 
10.00 
10.43 
ia79 
ia48 
ia56 

ia73 

11.10 

ia56 
iao7 
iai4 
ia53 

11.04  I 
11.29  I 
IL  70  I 
12.31  I 
12.06  1 
12.13  ' 
1L39 


0.11 
.20 
.21 
.12 

.09  ! 


ia37 
9.97 
9.32 
8.97  I 
9.15  ' 
8.85 
8.68 
a  61 
&64 
&24 
7.80 
7.86 

a39 
8.26 


Year  and  month. 


Mean 
spot 
price. 


1891-92-Con. 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 


.38 
.31 
.32 
.25 
.31 
.20 
.34 
.58 
.63 

15 

.15j 

.13; 

.24 :{ 

.u '; 

.10   I 

.34  ;i 

■>^: 

.02 
.03  ' 

.13 1; 

.06  , 

.24'. 

.32 
.19 
.34 
.34 
.26 
.28 
.29 
.33 
.27 
.35 
.39 
.30 

.20 
.27 


1892-93. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 


1893-94. 

September 

October 

November 

December. 

January 

February 

March 

April 

May 

June 

July 

August 


September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 


8.19 
7.91 
7.56 
7.25 
&88 
7.03 
7.34 
7.59 
7.38 
7.28 

7.34 
&03 
9.16 


9.47 
a  94 
a  16 
7.72 
7.84 

ao6 

7.63 
a  13 

a  31 
a  16 

7.94 

ao9  j 

7.84  I 
7.63 


Mean 
future 
price  for  I  Margin. 

spot 
month. 


&75  j 
5.69  j 
5.59 
6.00 
a  60 
7.07 
7.13 
7.10 


7.86 
7.68 
7.17 
&85 
&56 
a72 
7.18 
7.48 
7.19 
7.15 

7.11 
7.83 
a60 
9.31 
9.47 
9.02 

aeo 

7.83 
7.38 
7.66 
7.89 
7.39 

7.98 
7.99 

ao7 

7.72 
7.83 
7.55 
7.42 


I 


7.56 

7.44 

7.25 

7.02 

7.35 

•    7.10 

7.13 

a85 

&94 

&62 

a63 

a  41 

&03 

a  72 

5.78 

5.48 

0.33 
.33 
.39 
.40 
.32 
.31 
.16 
.11 
.19 
.13 

.23 
.20 
.56 
.38 
.22 
.45 
.25 
.33 
.34 
.18 
.17 
.24 

.15 
.32 
.09 
.22 
.26 
.29 
.21 
.12 
.23 
.25 
.28 
.32 


a  41 

.22 

a  72 

.31 

5.48 

.30 

a53 

.22 

aso 
a42 

.19 
•     .17 

a  85 

.15 

a58 

.11 

a88 

.19 

a  93 

.20 

a  8.7 
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Table  9.— COMPARISON  OF  SPOT  PRICE  OF  MIDDLING  COTTON  WITH  PRICE  OF 
FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH,  NEW  YORK  COTTON  EXCHANGE, 
BASED  ON  MEANS  OF  HIGHEST  AND  LOWEST  QUOTATIONS  MONTHLY,  1880-1908- 
Continued. 

[Cents  Tper  pound.    A  minus  margin  indicates  a  premium  of  the  future  price  over  the  spot  price.] 


Year  and  month. 


1895-96. 

September 

October 

November 

December. 

January 

February 

March 

April 

May 

Juno 

July 

August 

1890-97. 

September 

October 

November 

December. 

January 

February 

March 

April 

May 

June 

July 

August 


1897-98. 

September 

October 

November 

December. 

January 

February 

March 

April '. 

May 

Juno 

July 

August 


1898-«9. 

September 

October 

November 

December 

January 

February 

March 

April 

Majr 


Mean 
spot 
price. 


8w63 
8.94 

&m 

&41 
8.16 

ao3 

7.81 
8.01 
8.19 
7.72 
7.25 
&03 

8.54 
&16 
7.91 
7.38 
7.22 
7.22  j 
7.32  j 
7.53  j 
7.75  I 
7.79  I 
7.94  ■ 
8.07 


Mean 

future 

price  for 

spot 
month. 


Margin. 


I 


5.56 
5.41  ! 
5.47 
5.72  j 
6.  If)  I 
6.47 
6.38 
6.22 
6.191 


8.24 
8.80 
8.44 
8.03 
7.96 
7.74 
7.44 
7.73 
7.Q3 
7.44 
&93 
7.80 

8.10 
7.78 
7.70 
7.14 
a  94 
6.S4 
6.90 
7.16 
7.32 
7.26 
7.45 
7.88 


7.16 

a  72 

&31 

&18 

5.91 

&71 

5.88 

5.71 

&91 

5.71 

6.13 

5.89 

6.19 

5.98 

a32 

an 

6.44 

a28 

&44 

a  31 

6.16 

5.95 

5.94 

5.71 

5.38 
5.21 
5.18  , 
5.47 
5.  79 
a  17 
a  09 
5.82 
5.82  1 


0.30 
.14 
.25 
.38 
.20 
.29 
.37 
.28 
.26 
.28 
.32 
.23 

.44 
.38 
.21 
.24 

.28 
.38 
.33 
.37 
.43 


Year  and  month. 


Mean 
spot 
price. 


1898-99-Con. 

June 

July... 

August 


1899-1900. 

September 

October 

November 

December. 

January 

February 

March 

April 

May 

June... 

July 

August 


.19 


.44' 
.13 
.20 
.17 

.'20 ; 

.24  I 

.21 

.21  ' 

.16 

.13 

.21  ' 

.23 

.18 
.20   j 
.29 
.25 
.37    , 
.30 
.29   j 
.40  j, 
.37  I 


1902-3. 

September 

Octol)or 

NoveralHT 

Deccmljor 

January 


I 


1900-1901.  : 

September 

Octol)er I 

November 

Decern  l)er 

January 

Febniary 

March 

April 

May 

June ' 

July 

August 

1901-2. 

September 

OctolKT 

Novemlx^r 

DccemlxT 

January 

February 

March 

April 

May 

June 

July 

August 


a  16 
a  19 
a  31 

a  57 

7.29 
7.60 
7.66 
7.78 
8.72 
9.66 
9.72 
9.44 
9.41 

iao3 


ia31 

iai6 

9.91 
10.03 
10.94 
9.63 
8.63 
8.38 
8.19 
8.59 
8.47 
8.31 


Mean 

future 

price  for 

spot 
month. 


5.69 
5.54 
5.71 

a  14 
a96 
7.32 
7.22 
7.41 
a  33 
9.32 
9.26 
9.10 
9.00 
9.78 
9.01 

9.70 
9.67 
9.52 
9.  75 
11.13 
9.09 
8.23 
7.97 
7.73 
8.29 
7.94 
7.51 


Margin. 


0.47 
.65 
.60 

.43 
.33 

.28 
.44 
.37 
.39 
.34 
.46 
.34 
.41 
.25 
.87 

.61 


.28 
.19 
.54 
.40 
.41 
.46 
.30 
.53 
.80 


8.41 

7.61 

.80 

8.^5 

7.84 

.41 

7.91 

7.54 

.37 

8.28 

7.93 

.35 

8.31 

7.89 

.42 

8.53 

8.32 

.21 

9.03 

8.84 

.19 

9.44 

9.23 

.21 

9.56 

9.20 

.36 

9.34 

&93 

.41 

9.16 

&48 

.68 

8.94 

8.45 

.49 

9.00 

8.52 

.48 

8.80 

a  51 

.29 

8.48 

a  14 

.34 

8.70 

a43 

.27 

&95 

a75 

.20 
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Table  9.— COMPARISON  OF  SPOT  PRICE  OF  MIDDLING  COTTON  WITH  PRICE  OF 
FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH,  NEW  YORK  COTTON  EXCHANGE, 
BASED  ON  MEANS  OF  HIGHEST  AND  LOWEST  QUOTATIONS  MONTHLY,  188O-190a- 
Continued. 

[Cents  per  pound.    A  minus  margin  indicates  a  premium  of  tlie  future  price  over  the  spot  price.] 


Year  and  month. 


Mean 
spot 
price. 


Mean 

future 

price  for 

spot 
month. 


Margin 


1902-3— Con. 

February 9. 63 

March I  10.18 

April i  10.33 

May i  11.45 

Juno !  12.43 

July i  12.55 

August '  12.75 

1903-4.  ' 

September '  12.13 

October '  10.05 

November 11.08 

December. 13.03  ' 

January 14.93  i 

February 15.38  i 

March 15.33 

April 14.60  ! 

May 13.33 

June '  11.85 

July 10.93 

August 11.05 

1904-5. 

September 11.05 

October ;  10.25 

November 9.78 

December 7. 93 

January 7.18 

February 7.75 

March j  &03 

April 7.85 

May 8.35 

June 9.28 

July 10.70 

August 10. 93 


9.39 
9.91 
10.08 
11.24 
12.06 
12.45 
11.87 

11.89 
9.71 
10.73 
12.68 
14.16 
14.93 
14.67 
14.21 
13.08 
11.26 
10.52 
10.45 

10.54 
9.79 
9.41 
7.52 
6.80 
7.28 
7.55 
7.48 
7.89 
8.20 

ia:«) 
ia48 


I 


.47 
.48 
.37 
.46 
1.08 
.40 
.45 


i  1907-8. 

1  September 

I  Octolwr 

I  November 

I  December 

I  January 

[  Febniary 

I  March 


Mean 
spot 
price. 

Mean 
future 
price  for 

spot 
month. 

Margin. 

10.88 

10.38 

0.50 

10.30 

9.89 

.41 

1L45 

10.79 

.66 

12.13 

1L55 

.58 

11.80 

11.26 

.64 

11.13 

10.55 

.58 

11.38 

10.67 

.71 

11.73 

11.12 

.61 

11.73 

11. 13 

.60 

11.05 

10.55 

.50 

10.90 

10.09 

.81 

10.35 

9.33 

1.02 

9.80 

&75 

1.05 

10.83 

10.37 

.46 

10.75 

10.54 

.21 

10.85 

9.65 

L20 

10.85 

9.39 

1.46 

11.13 

9.23 

LOO 

11.18 

9.57 

L61 

11.18 

9.58 

L60 

12.20 

10.76 

L44 

U03 

11.67 

L36 

13.18 

12.23 

.95 

13.28 

11.44 

L84 

12.65 

11.42 

L23 

11.40 

10.47 

:93 

11.20 

10.40 

.80 

11.95 

11.33 

.62 

11.  78 
11.60  I 
10.98 


n.oo 

10.65 
10.05 


.78 
.95 
.93 


The  means  of  extreme  quotations  for  a  period  as  long  as  a  month 
may  seem  at  first  sight  an  untrustworthy  basis  for  showing  the 
movement  of  prices.  As  a  matter  of  fact,  however,  it  can  be  demon- 
strated that  the  use  of  such  mean  figures  is,  for  all  practical  purposes, 
as  rehable  as  the  use  of  average  figures.  The  use  of  either  mean  or 
average  figures  for  the  period  of  a  month  conceals,  of  course,  the  fluc- 
tuations which  occur  within  the  month,  and  this  fact  should  be  con- 
stantly borne  in  mind  in  the  following  discussion,  and  of  course  in 
the  case  of  New  Orleans  as  well  as  of  New  York.  It  w  ould  be  imprac- 
ticable, however,  to  show  fluctuations  in  the  margin  daily  for  any 
considerable  period.     Moreover,  such  daily  comparisons  would  b^ 
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misleading,  because  the  future  market  naturally  fluctuates  much 
more  rapidly  and  more  violently  than  the  spot  market  from  hour  to 
hour  or  from  day  to  day,  so  that  a  disturbance  of  20  or  30  points  in 
the  margin,  if  it  remains  in  effect  for  only  a  day  or  so,  is  not  neces- 
sarily an  indication  that  the  future  market  is  being  conducted  on  an 
improi>er  basis.  The  continuance  of  any  such  disturbance — ^which 
would  be  fairly  indicated  by  the  use  of  mean  or  of  average  figiu^s — 
over  any  considerable  period  of  time  does  indicate  that  there  is  some- 
thing radically  wrong  in  the  operation  of  the  system.  The  trust- 
worthiness of  mean  figures,  as  compared  with  averages,  is  more  fully 
explained  in  a  note  at  the  end  of  this  chapter. 

In  the  following  discussion  of  this  table  and  of  the  corresponding 
table  for  the  New  Orleans  Cotton  Exchange,  given  in  a  later  section 
of  this  chapter,  it  should  be  borne  in  mind  that  contracts  for  future 
delivery  in  some  months  are  practically  neglex^ted  in  both  the  New 
York  and  New  Orleans  markets.  This  is  notably  true  of  the  months 
of  February,  April,  and  June,  and  to  a  less  degree  August  and  Novem- 
ber. It  sometimes  happens  that  futiu-e  transactions  in  these  months 
during  such  months  are  very  infrequent,  and  it  may  happen  that  the 
means  of  such  infrequent  quotations  will  not  be  at  all  times  repre- 
sentative. In  the  New  Orleans  market,  in  some  of  these  inactive 
months,  there  were  no  transactions  whatever.** 

In  this  connection,  it  should  be  further  stated  that,  o\\4ng  to  the 
greater  volume  of  business  in  futiu^s  in  the  New  York  market,  as  a 
result  of  which  transactions  in  these  inactive  months  are  generally 
more  numerous  than  in  the  case  of  New  Orleans,  this  consideration 
does  not  apply  with  as  much  force  in  the  case  of  the  New  York  fig- 
ures as  in  the  case  of  those  for  New  Orleans.  Furthermore,  it  will 
be  found  that  comparatively  few  marked  disturbances  of  the  parity 
have  occurred  in  these  inactive  months,  with  the  exception  of  August, 
when,  as  shown  below,  other  conditions  than  the  infrequency  of 
transactions  undoubtedly  were  largely  responsible  for  such  disturb- 
ances. Although  transactions  in  these  inactive  future  montlis  are 
limited,  a  bid  ami  asked  price  is  usually  given  for  contracts  in  these 
months.  A  study  was  made  of  the  margin  shown  by  a  comparison 
of  the  closing  bid  figures  for  these  inactive  months  with  the  spot 
price  of  midilling.  This  comparison  showeil  that  the  margin  based 
on  actual  transactions  as  useil  in  the  table  was  a  pn>|>er  one.  One 
of  the  few  markeii  dist*repancies  WtwtHni  the  two  margins  occurred 
in  the  case  of  the  New  Orleans  market  in  February.  U)Ov^.  when  the 
margin  baseil  on  actual  transactions  was  only  *Jt>  pi^ints,  whereas  the 
margin  obtaimnl  by  using  the  cKvsing  bid  prices  of  futures  was  59 
points.  This  was  duo  to  the  fact  that  transactions  in  February 
futures  in  New  Orleans  iti  Februarw  19(K^»  wert^  verv  few  in  number 


*»:><v  TiiMe  13.  i^s^^>  172. 


OR  THE  SPOT  MONTH,  NEW  YORK 
O  AUGUST,  1897. 
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and  all  in  the  early  part  of  the  month,  so  that  they  did  not  fairly 
reflect  a  widening  of  the  margin  which  occurred  later  in  the  month. 

From  the  table  it  will  be  seen  that  in  the  period  from  1880  to  1888, 
during  which  the  commercial-difference  principle  was  employed  by 
the  New  York  Cotton  Exchange,  fluctuations  in  the  margin  between 
the  price  of  spot  cotton  and  the  price  of  futures  were  confined  to 
moderate  limits.  Thus,  from  September,  1880,  to  September,  1888, 
the  greatest  discount  of  the  contract  price  as  compared  with  the 
spot  price  of  middling  was  48  points.*  Such  a  discount,  moreover, 
was  altogether  unusual,  the  discount  seldom  exceeding  35  points, 
while,  in  the  great  majority  of  cases,  it  was  15  points  or  less.  In  a 
few  instances,  it  is  true,  the  contract  price  went  to  a  premium  over 
the  spot  price,  such  condition  being  indicated  in  the  table  by  a  minus 
margin.*  Thus,  in  August,  1881,  there  was  a  premium  of  50  points, 
and  in  January,  1882,  a  premium  of  30  points.  This  situation,  how- 
ever, was  abnormal  and  undoubtedly  due  either  to  a  squeeze  of  some 
importance  or  to  inactivity  of  trading  in  those  future  deliveries.  For 
the  period  prior  to  1888,  therefore,  the  range  of  fluctuation  in  the 
margin,  on  the  whole,  was  small.  This  is  further  illustrated  by  chart 
11,  opposite  page  178,  which  shows  the  margin  alone,  without  the 
monthly  means  of  prices  themselves,  for  the  period  from  1881  to  1908. 

In  1888  the  New  York  Cotton  Exchange,  as  already  stated,  aban- 
doned its  policy  of  frequent  revisions  and  provided  that  its  revision 
committee  should  meet  only  nine  times  a  year  (or  monthly  from 
September  to  April,  and  again  in  June).  It  is  worth  noting  that  this 
change  was  almost  immediately  accompanied  by  a  marked  disturb- 
ance of  the  parity  between  the  spot  and  the  contract  price.  Thus, 
in  September,  1888,  the  margin  amounted  to  no  less  than  96  points, 
whereas  for  eight  years  previously  the  greatest  margin,  as  just  shown, 
was  48  points.  In  December,  1888,  the  margin  fell  to  31  points,  but 
widened  out  to  71  points  in  August.  Thus  the  introduction  of  the 
periodic-difference  system,  even  with  the  requirement  of  nine 
revision  meetings  yearly,  was  marked  both  by  an  unusual  increase 
in  the  margin  between  the  spot  and  the  contract  price  and  by  violent 
fluctuations  in  that  margin.  As  an  illustration  of  the  dissatisfac- 
tion produced  by  this  unusual  condition  it  may  be  noted  that  the 
Augusta  Cotton  Exchange  corresponded-with  the  Savannah  Cotton 
Exchange  at  this  time  with  a  view  to  securing  a  general  conference 
of  committees  of  various  southern  exchanges  for  a  discussion  of  *Hhe 
anomalous  condition  of  the  relation  between  spot  and  future  cotton 
in  New   York.''      No    action  appears  to  have  been  taken  in  this 

o  It  will  be  understood  that  in  thus  quoting  figures  to  indicate  changes  in  the  mar- 
gin the  mean  figures  as  shown  in  the  table  are  used.  Actual  fluctuations  in  the  mar- 
gin within  any  given  month  are,  as  above  stated,  not  shown. 

*  Actual  premiums  may  have  been  of  only  a  few  days'  duration. 

43225— H.  Doc.  949,  60-1 12 
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matter,  but  it  serves  to  illustrate  the  dissatisfaction  existing  in  the 
cotton  trade. 

In  1889  and  1890  the  mai^n  was  very  much  narrower  than  in  the 
previous  year,  and  much  more  constant.  In  the  season  of  1890-91, 
however,  it  widened  out  somewhat  beyond  the  normal  limits,  though 
by  no  means  as  sharply  as  in  1888-89.  Thus,  in  November  and 
December  of  1890  the  margin  was  34  points,  and  from  January  to 
April,  1891,  it  ranged  from  26  to  33  points.  These  are  the  margins 
indicated  by  the  mean  figures.  The  actual  margins  at  this  time  were 
frequently  greater. 

From  September,  1891,  to  September,  1897,  the  margin  between 
the  two  prices  showed  a  fair  degree  of  constancy.  Thus,  the  extreme 
discount  in  the  contract  price  during  this  period  was  56  points  and 
instances  where  the  discount  exceeded  40  points  were  rare.  At  the 
same  time  the  margin  seldom  was  less  than  15  points.  This  com- 
parative steadiness  of  the  margin  is  well  brought  out  by  chart  5. 
This  greater  uniformity  in  the  margin  was  due  in  part,  no  doubt,  to 
the  low  prices  for  cotton  which  prevailed  during  this  period  and  for 
some  time  thereafter.  Thus,  from  1892  to  1897  the  actual  price  of 
middling  did  not  at  any  time  exceed  10  cents,  while  it  frequently  was 
below  6  cents.  While  the  normal  margin  of  15  to  25  points  should  be 
more  or  less  unaffected  by  changes  in  prices  of  spot  cotton,  dis- 
turbances in  this  margin,  due  to  improper  establishment  of  differ- 
ences, would  naturally  be  less  when  prices  of  cotton  were  low  and 
the  commercial  differences  consequently  small  in  absolute  amount 
than  when  they  were  high,  since  errors  in  arbitrary  differences  under 
these  conditions  would  naturally  be  smaller  than  when  prices  of  cot- 
ton were  high  and  commercial  differences  between  grades  fairly  wide. 

During  this  period,  from  1891  to  1897,  the  revision  committee  of 
the  New  York  Cotton  Exchange  continued  to  meet  nine  times  a 
year:  as  shown  later,  the  committee  frequently  made  no  change  in 
differences  at  its  meetings.  In  the  crop  year  1897  the  New  York  Cot- 
ton Exchange  abandoned  monthly  meetings  of  the  revision  committee, 
and  provided  that  the  committee  should  meet  only  twice  a  year, 
namely,  in  September  aVid  November,  and  this  system  has  been  in 
force  ever  since.  This  change  has  been  followed  by  a  very  marked 
change  in  the  relationship  between  the  spot  and  the  contract  price. 
In  the  seasons  of  1807-9S  and  1808-99,  it  is  true,  the  margin  between 
the  two  prices  was  comparatively  moderate  on  the  whole,  although  in 
the  latter  season  the  margin  in  July  widened  out  to  65  points.  In 
these  years,  however,  as  shown  later,  the  disparity  between  the  New 
York  differences  and  the  commercial  differences  was  not  great.  This 
again  was  partly  due  to  the  low  prices  of  cotton  which  still  prevailed 
at  this  time. 

From  September,  1S90.  down  to  the  present  time,  however,  the 
margin  has  on  the  whole  been  very  much  greater  than  in  earlier  years, 
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and,  what  is  far  more  important,  it  has  fluctuated  with  much  greater 
violence.  Thus,  in  the  season  1899-1900  it  ranged  from  25  points  to  87 
points  discount;  in  1900-1901  it  ranged  from  a  discount  of  80  points 
to  a  premium  of  19  points.  In  later  years  fluctuations  have  also 
been  violent,  until  in  the  season  of  1906-7  the  discount  in  the  con- 
tract price  from  the  spot  price  of  middling  went  to  the  unprece- 
dented figure  of  190  points,  while  for  a  great  part  of  that  season  it  was 
over  125  points.  On  the  other  hand,  in  November,  1906  (when,  how- 
ever, there  was  a  severe  squeeze  in  the  market),  it  fell  as  low  as  21 
points,  thus  showing  pronounced  irregularity.  In  April,  1908,  the 
discount  again  became  exceedingly  great.*  The  general  increase 
in  the  margin  for  the  period  since  1897,  and  the  greater  irregularity 
of  the  margin,  can  at  once  be  seen  from  the  charts  opposite  page  154. 
Irregularity  in  the  margin  is  especially  important.  It  is  the  con- 
stancy rather  than  the  amoimt  of  the  mai^in  with  which  operators  in 
the  future  market,  and  particularly  those  using  the  future  market  for 
hedging  purposes,  are  mainly  concerned.  This  consideration  can  not 
be  too  strongly  emphasized.  That  is  to  say,  it  is  largely  immaterial 
to  an  operator  whether  the  contract  price  is  25  points  below  the 
price  of  spot  middling  or  100  points  below  so  long  as  a  imiform 
parity  is  maintained.  The  table,  however,  shows  very  clearly 
that  for  the  period  from  1897  to  date,  and  more  particularly  from  1899 
to  date,  there  has  really  been  nothing  like  a  sustained  parity  between 
the  two  prices  for  any  considerable  period  of  time.  This  means^  that 
merchants  using  the  market  for  hedging  purposes  have  been  more  or 
less  constantly  subjected  to  a  very  serious  risk;  whereas,  as  so  fre- 
quently emphasized,  the  purpose  of  hedging  is  to  reduce  or  eliminate 
risk.  It  means,  too,  that  the  calculations  of  speculators  as  to  the 
movements  of  the  contract  price  itself  have  been  rendered  more 
difficult  and  risks  consequently  increased. 

Section  2.  Eelation  of  disconnt  in  contract  price  to  grade  differences. 

The  disturbances  in  the  parity  between  the  spot  and  the  contract 
price,  above  indicated,  were  usually  accompanied  by  a  disparity  be- 
tween the  grade  differences  fixed  by  the  New  York  Cotton  Exchange 
and  the  conmiercial  differences  existing  in  southern  markets,  and 
were  undoubtedly  largely  due  to  such  disparity  in  differences.'' 

In  studying  the  relationship  of  disturbances  of  the  parity  between 
the  spot  and   the  contract   price   to   disparities  between   the  New 

o  See  page  126. 

&  The  differences  established  by  revision  committees  of  the  New  York  Cotton  Ex- 
change since  October,  1889,  are  given  in  Table  16,  on  pages  184-185.  Table  17,  on 
pages  186-188,  shows  the  commercial  differences  in  the  New  Orleans  market  for  good 
middling,  low  middling,  and  good  ordinary  cotton  on  the  first  business  day  of  each 
month  from  September,  1890,  to  September,  1900,  while  Table  18,  on  pages  189-192, 
shows  all  changes  in  the  commercial  differences  for  these  grades  at  New  Orleans  from 
September,  1900,  to  March,  1908. 
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York  differences  and  the  commercial  differences  of  the  South,  it 
should  be  borne  in  mind  that  the  parity  may  be  disturbed  to  some 
extent  by  influences  other  than  errors  in  the  contract  differences.  As 
already  pointed  out,  cross  currents  of  speculation  may  influence  this 
maigin,  particularly  after  the  normal  parity  has  been  once  disturbed. 
The  future  market  is  more  active  than  the  spot  market  and  is  sub- 
ject to  almost  ceaseless  fluctuation,  so  that  the  future  price  may  be 
sharply  advanced  or  sharply  reduced  for  a  brief  period  ^thout  a  cor- 
respondingly marked  fluctuation  in  the  price  of  spot  middling.** 

Granting,  however,  that  certain  conditions  other  than  errors 
in  differences  may  affect  the  margin  between  the  spot  and  the  con- 
tract price,  it  wdll  be  clear,  from  the  following  discussion,  that  such 
errors  have  undoubtedly  b^n  an  exceedingly  important  factor  in  pro- 
ducing those  disturbances. 

As  already  stated,  from  1890  to  1897  the  margin  between  the  spot 
price  of  middling  and  the  pric-e  of  futures  for  the  current  month  j^as, 
speaking  relatively,  fairly  uniform.  During  this  period  the  differ- 
ences of  the  New  York  Odtton  Exchange  were  on  the  whole  less  out 
of  line  with  those  in  the  New  Orleans  maricet  (which  is  fairiy  repre- 
sentative of  the  leading  southern  markets)  than  they  have  been  in 
recent  years.  This  will  be  apparent  from  chart  7,  opposite  page  160, 
which  sliows  the  contract  differences  on  for  good  middling  cotton  and 
the  differences  off  for  low  middling  and  good  ordinary  cotton  in  the 
New  York  and  New  Orleans  markets  on  tlie  first  day  of  each  month 
from  September.  1890.  to  August  31,  1897.  inclusive.*  The  move- 
ment of  the  margin  between  the  sjx)t  and  contract  prices  at  New 
York  is  also  shown,  for  comparison,  in  a  subohart. 

The  nK>st  pronounceii  disparity  between  tlie  periodic  differences  of 
the  New  York  Cotton  Exchange  and  theconmiercial  differences  ex- 
isting in  the  New  Orleans  market  for  gooil  middling  or  low  middling 
cotton  during  this  j>eriiHi  incurred  in  the  year  1S91.  when  the  differ- 
ence for  gixxl  middling  cotton  at  New  York  was  far  below  the  com- 
mensal difference  for  that  grade  in  the  New  Orleans  maiket.  This, 
however,  was  not  accompanieil  by  a  oorrespKinding  disturbance  of  the 
parity  between  the  s|H>t  and  contract  prices  at  New  York,  for  the  rea- 
son, already  explaineil.  that  wlien  differences  on  high  grades  are  made 
toi)  small  the  usual  n'sult  is  that  high  grailes  are  simply  withheld  from 
delivery  on  contract,  and  then^fore  do  not  influence  the  discount  of 
the  ciMitract  price.  This  errv>r  in  the  difference  of  the  New  York 
Cotton  Kxchangi*  for  gixnl  middling.  Iiowcvor,  tXH^asioned  pronoimced 
di:ss^tisfaction  at  the  time.  This  is  indioatcil  by  the  following  report 
of  a  sjxvial  oommitttv  of  the  New  York  Cotton  Exchange  appointed 

^  U  shvHild  Iv  nou>vl  that  tho  ticun^s  t\T  Now  Oru^uis.  sir.vv  they  dnom  merely  the 
dilft^uu^x^  oxis^itu:  on  tho  tirsi  viay  .^f  i!u'  ::^  :;:h.  niAv  :i.^t  iadicmle  aU  dnogee  in 
Jilfty^ititt*  III  riur  iiuirkoc  ilurii\^  the  \vrvxl  wv.vlot  vvn:Jvi-«»iuoDL 
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to  consider  plans  for  improving  methods  of  establishing  grade  differ- 
ences: 

New  York,  April  1, 1891, 
To  the  Board  of  Managers  New  York  Cotton  Exchange. 

Dear  Sirs:  Your  committee  having  in  charge  to  devise  a  plan 
to  improve  the  present  system  of  revising  the  quotations  of  spot 
cotton  beg  to  report  as  follows: 

In  comparing  our  Quotations  with  the  eight  leading  southern 
markets  for  the  montns  of  November,  December,  January,  and 
February,  as  per  table  herewith,  we  find  that  with  the  exception 
of  ''good  middling"  they  differed  but  little.  As  ''good  mid- 
dling," this  season,  was  not  delivered  on  contract,  the  admitted 
mistake  in  its  quotation  has  at  no  time  affected  the  value  of 
contracts. 

It  has  been  suggested  to  revise  quotations  for  various  grades  once 
a  year  only,  at  a  time  when  the  quality  of  the  crop  grown  is  fairly 
well  known  to  the  trade,  05,  for  insUince,  in  November.  If  however, 
the  quotations  so  fixed  are  to  hold  good  for  twelve  months,  they  would 
virtually  extend  into  a  new  crop,  which  may  be  of  a  different  qual- 
ity and  character  altogether. 

By  adopting  such  a  system  all  calculation  would  be  upset  and 
hedging  be  made  impossible. 

Mum  as  it  may  oe  desired  by  traders  in  futures  to  have  fixed 
values  for  the  various  grades,  no  legislation  can  ever  accomplish  it; 
supply  and  demand  wiU^  regulate  the  values,  and  fiuctuaiwns  are 
consequently  unavoidable.^ 

As  it  is  proved  by  the  inclosed  table  that  our  quotations  thus 
far  this  season  have  been  pretty  near  the  same  as  those  in  the 
various  southern  markets,  we  recommend  that  our  present  sys- 
tem be  continued;  that  the  committee  on  revision  oe  charged, 
however,  in  revising,  to  take  the  quotations  of  Liverpool  as  well 
as  those  of  the  leading  southern  markets  (Norfolk,  Charleston, 
Savannah,  Mobile,  New  Orleans,  Galveston,  Memphis,  St.  Louis, 
Augusta)  into  consideration,  the  superintendent  to  supply  the 
committee  with  the  necessary  information.  Mistakes,  such  as  in 
the  quotation  of  "good  middling,"  could  thereby  be  avoided  in 
future. 

In  connection  with  this  your  committee  beg  to  suggest  that 
the  Quotations  for  spot  cotton  be  expressed  in  decimals  m  futiu'e, 
which  would  materially  facilitate  the  clerical  work  in  making 
out  bills  for  contract  delivery. 

Yoiu"  committee  further  begs  to  recommend  that  the  leading 
southern  exchanges  be  invited  to  join  with  the  New  York  Cotton 
Exchange  in  a  proposition  to  the  European  exchanges  to  adopt 
a  uniform  international  standard  of  classification  for  American 
cotton. 


Respectfully  submitted. 


George  Brennecke,  Chairman. 
Samuel  Hopkins,  Secretary. 
Robert  Woolfenden. 

A.    NORDEN. 

Thomas  M.  Robinson. 
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sharply  disturbed  in  1899  and  1900,  and  that  differences  at  New  York 
were  frequently  out  of  line  in  these  years  with  the  commercial  differ- 
ences at  New  Orleans.  For  example,  at  the  end  of  the  crop  year  1899 
(July  and  August),  when  the  contract  price  at  New  York  fell  sharply 
from  the  spot  price  of  middling — the  margin  between  the  two  amount- 
ing to  about  60  points — the  differences  at  New  York  for  all  three 
grades  mentioned  likewise  showed  serious  divergence  from  the  differ- 
ences in  New  Orleans.  Thus,  against  a  difference  ''on''  in  New  York 
for  good  middling  of  0.38  cent,  the  difference  in  New  Orleans  was 
0.63  cent  and  at  times  0.69  cent.  In  other  words,  the  New  York 
difference  was  too  narrow  and  good  middling  was  undervalued.  This, 
however,  did  not  affect  the  contract  price,  since  it  simply  meant  that 
good  middling  was  not  delivered  on  contract  to  any  great  extent. 
The  difference  off  for  low  middling  was  also  too  narrow  at  this  time. 
Thus,  in  July,  1899,  it  was  only  0.44  cent  in  New  York,  as  compared 
with  0.81  cent  in  New  Orleans.  The  difference  off  for  good  ordinary 
in  New  York  was  1.06  cents,  whereas  in  New  Orleans  it  reached 
1.63  cents.  In  other  words,  at  this  period  these  low  grades  were 
overvalued  at  New  York.  The  situation  was,  therefore,  similar  to 
that  existing  in  the  crop  year  1906-7,  and,  although  the  error  was 
less  pronounced,  the  effect  was  the  same  in  kind,  namely,  to  produce 
an  abnormal  discount  in  the  contract  price  as  compared  with  the 
price  of  spot  middling. 

Since  1900  disturbances  in  the  margin  between  the  spot  and  the 
contract  price  have  been  common,  particularly  toward  the  close  of 
crop  years.  They  have  also  been  much  greater  in  absolute  amount 
than  those  occurring  from  1891  to  1897.  In  August,  1900,  the  margin 
widened  out  to  87  points,  and  it  was  80  points  in  the  same  month  of 

1901,  while  in  the  meantime,  in  January,  1901,  the  contract  price 
went  to  a  premium  of  19  points  above  the  spot  price.  Fluctuations 
in  the  margin  at  this  time  were,  therefore,  extremely  irregular.     In 

1902,  1903,  1904,'^and  1905  disturbances  in  the  margin  near  the  end  of 
crop  years,  while,  on  the  whole,  less  severe  than  those  just  indicated, 
were  nevertheless  pronounced. 

The  relation  between  these  increased  and  varying  discounts  in  the 
contract  price,  as  compared  with  the  spot  middling  price,  and  the  grade 
differences  is  clear  from  charts  7  and  8.  It  will  be  seen  that  the  dis- 
parity between  the  New  York  and  the  New  Orleans  differences,  particu- 
larly with  respect  to  low  middling  and  good  ordinary  cotton,  was  much 
more  marked  during  the  period  from  1900  to  1907  than  it  had  been 
from  1891  to  1897.  The  fact,  already  noted,  that  the  discount  in  the 
contract  price  was,  during  the  period  from  1900  to  1905,  usually  most 
conspicuous  at  the  end  of  the  crop  year — from  July  to  August — or  in 
September,  corresponds  in  general  with  greater  disparities  between  the 


162  COTTON   EXCHANGES — GBADE  DIFFERENCES. 

arbitrary  differences  of  New  York  and  the  commercial  differences  at 
New  Orleans  at  these  times.  This  tendency  of  the  disparity  between 
the  New  York  and  New  Orleans  differences  to  become  especially 
marked  at  the  close  of  crop  years  is  entirely  natural,  since  that  period 
is  remote  from  the  date  oJF  the  latest  revision  of  differences  at  New 
York,  in  November,  and  since  changes  in  conditions  affecting  the 
commercial  differences  at  New  Orleans  would  be  most  pronounced 
toward  the  end  of  the  crop  year,  when  the  supply  of  cotton  is  ordi- 
narily much  reduced  and  consists  of  a  nondescript  mixture  of  grades, 
which  the  holders  are  willing  to  dispose  of  at  concessions.  The  chart 
shows,  in  the  case  of  low  middling,  and  still  more  decidedly  in  the  case 
of  good  ordinary,  that  a  pronounced  disparity  between  the  New  York 
differences  and  the  commercial  differences  at  New  Orleans  occurred  at 
the  close  of  the  crop  years  1900-1  and  1902-3,  and  a  considerable 
disparity  at  the  close  of  the  crop  years  1903-4  and  1904-5.  In  nearly 
every  case  the  New  York  differences  for  these  low  grades  were  too 
narrow;  that  is,  there  was  an  overvaluation  of  these  low  grades 
which  tended  to  increase  the  discount  in  the  contract  price. 

In  the  season  of  1903-4  th^  New  York  differences  were  rather 
sharply  out  of  line  with  tho^e  in  southern  markets  for  high  grades. 
These  grades,  for  which  good  middling  is  fairly  representative,  were 
constantly  overvalued  by  the  arbitrary  differences  of  the  New  York 
Cotton  Exchange.  Owing  to  the  fact  that  the  crop  of  1903-4  was  of 
unusually  high  grade,  there  was  a  large  surplus  of  high-grade  cotton; 
consequently,  it  was  the  high  grades  rather  than  the  low  grades  which 
cotton  merchants  desired  to  tender  on  contract.  The  excessive  differ- 
ences established  on  these  high  grades,  therefore,  had  an  important 
bearing  upon  the  contract  price,  which,  as  will  be  seen  from  an  exam- 
ination of  Table  9,  fell  sharply  from  the  spot  price  in  the  months  of 
January,  February,  and  March,  1904.  The  difference  on  for  good 
middling  as  established  by  the  revision  committee  of  the  New  York 
Cotton  Exchange  in  November,  1903,  was  0.44  cent,  whereas  in  the 
New  Orleans  market  the  difference  at  the  time  the  New  York  com- 
mittee met  was  only  0.19  cent,  and  while  it  subsequently  widened  it 
reached  only  0.31  cent.  This  error  in  the  establishment  of  differences 
on  high  grades  at  New  York  in  the  crop  year  1903-4  occasioned  acute 
dissatisfaction.  This  incident  is  fully  discussed  in  Chapter  V,  and 
need  not  be  considered  in  detail  here. 

In  the  crop  years  1905-6  and  1906-7  the  margin  between  the  two 
prices,  as  shown  in  the  preceding  chapter,  was  altogether  abnormal, 
and  at  this  time  the  disparity  between  the  fixed  differences  of  the 
New  York  Cotton  Exchange  and  the  commercial  differences  of  the 
New  Orleans  Cotton  Exchange  was  also  exceptional. 
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Section  3.  Effect  of  revisions  of  September  and  November,  1907. 

From  Table  9  and  chart  6  it  will  be  seen  that  the  margin  between 
the  spot  and  contract  prices  at  New  York  narrowed  sharply  during 
the  period  from  September  to  December,  1907.  Thus,  against  a 
mean  margin  in  September,  1907,  of  123  points,  the  mean  margin  in 
December  was  only  62  points.  Furthermore,  the  margin  as  shown 
by  a  comparison  of  daily  prices  had  narrowed  still  more  sharply. 
The  narrowing  of  the  margin  at  this  time  is  of  especial  interest, 
because  the  revision  of  September,  1907,  at  New  York  was  avow- 
edly intended  to  faithfully  reflect  the  actual  commercial  differences 
existing  in  southern  markets. 

Revision  of  September,  1907. — The  acute  dissatisfaction  result- 
ing from  the  revision  of  November,  1906,  and  the  accompanying  gen- 
eral complaints  against  the  methods  of  the  New  York  Cotton 
Exchange  were  followed  by,  and  undoubtedly  were  in  large  part 
responsible  for,  a  decided  change  in  the  management  of  the  exchange 
at  the  annual  election  in  June,  1907.  It  was  generally  expected  that 
the  revision  committee  appointed  by  the  new  board  of  managers 
would  revise  differences  more  nearly  in  accordance  with  those  in 
southern  markets.  These  expectations  were  fulfilled,  and  at  the 
meeting  of  the  revision  committee  in  September,  1907,  a  drastic 
revision  was  made  on  low  grades,  for  which  differences  were  sharply 
widened;  for  the  high  grades  the  differences  were  considerably  nar- 
rowed.    This  is  shown  by  the  following  table : 

Table  10.— CHANGES  IN  CONTRACT  DIFFERENCES  MADE  BY  REVISION  COMMITTEE 
OF  NEW  YORK  COTTON  EXCHANGE  SEPTEMBER  11.  1907. 


Grade. 


Fair 

Strict  middling  fair.. 

Middling  fair 

Barely-  middling  fair . 
Strict  good  middling . 
Fully  good  middling . 

Good  middling 

Barely  good  middling 

Strict  middling 

Middling 

Strict  low  middling . . 
Fully  low  middling . . . 

Low  middling 

Barely  low  middling . 
Strict  good  ordinary. 
FuUy  good  ordinary . . 
Good  ordinary 


DifTerences. 

Increase 

(4-)or 

decrease 

(-). 

Novem- 
ber, 1906. 

Septem- 
ber. 1907. 

Cents. 

Cents. 

Cent. 

2. 00  on 

1. 75  on 

-0.25 

1. 75  on 

1.50  on 

-  .25 

1.50  on 

1.25  on 

-  .25 

1.25  on 

1.00  on 

-  .25 

1.00  on 

.75  on 

-  .25 

.88  on 

.62  on 

-  .26 

.  76  on 

.50  cm 

-  .26 

.57  on 

.37  on 

-  .20 

.38  on 

.25  on 

-  .13 

Basis. 

Basis. 
.30  off 

.14  off 

+  .16 

.32  off 

.65  off 

+  .33 

.50  off 

1.00  off 

4-  .50 

.70  off 

1.25  off 

+  .55 

.90  off 

1.50  off 

+  .60 

1. 07  off 

1. 75  off 

+  .68 

1.25  off 

2. 00  off 

+  .76 
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Table  10.— CHANGES  IN  CONTRACT  DIFFERENCES  MADE  BY  REVISION  COMMITTEE 
OF  NEW  YORK  COTTON  EXCHANGE  SEPTEMBER  11,  1907— Continued. 


Grade. 


Differences. 

Novem- 
ber, 1906. 

Septem- 
ber, 1907. 

Cents. 

Cents. 

0.30  on 

0.35  on 

(«) 

(«) 

.06  off 

.20  off 

.12  off 

.30  off 

.46  off 

1.00  off 

.90  off 

1.50  off 

1.25oflf 

2. 00  off 

.42  off 

1.00  off 

.50  off 

1.25  off 

.78  off 

1. 75  off 

1.50  off 

2. 25  off 

1.  75  off 

2. 62  off 

2. 00  off 

3. 00  off 

Increase 

(  +  )or 

decrease 

(-)■ 


Strict  good  middling  tinged 

Good  middling  tinged 

Strict  middling  tinged 

Middling  tinged 

Strict  low  middling  tinged. 

Low  middling  tinged 

Strict  good  ordinary  tinged 

Fully  middling  stained 

Middling  stained 

Barely  middling  stained 

Strict  low  middling  stained 
Fully  low  middling  stained . 
Low  middling  stained 


Cent. 
+0.05 

+  .14 
+  .18 
+  .54 
+  .60 
+  .75 
-f  .58 
+  .75 
-f  .97 
+  .75 
+  .87 
+  1.00 


a  Value  of  middling. 

The  following  statement  was  made  to  the  committee  at  its  meet- 
ing on  September  11  by  Dr.  James   H.  Parker,  the  new  president 
of  the  exchange  and  also  a  member  of  the  revision  committee:  . 
Mr.  Chairman: 

This  is  probably  the  most  important  meeting  of  the  revision 
committee  that  has  ever  been  held.  The  entire  cotton  world  is 
awaiting  with  anxiety  to  hear  the  result.  It  is  acknowledged, 
I  believe,  by  all  that  we  did  not  make  a  proper  revision  last 
November,  and  the  result  has  been  that  this  exchange  has  been 
severely  criticised  by  the  entire  trade  and  by  Congress,  which 
directed  an  investigation,  and  we  will,  in  my  judgment,  have 
further  trouble  with  Congress  unless  w^e  do  make  a  proper  re- 
vision. Most  of  the  States  South  have  legislated  to  stop  the 
people  in  their  States  from  trading  in  futures  at  all.  The  world 
wants  a  proper  hedging  market  and  New  York  is  the  place  they 
prefer  to  have  it,  and  it  is  well  understood  that  last  year  hedges 
m  New  York  did  not  give  them  proper  protection.  We  are  told 
by  some  that  the  coming  crop  is  going  to  be  of  a  better  quality, 
and  that,  therefore,  we  should  not  revise.  The  crop)  is  coming 
in  now,  and  it  is  being  traded  in  as  it  is  received,  and  in  the  mar- 
kets where  it  is  most  largely  coming  in  it  is  being  traded  in  on 
practically  the  same  differences  between  middling  and  the  low^er 
grades  as  during  almost  the  entire  past  year.  Probably  the  be^t 
markets  to  be  governed  by  in  the  actual  differences  are  Houston 
and  Galveston,  and  the  differences  in  those  two  markets  between 
middling  and  low  middling  is  IJ  cents  a  pound  and  between 
middling  and  good  ordinary  2 J  cents  a  pound.  Much  fear  is 
being  expressed  by  some  that  if  we  do  not  reduce  the  price  of  the 
fine  grades  we  will  accumulate  a  stock  of  fine  cottons,  and  that 
we  will  have  the  same  trouble  with  the  fine  grades  that  we  are 
now  having  with  the  low  grades.     The  world  over  is  increasing  its 
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consumption  of  the  fine  grades,  and  are  widening  their  differences 
for  the  reason  that  manufacturers  are  running  on  finer  goods, 
and  the  world  is  consuming  finer  goods,  taking  the  place  of  linen 
and  silk,  and  to  my  mind  it  would  be  a  healthy  change  to  have  a 
stock  of  fine  cotton  instead  of  low  quality  as  we  now  have.  It 
is  contended  that  we  should  estimate  the  quality  of  the  coming 
crop.  I  do  not  agree  with  this  theory.  This  committee  has 
notning  to  do  with  guessing.  They  should  fix  the  differences  as 
they  exist  to-day  and  leave  the  future  to  take  care  of  itself.  We 
have  another  revision  in  November,  and  if  the  difference  change 
by  that  time  we  can  change  with  it.  We  should  deal  with  facts 
and  not  fancies.  Let  us  fix  our  differences  to  agree  with  the 
actual  market  differences  at  which  cotton  will  sell  for  to-day, 
and  no  one  can  blame  us  for  doing  so.  Last  year  we  refused  to 
be  governed  by  facts  and  we  all  know  the  result. 

J.  H.  Parker. 


Several  members  of  the  revision  committee  stated  that  it  had  been 
their  aim  in  this  revision  of  September,  1907,  to  establish  differences 
substantially  in  accord  with  those  existing  at  the  time  in  the  large 
spot-cotton  markets  of  the  South.  This,  in  a  general  way,  was 
actually  done,  as  may  be  seen  from  the  following  table  of  quotations 
compiled  from  data  submitted  to  the  revision  committee  at  its  meet- 
ing in  September,  1907,  by  Atwood  Violett,  a  member  of  the  New 
York  Cotton  Exchange,  who  has  been  active  in  the  campaign  for  a 
return  to  the  commercial-difference  principle: 

Table  11.— COMPARISON  OF  SPOT  QUOTATIONS  OF  VARIOUS  GRADES  OF  COTTON  IN 
SOUTHERN  MARKETS  ON  OR  ABOUT  SEPTEMBER  7, 1907. . 

[Cents  per  pound.] 


Market.a 


Memphis 

Savannah . . . 
Little  Rock . 

Augusta 

Mobile 

St.  Louis... 

Macon 

Charleston . . 

Waco 

Houston  . . . 


Average  difference,  all  markets^ 

Differences  established  by  New  York  revision  eommittpe 
September  11 


Good 
middling. 

Nominal. 

m 

131 
14A 


13i 
13J 
14i 


.  45  on 
.50  on 


Middling 


13^ 

13,^, 

13 

13,"% 

13 

13i 

13 

13 

12} 

13i 


Low     1     Good 
middling.'  ordinary. 


12    I  lOJ 

121^0'  12nom'l. 


12 
13jV 
12J 
12 


12i 
111 
12| 


.97  off 
1.00  off 


10 


lOi 


12 
lOi 
11 


2. 28  off 
2.00off 


o  Quotations  for  Memphis  and  Charleston  of  September  9;  for  Waco  and  Houston,  September  10; 
all  others  September  7. 
i>  Computed  by  Bureau. 

It  will  be  seen  that  the  differences  for  good  middling,  low  middling, 
and  good  ordinary — three  important  grades — established  by  the  re- 
vision committee  in  September,  1907,  were  well  in  line  with  average 
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differences  in  leading  southern  markets.  Such  averages  of  differences 
are  of  course  not  altogether  satisfactory.  In  the  first  place,  as  shown 
elsewhere,  there  are  decided  variations  in  ideas  of  classification  in  vari- 
ous markets,  so  tJiat  the  differences  are  not  directly  comparable. 
Again,  under  a  simple  average,  a  market  handling  only  a  very  small 
amount  of  cotton  is  given  the  same  weight  as  a  market  which  may 
handle  a  very  large  quantity.  Nevertheless,  these  average  comparisons 
are  not  without  value.  The  difference  of  0.50  cent  on  for  good  mid- 
dling established  by  the  New  York  Cotton  Exchange  was  somewhat 
greater  than  the  difference  for  that  grade  reported  in  the  principal 
southern  markets,  and  the  difference  of  2  cents  off  for  good  ordinary, 
on  the  other  hand,  was  smaller  than  the  difference  in  most  markets. 
In  other  words,  both  these  grades  were  somewhat  overvalued. 

It  may  be  noted  that  the  differences  in  the  New  Orleans  market, 
which  are  not  given  in  the  above  table,  were  as  follows  on  September 
9,  1907:  For  good  middling  five-eighths  cent  (63  points)  on  (by  Sep- 
tember 11  it  was  only  one-half  cent);  for  low  middling  1  cent  (100 
points)  off,  and  for  good  ordinary  2 J  cents  (21 2  J  points)  off. 

This  revision  of  September,  1907,  was,  therefore,  fairly  well  in  ac- 
cordance with  the  commercial  differences  existing  at  the  time  in 
southern  markets.  It  is  true  that  this  sharp  increase  in  differences 
off  for  low  grades  did  not  immediately  result  in  restoring  a  normal 
parity  between  the  spot  and  contract  prices,  and  this  fact  was  ad- 
vanced by  some  as  indicating  that  so  drastic  a  revision  was  unwar- 
ranted and  that  the  previous  unusual  disparity  between  the  two  prices 
was  really  due  to  causes  other  than  errors  in  differences.  As  a  matter 
of  fact,  an  immediate  restoration  of  the  parity  could  not  reasonably 
be  expected.  Such  readjustments  of  the  future  price  are  more  or  less 
gradual.  Nevertheless,  it  is  extremely  significant  that  immediately 
after  this  revision  of  September,  1907,  the  margin  between  the  spot 
and  the  contract  price  commenced  to  narrow.  The  revision  com- 
mittee met  on  September  11.  By  reference  to  Table  6,  page  125,  it 
will  be  seen  that  on  September  6  the  margin  between  the  spot  and  the 
contract  price  (based  on  the  official  spot  price  for  middling  and  the 
closing  bid  price  for  current  futures)  was  176  points.  By  Septem- 
ber 13,  or  only  two  days  after  the  revision  committee  met,  it  had  nar- 
rowed to  118  points,  a  part  of  this  change  having  occurred  before 
the  committee  met,  in  anticipation  of  a  severe  revision.  By  Octo- 
ber 4  the  margin  had  dropped  to  94  points  and  by  November  1  to  55 
points.  It  continued  to  fall,  vnih  some  interruptions,  until  on  De- 
cember 3  it  stood  at  only  34  points,  or  but  little  above  the  normal." 

This  narrowing  of  the  margin  between  the  spot  and  contract  prices 
therefore  goes  far  to  show  that  when  the  contract  differences  at  New 

oln  December,  1907,  there  was  a  rather  sharp  squeeze  in  the  New  York  market 
which  contributed  to  this  narrowing  of  the  discount. 
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York  are  properly  fixed   the   margin  tends  to  approach  a  normal 
figure. 

Revision  meeting  of  November,  1907. — This  restoration  of  a 
proper  parity  between  the  spot  and  the  contract  price  had,  however, 
scarcely  occurred  before  a  fresh  disturbance  of  that  margin  took  place, 
and  again  as  a  result  of  incorrect  differences.  Whereas  the  crop  of 
1906-7  was  abnormally  low  in  quality, 'the  current  crop  of  1907-8  was 
of  fairly  good  grade.  The  result  was  that  the  commercial  differences 
in  southern  markets  for  high  grades  narrowed  rather  sharply  during 
the  period  between  the  September  and  November  revision  meetings. 
A  comparison  of  the  differences  for  several  important  grades  in  lead- 
ing southern  markets  about  November  15,  1907,  with  the  differences 
fixed  by  the  revision  committee  of  the  New  York  Cotton  Exchange,  is 
given  in  the  following  table,  compiled  by  Superintendent  King,  of  the 
New  York  Cotton  Exchange,  from  data  furnished  by  southern  mar- 
kets, the  averages  having  been  computed  by  the  Bureau: 

Table  12.— COMPARISON  OF  SPOT  QUOTATIONS  OF  VARIOUS  GRADES  OF  COTTON  IN 
SOUTHERN  MARKETS  ABOUT  NOVEMBER  15,  1907. 

[Cents  per  pound.] 


Market. 


Houston 

Galveston 

New  Orieans. 

Memphis 

Savannah 

Augusta 

Norfolk 


Avenges 

Differences  as  reaffirmed  by  New  York  revision 
committee  on  November  20, 1907 


Mid- 
dling 
fair. 


}  on 

1  on 
}  on 


Hon 


1.25  on 


Good 
middling. 


Middling. 


}  on 
}  on 

Jon 
Aon 
i  on 

i  on 
Aon 


.32  on 


.50  on 


101 
11 
101 
lOi 

lOA 

lOi 
10| 


ia69 


Low     '     ^^^ 
"Addling.     ^^^^ 


lioff 
loff 
ioff 

lioff 
loft 

A  off 


.99  off 
1.00  off 


2ioff 
2}  off 
liofl 
2ioff 
lioff 


2.  33  off 
2. 00  off 


a  Discontinued. 

Thus,  whereas  the  average  difference  for  good  middUng  cotton  in 
leading  southern  markets  in  the  early  part  of  September  was  45 
points,  by  the  middle  of  November  it  had  narrowed  to  about  32  points 
on,  while  the  difference  for  middling  fair  cotton,  which  toward  the 
end  of  September  was  125  points  in  New  Orleans,  had  dropped  to  75 
points  in  that  market,  and  an  average  of  the  differences  for  this  grade 
in  several  of  the  different  markets  was  only  80  points.  This  narrow- 
ing of  the  commercial  differences  for  high  grades  in  the  southern 
markets  was  called  to  the  attention  of  the  revision  committee  at  its 
November  meeting.  Statistics  were  submitted  to  the  committee 
by  Atwood  Violett,  of  the  New  York  Cotton  Exchange,  showing  the 
following  averages: 

Points. 

Average  premium  on  good  middling  in  12  markets  mentioned 28 

Average  discount  on  low  middling  in  11  markets  mentioned 78\ 

Average  discoimt  on  good  ordinary  in  6  markets  menlioiied '^'^ 
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In  a  formal  communication  to  the  revision  committee  under  date 
of  November  16,  1907,  Mr.  Violett  further  said: 

It  can  hardly  be  urged,  in  the  face  of  such  proofs  as  are  here- 
with presented,  that  the  premium  on  good  middling,  which  is 
already  here  20  points  greater  than  the  average  premium  on 
that  grade  in  the  South,  should  be  further  added  to;  but,  on  the 
contrary,  it  would  seem  that  the  premium  of  50  points  should 
be  reduced,  and  thus  conform  to  the  conditions  in  this  respect 
as  represented  by  the  markets  referred  to. 

Notwithstanding  this  narrowing  of  differences  for  high  grades  in 
the  southern  markets,  the  revision  committee  at  its  meeting  in  Novem- 
ber, 1907,  made  no  change  in  grade  differences,  but  simply  reaffirmed 
ail  differences  as  established  at  the  September  meeting  of  the  com- 
mittee. The  result,  as  just  stated,  was  a  renewed  disturbance  of  the 
margin  between  the  spot  and  the  contract  price.  Whereas,  as  just 
shown,  that  margin  had  fallen  from  176  points  on  September  6  to  34 
points  on  December  3,  it  widened  out  by  January  3  to  98  points. 
There  can  be  no  question  that  this  excessive  difference  for  high 
grades  was  partly  instrumental  in  thus  again  sending  the  contract 
price  to  an  abnormal  discount  as  compared  with  the  price  of  spot  mid- 
dling. Another  reason,  however,  probably  was  that  while  commercial 
differences  for  low-grade  cotton  had  narrowed  somewhat,  the  New 
York  differences  for  some  low  grades  were  still  insufficient.  The 
margin  at  New  York  at  the  present  time  (April,  1908)  is  abnormally 
wide,  and  since  there  is  practically  no  high-grade  cotton  in  the  New 
York  stock  the  discount  in  the  contract  price  must  be  attributed 
partly  to  improper  differences  for  low  grades.  There  were,  however, 
some  special  conditions  at  this  time  tending  to  cause  an  unusual 
amount  of  liquidation  in  the  future  market  and  also  a  depression  in 
the  contract  price  relatively  to  the  price  of  spot  middling.  These 
conditions  are  discussed  elsewhere  in  connection  with  an  increase  in 
the  discount  of  the  contract  price  at  New  Orleans.     (See  p.  309.) 

In  this  connection  it  may  be  noted  that  at  the  meeting  of  the 
revision  committee  in  November,  1907,  the  president  of  the  exchange, 
Dr.  J.  H.  Parker,  called  attention  to  the  fact  that  the  margin  between 
the  price  of  spot  cotton  and  the  price  of  January  contracts  was  still 
about  80  points.  Mr.  Hubbard,  a  member  of  the  committee,  re- 
marked that  December  was  the  month  to  be  considered,  and  not 
January,  in  making  such  a  comparison,  to  which  Doctor  Parker  replied 
that,  December  being  a  cornered  month,  January  should  be  con- 
sidered. Even  admitting  that  December  should  be  considered 
instead  of  January,  Doctor  Parker  pointed  out  that  the  margin  between 
the  spot  and  the  future  price  was  too  wide,  showing  that  there  was 
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something  wrong  somewhere ;  and  he  expressed  the  opinion  that  the 
error  was  in  the  improper  revision  of  differences  on  low  grades,  and 
that  these  differences  should  bo  increased  instead  of  decreased. 

Section  4.  Summary. 

A  study  of  the  various  difference  charts  presented  shows  that  the 
disparity  between  the  differences  at  New  York  and  those  at  New  Orieans 
has  almost  invariably  been  most  pronounced  in  the  case  of  good 
ordinary  cotton.  This  is  a  matter  of  special  importance,  since  many 
members  of  the  cotton  trade  contend  that  the  principal  difficulty, 
both  in  the  classification  of  cotton  and  in  the  establishment  of  grade 
differences,  occurs  in  the  case  of  the  lowest  contract  grades,  of  which 
good  ordinary  is  fairiy  representative.  The  more  or  less  constant 
trouble  over  the  establishment  of  differences  for  good  ordinary  and 
the  associated  group  of  low  grades  has  been  urged  by  some  cot- 
ton merchants  as  sufficient  reason  for  excluding  such  grades  from 
the  privilege  of  contract  delivery  altogether.  This  matter  will  be 
discussed  in  a  later  part,  and  need  not  be  taken  up  here.  It  is 
simply  desired  to  point  out  in  passing  that  the  assertions  that  such 
low  grades  have  been  a  particular  source  of  difficulty  in  the  establish- 
ment of  differences  at  New  York  are  supported  by  historical  evidence. 

From  the  facts  presented  in  the  preceding  sections,  it  can  not  be 
disputed  that  there  has  frequently  been  a  wide  discrepancy  between 
differences  established  by  the  revision  committee  of  the  New  York 
Cotton  Exchange  and  the  commercial  differences  established  in  New 
Orleans,  which  in  the  main  are  fairly  representative  of  those  in  the 
other  principal  spot  markets  of  the  South.  This  has  been  particu- 
larly true  since  1897,  when  the  requirement  for  only  two  meetings  of 
the  revision  committee  of  the  New  York  Cotton  Exchange  each 
year  went  into  effect.  During  this  time  there  have  been  marked 
disparities  between  the  spot  and  the  contract  price  at  New  York. 
In  fact,  since  October,  1897,  when  this  rule  was  adopted,  the  parity 
between  the  two  prices  has  been  subject  to  almost  constant  disturb- 
ance, and  the  discount  in  the  contract  price  as  compared  with  the 
spot  price  of  middling  has  frequently  been  extremely  wide;  in  the 
crop  year  1906-7,  as  already  shown,  this  discount  was  unprecedented, 
amounting  at  times  to  about  200  points. 

It  is  true  that  errors  in  establishing  differences  at  New  York  have 
not  invariably  caused  serious  disturbance  in  the  margin  between  the 
spot  and  the  contract  price  in  that  market.  As  above  explained, 
this  is  chiefly  due  to  the  fact  that  at  times  errors  in  differences 
occurred  in  those  grades  of  the  crop  which  were  not  for  the  time 
being  generally  tendered  on  contract. 

It  has  not  infrequently  happened  that  the  differences  established 
by  the  revision  committee  of  the  New  York  Cotton  Exchange  have 
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been  seriously  out  of  line  with  commercial  differences  at  the  very  time 
the  revision  was  made.  However,  even  if  the  differences  as  originally 
established  in  New  York  were  identical  with  the  commercial  differ- 
ences in  the  South  at  the  time,  it  is  virtually  certain  that  disparities 
will  later  occur.  Such  disparities  are,  indeed,  a  necessary  corollary 
to  the  fact  that  commercial  differences  in  southern  markets  are  sub- 
ject to  a  wide  measure  of  variation.  It  does  not  matter  how  capable 
and  conscientious  the  members  of  a  revision  committee  may  be;  they 
can  not,  even  as  late  as  November,  anticipate  with  certainty  conditions 
which  may  cause  material  changes  in  the  commercial  differences  for 
the  various  grades.  It  is  utterly  impossible  for  a  committee  to  know 
what  may  happen  in  the  cotton  market  six  months,  or  even  two 
months,  later.  In  other  words,  a  revision  which  is  absolutely  correct 
on  the  tiiird  Wednesday  in  November  may  be  radically  wrong  long 
before  the  following  September,  during  which  interval,  under  the  by- 
laws of  the  New  York  Cotton  Elxchange,  there  is  absolutely  no  means 
of  correcting  the  error.  It  must  be  apparent  that  the  establishment 
of  contract  differences  to  hold  good  for  ten  months  in  advance  is  an 
extremely  arbitrary  proceeding  and  one  which  can  hardly  be  called 
more  than  guesswork. 

The  argument  has  sometimes  been  advanced  that,  although  the 
periodic  differences  of  the  New  York  Cotton  Exchange  thus  show 
frequent  and  at  times  ver}'  marked  divergence  from  the  commercial 
differences  of  southern  markets,  nevertheless  averages  of  the  differ- 
ences in  the  two  markets  over  long  periods  would  be  substantially  the 
same.  This  argument,  even  if  true,  ha^  no  force  whatever.  It  is 
small  consolation  to  a  merchant,  who  has  been  forced  to  sell  out  liis 
hedge  contract  at  a  loss  in  November  or  December  as  a  result  of 
errors  in  differences,  to  be  told  later  in  the  year  that  the  normal  parity 
between  the  spot  and  contract  prices  has  been  restored,  or  the  margin 
materially  narrowed.  The  two  disturbances  in  the  parity  in  no  way 
counterbalance.  Instead,  each  is  an  injury  in  itself.  In  fact,  the 
consequent  irregularity  in  the  movement  of  the  margin  between  the 
sj>ot  and  the  contract  price  robs  operators  in  futures  of  any  proper 
basis  for  making  their  calculations.  The  theory-  of  '^ averages'^  in 
differences  is  an  extremely  specious  and  misleading  one  when  ap- 
pUed  in  tliis  connection.  From  the  facts  presented  in  the  preceding 
chapter  it  should  be  sufficiently  clear  that  what  operators  in  the  future 
market,  and  particularly  what  cotton  merchants  using  the  future  mar- 
ket for  hedging  purposes  need,  is  a  system  wliich  will,  as  nearly  as 
possible,  preserve  at  all  times  the  normal  parity  between  the  basis 
contract  price  and  the  spot  price  of  middling  cotton. 

In  fact,  any  attempt  to  fix  grade  differences  ten  months  ahead,  with 
the  idea  that  these  will  faithfully  reflect  the  commercial  differences  in 
spot  markets  during  that  period,  is  farcical.     Realizing  this,  those 
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who  defend  the  periodic-difference  principle  have  been  forced  to  take 
the  position  that  all  errors  in  differences  are  of  minor  consequence, 
and  that  their  effect  will  be  corrected  by  fluctuations  in  the  contract 
price.  What  this  process  of  ^' correction'^  means,  and  its  unfortu- 
nate results,  should  be  clearly  apparent  from  the  evidence  presented 
in  this  report. 

n.  PABITY     BETWEEN     SPOT    AND     CONTKACT     PBICES    BETTEB 
MAINTAINED  TTNDEB  COMMEBCIAL  DIFFEBENCES. 

Section  5.  Comparison  of  relative  movements  of  spot  and  contract  prices  at 
New  Orleans,  1880  to  1908. 

The  j>eriodic-difference  system  of  the  New  York  Cotton  Exchange 
has  therefore  imdoubtedly  been  a  cause  of  frequent  and  sharp  dis- 
turbances of  the  margin  between  the  spot  price  of  middling  cotton 
and  the  price  of  future  contracts  for  the  current  or  spot  month.  In 
New  Orleans,  on  the  other  hand,  where  conmiercial  differences  are 
employed  in  settling  deliveries  on  future  contracts,  such  disturbances 
of  the  parity  between  the  two  prices  have  been  less  severe.  This  is 
established  by  a  comparison  of  the  changes  in  the  margin  between  the 
spot  and  the  contract  prices  in  the  two  markets,  respectively.  The 
changes  in  this  margin  in  the  New  York  market  were  given  in  Table  9, 
on  pages  150-153,  and  in  the  accompanying  charts.  In  Table  13  be- 
low will  be  found  a  similar  record  for  the  New  Orleans  market.  For 
the  period  from  1890  to  1908  the  comparison  is  also  shown  graphic- 
ally by  charts  9  and  10,  opposite  page  176.  As  in  the  case  of  figures 
for  New  York,  the  spot  price  of  middling  is  the  mean  of  the  highest 
and  lowest  quotations  of  each  month.  In  the  case  of  future  quota- 
tions for  New  Orleans,  instead  of  the  mean  of  the  absolute  highest 
and  lowest  prices  of  the  spot  month  the  mean  between  the  average 
price  for  the  highest  day  and  the  average  price  for  the  lowest  day  has 
been  used,  for  the  reason  that  the  files  of  the  New  Orleans  Cotton 
Exchange  contain  in  compact  form  such  record  of  average  quota- 
tions daily,  but  do  not  furnish  a  convenient  record  of  the  extreme 
high  and  low  figures.  This  daily  average  is  obtained  by  dividing  the 
sum  of  all  the  prices  for  transactions  each  day  in  futures  for  the  cur- 
rent delivery  month  by  the  number  of  such  transactions;  in  other 
words,  it  is  a  simple  average.  The  New  York  Cotton  Exchange  for- 
merly compiled  such  daily  averages  for  transactions  in  futures,  but 
discontinued  this  record  many  years  ago;  to  have  brought  the  record 
for  New  York  down  to  date  would  have  involved  a  vast  amount  of 
labor  not  required  for  the  purposes  of  this  discussion.  By  an  ex- 
amination of  the  note  at  the  end  of  this  chapter  it  will  be  seen  that 
the  means  of  the  figures  obtained  under  the  two  different  methods 
are  properly  comparable. 
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TABJit  U— COMPARISON  OF  SPOT  PRICE  OF  MIDDLING  COTTON  WITTl  PRICK  OF 
FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH.  NEW  ORLEANS  COTTON  EXCHANGE, 
BASED  ON  MEANS  OF  ril GUEST  AND  LOWEST  QU0TATTON3MONTHLY.  l§ffl>-iaa« 

[Oenu  iwr  pouiid.    A  toiDUftmarsIa  lndic^l«8  <  premium  of  tJ»*futt»«  price  oTra-tlie«pot  prksi-.J 
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o  See  explanatory  note  at  end  of  chapter  (p.  180). 
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Table  13.— COMPARISON  OF   SPOT   PRICE    OF   MIDDLING   COTTON  WITH   PRICE   OF 
FUTURK  CONTRACTS  FOR  THE  SPOT  MONTH,  NKW  ORLEANS  COTTON  EXCHANGE, 
BASED  ON  MEANS  OF  HIGHEST  AND  LOWEST  QUOTATIONS  MONTHLY,  1880-1908— 
Continued. 
(Cents  per  pound-    A  minus  margin  indicates  a  premium  of  the  future  price  over  the  spot  price.] 
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Table  13.— COMPARISON  OF  SPOT  PRICE  OF  MIDDLINO  COTTON  WITH  PRICE  OF 
FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH,  NEW  ORLEANS  COTTON  EXCHANGE, 
BASED  ON  MEANS  OF  HIGHEST  AND  LOWEST  QUOTATIONS  MONTHLY,  1880-1908- 
Continaed. 

(Cflnt«  E»?T  pound,    A  minus  nmi^n  indicates  a  premium  of  the  future  price  over  the  spot  price.] 
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March,...* 

April 

May 

Jun  .-.*-., 

July. .*._........ 

Auguai  .....,.*.. 


Mean 
«[>ot 
price. 


Ifie0-190Q. 
September..,.. 

Oclobpr.. 

Novcmtapr.* 

DBOfsnilwr...,,, 
January — ..  * 

FHniuary, , 

Hafch *,*,. 

April* , 

May-* ,.* 

Ju^l^.^* 

July..  -- , 


1900^1».*l. 

OctoixT 

NovemlxT 

December 

January . , 

February 

March 

April 

May 

JUH'^ 

JiUy 

August 


1901-2. 

Septembor 

Octoljer 

November .  ..i 

December 

January 

February 

March 

April 

May 

June 

July 

August 

1902-3. 

Septembor 

October 


M» 

&G3 
A^73 

&BS 

(kl^ 
&85 
7,16 
7.S5 
7*60 

a44 

9^22 

».ltt 
^Sl 

ia<»6 

9*W 


Mean 

future 
price  fur  Margin. 

sjxvt 
montlv. 


&54I 

&e3i 

&7a 
^m 

b.7&\ 
6.  TO 
7*0.1 
7.09 
7.2fi 


«l3;)' 


aw 

S.H4 
10  10 
0^34 


0.07 
.15 
.16 

-.13 
.09 
.23 

.37 
.15 

.'26 

.24 


.23 
.47 

.04 
.47 


10.21 

9,7H 

.47 

0.  kK) 

9.37 

.23 

0.44 

9.27 

.17 

0.53 

9.33 

.20 

9.r.o 

9.44 

.06 

9.19 

9.17 

.02 

8.50 

8.42 

.08 

8.16 

7.98 

.18 

7.78 

7.6'> 

.13 

8.09 

8.17 

-.08 

8.28 

8.24 

.04 

8.47 

8.30 

.  17 

8.28 

7.80 

.58 

7.88 

7.76 

.12 

7.34 

7.34 

.00 

7.  72 

7.75 

-.03 

7.88 

7.82 

.06 

8.00 

8.06 

-.06 

8.44 

8.51 

-.07 

9.10 

9.17 

-.01 

9.44 

9.31 

.13 

9.13 

9.22 

-.09 

8.84 

8.84 

.00 

8.47 

S.  3<i 

.11 

8.41 

8.27 

.14 

8.25 

8.20 

.05 
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Table  13.— COMPARISON  OF  SPOT  PRICE  OF  MIDDLING  COTTON  WITH  PRICE  OF 
FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH,  NEW  ORLEANS  COTTON  EXCHANGE, 
BASED  ON  MEANS  OF  HIGHEST  AND  LOWEST  QUOTATIONS  MONTHLY,  1880-19e»- 
Continued. 

[Cents  per  pound.    A  minus  margin  indicates  a  premium  ol  the  future  price  over  the  spot  price.] 


Year  and  month. 


1902-3— Con. 

Noveml)er 

December 

January 

February 

March 

April 

May 

June 

July 

August 


1903-4. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 

1904-5. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July...'. 

August 


Mean 
spot 
price. 


7.81 
8.16 
8.66 
9.38 
9.72 
9.97 
10.94 
12.66 
13.13 
12.88 

11.06 
9.69 
10.53 
12.56 
14.47 
14.84 
14.88 
14.59 
13.25 
n.53 
10.81 
10.81 

10.60 
9.84 
9.31 
7.53 
6.78 
7.38 
7.44 
7.34 
8.10 
8.97 
10.44 
10.47 


Mean 
future 

price  for 
spot 

month. 


7.81 
8.08 
8.64 


Margin. 


0.00 
.06 
.02 


11.13 
12.13 
13.16 
12.77 

10.51 
9.50 
10.52 
12.75 
14.24 
14.43 
14.66 
14.66 
13.16 
n.41 
10.69  i 
10.89  j 

10.45  I 
9.73  I 
9.44  I 
7.63 
6.60 
7.35 
7.42 
7.15 
7.99  j 
8.60  I 

10.39  I 

10.54  i 

I 


.03 

.28 
^.19 

.53 
-.03 

.11 

.55 
.19 
.01 

-.19 
.23 
.41 
.22 

-.07 
.09 
.12 
.12 

-.08 

.15 

.11 

-.13 

-.10 

.09 

.03 

.02 

.19 

.11 

.37 

.05 

-.07 


Year  and  month. 


1905-6. 
September. . . 

October. 

November... 
December. . . . 

January 

February 

March 

April 

May 

June 

July 

August 

190«-7. 
September. . . 

October 

November... 

December 

January 

February 

March 

April 

May 

June 

July 

August 

1907-8. 
September. . . 

October 

November . . . 
December. . . . 

January 

February 

March 


I    Mean 
Mean    {   future 
spot     !  price  for 
price.    I     spot 
month. 


Margin. 


10.28 
10.22 
11.18 
11.75 
11.47 
10.72 
10.88 
11.28  I 
11.22  I 
10. 97  j 
10.88 
9.91 

9.26  ] 
10.53  j 
10.51  I 
10.75  j 
10.44  I 
10. 53  I 
10.84  I 
10.94  I 
12.00  ' 
12.75 
12.88 
13.10 


12.53 
10.97 
10.94 
11.51 
11.82 
11.63 
10.94 


10.37 
10.00 
11.34 
11.72 
11.39 
10.37 
10.77 
11.02 
11.09 
10.70 
10.86 


9.82  I 

9.21 
10.59 
10.03 
10.35 
10.21 


10.29 


11.62 
12.82 
13.05 
12.88 


12.12 
10.59 
10.62 
U.22 
11.45 
11.37 
10.36 


-0.09 
.22 

-  .16 
.03 
.06 
.35 
.11 
.26 
.13 
.27 
.02 
.09 

.05 

-  .06 
.48 
.40 
.23 


.55 


.38 
.07 
.17 
.22 


.41 
.38 
.32 
.29 
.37 
.26 
.58 


Section  6.  Comparison  of  margins  in  New  York  and  New  Orleans. 

A  comparison  of  the  margins  given  in  this  table  with  those  shown  in 
Table  9  for  the  New  York  market  will  show  that  the  margin  at  New 
Orleans  has  been  decidedly  narrower  than  at  New  York,  and  that 
fluctuations  in  the  New  Orleans  margin  have  been  much  less  severe. 
Thus,  whereas  the  New  York  margin  has  in  many  cases  ranged  from 
50  to  80  points  or  more,  it  will  be  seen  that  the  margin  at  New 
Orleans  has  only  rarely  amoimted  to  as  much  as  50  ^ovcd^,    '^Vaaa. 
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In  a  formal  communication  to  the  revision  committee  under  date 
of  November  16,  1907,  Mr.  Violett  further  said: 

It  can  hardiv  be  urged,  in  the  face  of  such  proofs  as  are  here- 
with presented,  that  the  premium  on  good  middling,  which  is 
already  here  20  points  greater  than  the  average  premium  on 
that  grade  in  the  South,  should  be  further  added  to;  but,  on  the 
contrary,  it  would  seem  that  the  premium  of  50  points  should 
be  reduced,  and  thus  conform  to  the  conditions  in  this  respect 
as  represented  by  the  markets  referred  to. 

Notwithstanding  this  narrowing  of  differences  for  high  grades  in 
the  southern  markets,  the  revision  committee  at  its  meeting  in  Novem- 
ber, 1907,  made  no  change  in  grade  differences,  but  simply  reaffirmed 
all  differences  as  established  at  the  September  meeting  of  the  com- 
mittee. The  result,  as  just  stated,  was  a  renewed  disturbance  of  the 
margin  between  the  spot  and  the  contract  price.  Whereas,  as  just 
shown,  that  margin  had  fallen  from  176  points  on  September  6  to  34 
points  on  December  3,  it  widened  out  by  January  3  to  98  points. 
There  can  be  no  question  that  this  excessive  difference  for  high 
grades  was  partly  instrumental  in  thus  again  sending  the  contract 
price  to  an  abnormal  discount  as  compared  with  the  price  of  spot  mid- 
dling. Another  reason,  however,  probably  was  that  while  conmaercial 
differences  for  low-gi'ade  cotton  had  narrowed  somewhat,  the  New 
York  differences  for  some  low  grades  were  still  insufficient.  The 
margin  at  New  York  at  the  present  time  (April,  1908)  is  abnormally 
wide,  and  since  there  is  practically  no  high-grade  cotton  in  the  New 
York  stock  the  discount  in  the  contract  price  must  be  attributed 
partly  to  improper  differences  for  low  grades.  There  were,  however, 
some  special  conditions  at  this  time  tending  to  cause  an  unusual 
amount  of  liquidation  in  the  future  market  and  also  a  depression  in 
the  contract  price  relatively  to  the  price  of  spot  middling.  These 
conditions  are  discussed  elsewhere  in  connection  with  an  increase  in 
the  discount  of  the  contract  price  at  New  Orleans.     (See  p.  309.) 

In  this  connection  it  may  be  noted  that  at  the  meeting  of  the 
revision  committee  in  November,  1907,  the  president  of  the  exchange. 
Dr.  J.  H.  Parker,  called  attention  to  the  fact  that  the  margin  between 
the  price  of  spot  cotton  and  the  price  of  January  contracts  was  still 
about  80  points.  Mr.  Hubbard,  a  member  of  the  committee,  re- 
marked that  December  was  the  month  to  be  considered,  and  not 
January,  in  making  such  a  comparison,  to  which  Doctor  Parker  replied 
that,  December  being  a  cornered  month,  January  should  be  con- 
sidered. Even  admitting  that  December  should  be  considered 
instead  of  January,  Doctor  Parker  pointed  out  that  the  margin  between 
the  spot  and  the  future  price  was  too  wide,  showing  that  there  was 
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something  wrong  somewhere ;  and  he  expressed  the  opinion  that  the 
error  was  in  the  improper  revision  of  diflFerences  on  low  grades,  and 
that  these  differences  should  be  increased  instead  of  decreased. 

Section  4.  Summary. 

A  study  of  the  various  difference  charts  presented  shows  that  the 
disparity  between  the  differences  at  New  York  and  those  at  New  Orleans 
has  almost  invariably  been  most  pronounced  in  the  case  of  good 
ordinary  cotton.  This  is  a  matter  of  special  importance,  since  many 
members  of  the  cotton  trade  contend  that  the  principal  difficulty, 
both  in  the  classification  of  cotton  and  in  the  establishment  of  grade 
differences,  occurs  in  the  case  of  the  lowest  contract  grades,  of  which 
good  ordinary  is  fairly  representative.  The  more  or  less  constant 
trouble  over  the  establishment  of  differences  for  good  ordinary  and 
the  associated  group  of  low  grades  has  been  urged  by  some  cot- 
ton merchants  as  sufficient  reason  for  excluding  such  grades  from 
the  privilege  of  contract  delivery  altogether.  This  matter  will  be 
discussed  in  a  later  part,  and  need  not  be  taken  up  here.  It  is 
simply  desired  to  point  out  in  passing  that  the  assertions  that  such 
low*grades  have  been  a  particular  source  of  difficulty  in  the  establish- 
ment of  differences  at  New  York  are  supported  by  historical  evidence. 

From  the  facts  presented  in  the  preceding  sections,  it  can  not  be 
disputed  that  there  has  frequently  been  a  wide  discrepancy  between 
differences  established  by  the  revision  committee  of  the  New  York 
Cotton  Exchange  and  the  commercial  differences  established  in  New 
Orleans,  which  in  the  main  are  fairly  representative  of  those  in  the 
other  principal  spot  markets  of  the  South.  This  has  been  particu- 
larly true  since  1897,  when  the  requirement  for  only  two  meetings  of 
the  revision  committee  of  the  New  York  Cotton  Exchange  each 
year  went  into  effect.  During  this  time  there  have  been  marked 
disparities  between  the  spot  and  the  contract  price  at  New  York. 
In  fact,  since  October,  1897,  when  this  rule  was  adopted,  the  parity 
between  the  two  prices  has  been  subject  to  almost  constant  disturb- 
ance, and  the  discount  in  the  contract  price  as  compared  with  the 
spot  price  of  middling  has  frequently  been  extremely  wide;  in  the 
crop  year  1906-7,  as  already  shown,  this  discount  was  unprecedented, 
amounting  at  times  to  about  200  points. 

It  is  true  that  errors  in  establishing  differences  at  New  York  have 
not  invariably  caused  serious  disturbance  in  the  margin  between  the 
spot  and  the  contract  price  in  that  market.  As  above  explained, 
this  is  chiefly  due  to  the  fact  that  at  times  errors  in  differences 
occurred  in  those  grades  of  the  crop  which  were  not  for  the  time 
being  generally  tendered  on  contract. 

It  has  not  infrequently  happened  that  the  differences  established 
by  the  revision  committee  of  the  New  York  Cotton  Exchange  have 
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been  seriously  out  of  line  with  commercial  diflFerences  at  the  very  time 
the  revision  was  made.  However,  even  if  the  diflFerences  as  originally 
established  in  New  York  were  identical  with  the  commercial  diflFer- 
ences in  the  South  at  the  time,  it  is  virtually  certain  that  disparities 
will  later  occur.  Such  disparities  are,  indeed,  a  necessary  corollary 
to  the  fact  that  commercial  diflFerences  in  southern  markets  are  sub- 
ject to  a  wide  measure  of  variation.  It  does  not  matter  how  capable 
and  conscientious  the  members  of  a  revision  committee  may  be;  they 
can  not,  even  as  late  as  November,  anticipate  with  certainty  conditions 
which  may  cause  material  changes  in  the  commercial  diflFerences  for 
the  various  grades.  It  is  utterly  impossible  for  a  committee  to  know 
what  may  happen  in  the  cotton  market  six  months,  or  even  two 
months,  later.  In  other  words,  a  revision  which  is  absolutely  correct 
on  the  third  Wednesday  in  November  may  be  radically  wrong  long 
before  the  following  September,  during  which  interval,  under  the  by- 
laws of  the  New  York  Cotton  Exchange,  there  is  absolutely  no  means 
of  correcting  the  error.  It  must  be  apparent  that  the  establishment 
of  contract  diflFerences  to  hold  good  for  ten  months  in  advance  is  an 
extremely  arbitrary  proceeding  and  one  which  can  hardly  be  called 
more  than  guesswork. 

The  argument  has  sometimes  been  advanced  that,  although  the 
periodic  diflFerences  of  the  New  York  Cotton  Exchange  thus  show 
frequent  and  at  times  very  marked  divergence  from  the  commercial 
diflFerences  of  southern  markets,  nevertheless  averages  of  the  diflFer- 
ences in  the  two  markets  over  long  periods  would  be  substantially  the 
same.  This  argument,  even  if  true,  has  no  force  whatever.  It  is 
small  consolation  to  a  merchant,  who  has  been  forced  to  sell  out  his 
hedge  contract  at  a  loss  in  November  or  December  as  a  result  of 
errors  in  diflFerences,  to  be  told  later  in  the  year  that  the  normal  parity 
between  the  spot  and  contract  prices  has  been  restored,  or  the  margin 
materially  narrowed.  The  two  disturbances  in  the  parity  in  no  way 
counterbalance.  Instead,  each  is  an  injury  in  itself.  In  fact,  the 
consequent  irregularity  in  the  movement  of  the  margin  between  the 
spot  and  the  contract  price  robs  operators  in  futures  of  any  proper 
basis  for  making  their  calculations.  The  theory  of  '^  averages ^^  in 
diflFerences  is  an  extremely  specious  and  misleading  one  when  ap- 
plied in  tliis  connection.  From  the  facts  presented  in  the  preceding 
chapter  it  should  be  sufliiciently  clear  that  wliat  operators  in  the  future 
market,  and  particularly  what  cotton  merchants  using  the  future  mar- 
ket for  hedging  purposes  need,  is  a  system  wliich  will,  as  nearly  as 
possible,  preserve  at  all  times  the  normal  parity  between  the  basis 
contract  price  and  the  spot  price  of  middling  cotton. 

In  fact,  any  attempt  to  fix  grade  diflferences  ten  months  ahead,  with 
the  idea^that  these  will  faithfully  reflect  tlie  commercial  diflFerences  in 
spot  markets  during  that  period,  is  farcical,     Realizing  this,  those 
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who  defend  the  periodic-difference  principle  have  been  forced  to  take 
the  position  that  all  errors  in  differences  are  of  minor  consequence, 
and  that  their  effect  will  be  corrected  by  fluctuations  in  the  contract 
price.  What  this  process  of  ''correction'^  means,  and  its  unfortu- 
nate results,  should  be  clearly  apparent  from  the  evidence  presented 
in  this  report. 

II.  PABITY     BETWEEN     SPOT    AND     CONTKACT     PBICES    BETTEB 
MAINTAINED  TTNDEB  COMMEBCIAL  DIFFEBENCES. 

Section  5.  Comparison  of  relative  movements  of  spot  and  contract  prices  at 
New  Orleans,  1880  to  1908. 

The  j>eriodic-difference  system  of  the  New  York  Cotton  Exchange 
has  therefore  imdoubtedly  been  a  cause  of  frequent  and  sharp  dis- 
turbances of  the  margin  between  the  spot  price  of  middling  cotton 
and  the  price  of  future  contracts  for  the  current  or  spot  month.  In 
New  Orleans,  on  the  other  hand,  where  commercial  differences  are 
employed  in  settling  deliveries  on  future  contracts,  such  disturbances 
of  the  parity  between  the  two  prices  have  been  less  severe.  This  is 
established  by  a  comparison  of  the  changes  in  the  margin  between  the 
spot  and  the  contract  prices  in  the  two  markets,  respectively.  The 
changes  in  this  margin  in  the  New  York  market  were  given  in  Table  9, 
on  pages  150-153,  and  in  the  accompanying  charts.  In  Table  13  be- 
low will  be  found  a  similar  record  for  the  New  Orleans  market.  For 
the  period  from  1890  to  1908  the  comparison  is  also  shown  graphic- 
ally by  charts  9  and  10,  opposite  page  176.  As  in  the  case  of  figures 
for  New  York,  the  spot  price  of  middling  is  the  mean  of  the  highest 
and  lowest  quotations  of  each  month.  In  the  case  of  future  quota- 
tions for  New  Orleans,  instead  of  the  mean  of  the  absolute  highest 
and  lowest  prices  of  the  spot  month  the  mean  between  the  average 
price  for  the  highest  day  and  the  average  price  for  the  lowest  day  has 
been  used,  for  the  reason  that  the  files  of  the  New  Orleans  Cotton 
Exchange  contain  in  compact  form  such  record  of  average  quota- 
tions daily,  but  do  not  furnish  a  convenient  record  of  the  extreme 
high  and  low  figures.  This  daily  average  is  obtained  by  dividing  the 
sum  of  all  the  prices  for  transactions  each  day  in  futures  for  the  cur- 
rent deUvery  month  by  the  number  of  such  transactions;  in  other 
words,  it  is  a  simple  average.  The  New  York  Cotton  Exchange  for- 
merly compiled  such  daily  averages  for  transactions  in  futures,  but 
discontinued  this  record  many  years  ago;  to  have  brought  the  record 
for  New  York  down  to  date  would  have  involved  a  vast  amount  of 
labor  not  required  for  the  purposes  of  this  discussion.  By  an  ex- 
amination of  the  note  at  the  end  of  this  chapter  it  will  be  seen  that 
the  means  of  the  figures  obtained  under  the  two  different  methods 
are  properly  comparable. 

43225— H.  Doc.  949,  GO-1 13 
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Tabm  13.-COMPARI80N  OF  SPOT  PRICE  OF  MIDDLING  COTTON  WITH  PRICE  OF 
FUTURE  CONTRACTS  FOR  THE  SI'OT  NH -VrJl  NEV\  Mlil.l. A  NSrOTT0>r EXCHANGE, 
BASED  ON  MEANS  OF  HIGHEST  AND  LOWEST  QUOTATIONS  MONTHLY,  1880-1«».« 

(Cents  per  pound.    A  minus  margin  indicates  a  premium  of  the  future  price  over  the  spot  price.] 
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iLoa 
itn 

1L13 
1L31 

n.fin 

It  44 

1LT6 

12.  W 
12.  OG 
n25 

lasi 
laoo 

9l72 

%n 
%m 
atis 
la  13 

9197 

%m 


fUtUZB 

prtcse  for 

spot 
s^ntta. 


10.  m 
1L%I 
tLS3 
11.43 
lLf» 
laM 
tati 
ULIU 

lan 

ILAS 

ia.13 

IL^l 
1L30 

11.74 

n.  47 

11.71 
ILBA 
ILDH 

un 

12.76 
12L42 


Maigtn. 


Yoftrand  month. 


Mean 
spot 
price. 


future    ' 

price  for  MiiT)?fik 

spot     j 
month,  l 


a  IS 
.33 

.05 
.03 
.07 

.10 

.30 

.01 

.12 

-.06 

-.33 

-.flO 

,CM 

,l» 

,03 

-.13 

—.34 

-.03 

.(H 

,(0 

,0S 

.14 

-.10 

.14 


li3T 

^.43 

la  tt3 

.Ig 

fligr 

.oa 

0.88 

-.03 

fl-gl 

'    -.Oft 

9.83 

-.ft* 

0172 

-.0» 

n.«i 

.01 

ia34 

-.21 

iao3 

-.06 

ft77 

-.OS 

tttf7 

.IK 

lS83-44-Can. 
May...,,.-....... 

Jym*. .,„,.,.-.,„ 

July,....: 

August 

1881-85. 

Saptnmbcr 

October ...... 

November.. 

0eoeinher....,-.,, 

January-..- 

Fobmaiy.-.,,,--. 
ManatL-.-.-.r-.. 

Aprfl.., 

¥»y 

Jtme,.., -,.,..,... 

July 

Aiiguit.... ,,, 

188d-86. 
September,..,..-. 

October. „,,, 

Navi»ml*er,.„,--, 
DRCcmher.. .,._... 

January ,. 

February,,. 

MAfuh.-.., 

April ... 

May ...._.. 

June....^... ^ 

July 

AugUPt , 


9. 97  0.  Ri  H  00 

UL44  1^40  .04 

la  16  la  17  -.  01 

latH  laoQ        .04 

mm  \0.32  .00 

la  41  m  33  . 0«  !  3897-88. 

10. 79  Hi  7ti  .  ai '    September, 

11.44  ILBO'  -.06  J  CKrtober.. „.-.-., ,-^,1 
o  See  explanatory  note  at  end  of  chapter  (p.  180). 


188U-ir7. 
fieptflmlwr.,,.. 
October........ 

Noveiiili*»r..... 

DeoembPF. 

January-,...., 

FobruAfy. 

March......... 

April 

May.  .....,.,. 

June . 

July 

AugUA 


ILJO 
1L2JS 
1&85 

laes 
msfi 

10  28 
ia47 

laoo 

msA 
m% 

10. 3S 

iai» 

OS 

ftoa 

9.10 
H.OI 
8.75 

s^ea 

1141 

au 

&81 
8.91 
&HR 
P.IO 
fl.OG 

a  13 
ICOl 

Km 

noo 
fLm 
ia22 

1<1.50 
10l60 
H.07 

8.07  I 
SI  04  I 


1L4G 
11.36 

las? 

lafift 

iai6 

9lJ» 

a.  78 

UL3I 

mn 
tam 
laai 
ia4fi 
Ml  4a 
ia22 
a  51 

9l4D 

0.12 
0.12 
&«3 
8.70 
8.80 
8.M 
KM 
8.75 

a«3 

0.15  I 

8.07  I 

fe,22] 
a.fi5 
a  91 

&«3 

la  22 
ia49 
ia5.i 

OlS7 
0,^7 

&88 
&S3 


0.04 

-.11 

.IS 

.05 

.10 

.10 

.03 

-.06 

-.12 

-.09 

-.OS 

-.10 

-.06 

--03 

,07 

.N 

.!» 
.07 
.12 
-.01 
-.14 
-.07 
-.04 

.oe 

.06 

.03 

-.05 

.13 

.10 

-.ai 

.06 
,00 

-.00 
.02 

-.03 
".00 
.01 
.05 
.10 
.06 

.00 

.12 
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Table  13.— COMPARISON  OF   SPOT   PRICE   OF   MIDDLING   COTTON  WITH  PRICE   OF 
FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH,  NEW  ORLEANS  COTTON  EXCHANGE, 
BASED  ON  MEANS  OF  HIGHEST  AND  LOWEST  QUOTATIONS  MONTHLY,  1880-1908— 
Continued. 
[Cents  per  pound.    A  minus  margin  indicates  a  premium  of  the  ^ture  price  over  the  spot  price.] 


Year  and  month. 


1887-88— Con. 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 


September. 

October 

November. . 
December. . 

January 

February.. 

March 

April 

May 

June 

July 

August 


1889-90. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 


18C0-91. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 


Mean 
8i>ot 
price. 


Mean 

future 

price  for 

spot 

month. 


9.47 
9.79 
9.81 
9.85 
9.63 
9.44 
9.50 
9.56 
9.94 
9.88 

9.81 
9.50 
9.47 
9.44 
0.50 
9.63  I 
9.85 
10.29  ' 
10.69  I 
10.81 
10.94 
11.06 

10.56 
9.75 
9.63 
9.66 
10.16 
10. 53 
10. 85 
11.31 
11.72 
11.66 
11.  t.0 
11.06 


10.00  I 
9.88  j 
9.31 
8.97  ' 
9.134 
8.91 
8.69 
8.50 
8.35 
8.06 
7.86 
7.81 


9.40 
9.84 
9.79 
9.87 
9.54 
9.23 
9.43 
9.56 
9.94 
9.81 

9.49 
9.15 
9.28 
9.28 
9.39 
9.57 
9.77 
10.22 
10.65 
10.65 
10.  73 
10.83 

10.34 
9.64 
9.54 
9.62 
10.19 
10.53 
10.91 
11.38 
11.74 
11.62 
11.63 
11.31 

9.84 
9.75 
9.07 
8.66 
8.98 
8.00 
8.52 
8.35 
8.09 
7.97 
7.48 
7.56 


Margin. 


0.07 
-.05 
.02 
-.02 
.09 
.21 
.07 
.00 
.00 
.07 

.32  I 

.35  I 

.19  I 

.16  I 

.11 

.06 

.06 

.07 

.04 

.16 

.21 

.23 

.22 

.11 

.09 

.04 

-.03 

.00 

-.06 

-.07 

-.02 

.04 

-.03 

-.25 

.16 
.13 
.24 
.31 
.15 
.31 
.17 
.15 
.26 
.09 
.37 
.25 


Year  and  month. 


Mean 
spot 
price. 


1891-92. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 

1892-93. 

September 

October 

November 

December. 

January 

February 

March 

April 

May 

June 

July 

August 

1893-94. 

September 

October 

November 

Doceml)er 

January 

February 

March 

April 

May 

June 

July 

August 


1894-95. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 


Mean 
future 
price  for 

spot 
month. 


8.25 

8.18 

8.16 

7.95 

7.63 

7.50 

7.25 

7.10 

7.00 

6.75 

6.69 

6.48 

6.38 

6.19 

6.69 

6.36 

7.10 

7.04 

7.31 

7.22 

7.10 

6.95 

7.06 

6.85 

7.19 
7.63 
8.79 
9.50 
9.41 
9.03 
8.66 
7.81 
7.44 
7.60 
7.60 
7.22 

7.85 
7.88 
7.60 
7.35 
7.53 
7.25 
7.22 
7.16 
6.94 
7.00 
a  75 
6.53 

6.10 
5.47 
5.19 
5.19 
5.10 
5.10 
5.47 
6.06 
6.60 


Margin. 


6.79 
7.62 
8.89 
9.22 
9.42 
8.90 
8.60 
7.60 
7.26 
7.46 
7.55 
7.10  i 

I 
7.54  I 
7.77 
7.50 
7.31 
7.47 
7.11 
7.10 
7.12 
6.80 
6.95 
6.75 
6.41 


6.16 
5.45 
4.90 
5.21 
5.12 
5.12 
5.60 
6.06 
6.43 


0.07 
.21 
.13 
.15 
.25 
.21 
.19 
.33 
.06 
.09 
.15 
.21 

.40 

.01 
-.10 

.28     . 
-.01 

.13 

.06 

.21 

:i8 

.14 
.05 
.12 

.31 
.11' 
.10 
.04 
.06 
.14 
.12 
.04 
.14 
.05 

.oa 

.12 

-.06 

.02 

.29 
-.02 
-.02 
-.02 
-.13 
-.02 

.17 
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the  buyer  or  to  the  seller,  it  will  at  once  be  apparent  that  the  New 
Orleans  market  has  offered  a  safer  hedge,  particularly  for  buyers,  than 
the  New  York  market.  This  superiority  of  the  New  Orleans  mar- 
ket may,  of  course,  be  offset  in  a  greater  or  less  degree  by  advan- 
tages which  the  New  York  market  may  have  over  New  Orleans 
either  in  the  way  of  greater  breadth  of  trading,  superior  banking 
accommodations,  or  other  facilities.  It  is  also  to  be  noted  that  the 
seller  of  a  contract  in  the  New  Orleans  market  is  more  restricted 
as  to  the  range  of  grades  which  he  can  tender  than  he  is  in  New  York. 
On  the  other  hand,  the  wide  range  of  grades  deliverable  until 
recently  in  the  New  York  market,  as  will  be  shown  in  a  later  part 
of  this  report,  has  been  an  especial  source  of  complaint  brought 
against  the  New  York  contract. 

Disturbances  of  margin  unnecessarily  frequent  in  New 
Orleans. — From  this  comparison  there  can  be  no  possible  question 
that  the  disturbances  in  the  margin  in  the  New  York  market  have 
been  much  more  severe  than  in  New  Orleans.  At  the  same  time, 
however,  disturbances  of  the  margin  in  the  New  Orleans  market 
have  been  more  frequent  than  they  should  be  under  a  faithful  appli- 
cation of  the  principles  of  the  commercial-difference  system.  In 
particular,  the  charts  already  referred  to  show  rather  numerous 
instances  where  the  contract  price  at  New  Orleans  has  risen  above 
the  spot  price  of  middling.  This  is  an  abnormal  situation,  and,  as 
previously  explained,  is  usually  indicative  of  manipulation  of  the 
future  market.  This  occasional  tendency  of  the  contract  price  in 
New  Orleans  temporarily  to  rise  above  the  spot  price  has  been  argued 
by  some  as  indicating  a  disposition  on  the  part  of  spot-quotation  com- 
mittees to  quote  prices  which  undervalued  other  grades  of  cotton 
relatively  to  middling,  or  a  similar  disposition  on  the  part  of  arbi- 
trators who,  as  explained  in  Chapter  II,  have  considerable  latitude 
in  adjusting  differences  which  apply  on  contract  deliveries  in  that 
market.  If  differences  are  made  too  narrow  on  all  high  grades  or  too 
wide  on  low  grades,  the  tendency  of  buyers  might  be  temporarily  to 
advance  the  contract  price,  provided  both  errors  occurred  at  the 
same  time.  While  this  has  perhaps  been  the  case  at  times,  the 
instances  where  the  New  Orleans  contract  price  has  gone  above  the 
price  of  spot  middling  probably  have  been  due  more  frequently  to  local 
manipulation;  that  is,  a  squeeze  or  a  comer  in  the  future  market. 
While  such  manipulation  may  be  altogether  objectionable,  it  should 
not  be  charged  against  the  commercial-difference  system,  since  it 
is  usually  due  to  other  causes.  It  is  reasonably  certain  that  the 
increased  frequency  with  which  the  contract  price  has  advanced 
above  the  spot  price  in  New  Orleans  as  compared  with  New 
York  is  largely  due  to  the  fact  that  the  volume  of  future  transac 
tions  in  New  Orleans  is  considerably  less  than  that  at  New  York^ 
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thus  making  it  easier  for  a  few  operators  of  large  resources  to  manipu- 
late the  New  Orleans  future  market. 

In  this  connection  it  should  be  repeated  that,  owing  to  the  great 
sensitiveness  of  the  future  market  and  the  rapidity  of  its  fluctua- 
tions, there  will  under  any  system  be  some  disturbance  of  the  nor- 
mal parity  between  the  spot  and  the  contract  price.  An  abso- 
lutely uniform  parity  can  not  be  hoped  for.  As  shown  later  in  this 
report,  it  is  probable  that  the  number  and  violence  of  disturbances 
of  this  parity  in  the  New  Orleans  market  can  be  materially  reduced 
under  a  more  careful  appUcation  of  the  principles  of  the  commercial- 
diflFerence  system.  On  the  other  hand,  that  system  in  principle 
undoubtedly  tends  to  preserve  a  constant  parity.  Furthermore,  as 
conclusively  demonstrated  in  this  chapter,  that  system  has,  despite 
imperfections  in  its  operation,  actually  maintained  a  more  nearly 
constant  parity  than  has  occurred  in  the  New  York  market  under  the 
periodic-difference  system. 

Explanatory  note  concerning  data  used  in  comparisons  of  margins. — It 
might  seem  that  instead  of  using  the  means  of  extreme  monthly  quotations,  as  has 
been  done  in  the  foregoing  comparisons,  average  monthly  figures  should  be  employed. 
It  should,  therefore,  be  stated  that  these  mean  quotations  were  adopted  by  the  Bureau 
only  after  extensive  comparison  of  such  means  with  simple  average  figures.  WTiile 
the  New  Orleans  Cbtton  Exchange  publishes  daily  in  its  official  circular  a  simple 
average  of  future  transactions  for  each  future  month,  the  New  York  Cotton  Exchange 
discontinued  the  publication  of  such  averages  many  years  ago.  To  have  compiled 
average  figures  for  the  New  York  Cotton  Exchange  for  the  entire  peri(Kl  from  the  data 
available  would  have  involved  not  only  a  vast  amount  of  time  but  considerable  expense 
and  with  no  corresponding  advantage.  Such  averages  were  compiled  for  a  sufficient 
period  to  establsh  beyond  reasonable  question  the  propriety  of  using  mean  quotations. 

In  the  case  of  spot  quotations,  it  was  found  that  the  mean  of  the  highest  and  lowest 
prices  for  any  given  month  almost  invariably  showed  no  material  difference  from  a 
simple  average  of  all  those  prices.  Thus  the  mean  quotations  of  spot  prices  were,  for 
all  practical  purposes,  as  satisfactory  as  averages  for  those  prices.  In  the  case  of  future 
prices  disparities  between  average  figures  and  means  of  extreme  figures  were  more  fre- 
quent and  more  marked.  Nevertheless,  such  disparities  do  not  discredit  the  mean 
figures.  This  is  shown  by  the  following  table.  In  this  table  the  first  column  shows 
the  average  spot  price  for  the  month,  being  a  simple  average  of  the  daily  quotations 
above  described;  the  second  column  shows  a  simple  average  of  daily  average  future 
prices,  and  the  third  column  the  margin  between  these  averages.  This  margin  is  then 
compared  with  the  margin  obtained  by  the  use  of  mean  figures,  as  given  in  Table  13. 
It  will  be  recalleid  that  in  making  up  this  mean  margin  the  mean  spot  price  is 
obtained  by  taking  the  absolutely  highest  and  lowest  quotations  occurring  during  the 
month,  while  the  mean  of  average  future  prices  is  obtained  by  taking  the  day  in  which 
the  average  future  price  was  the  highest  and  the  day  in  which  it  was  the  lowest.  As 
shown  below,  the  mean  future  price  obtained  on  this  basis  is  substantially  the  same 
as  the  mean  obtained  by  taking  the  absolutely  highest  and  lowest  quotations.  The 
difference  between  the  margins  obtained  by  these  two  different  methods  is  also  shown 
in  the  table.  This  table,  it  may  be  noted,  covers  a  period  when  speculation  was 
active  and  fluctuations  were  often  wide. 
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Table  14.— COMPARISON  OF  MARGINS  BETWEEN  SPOT  AND  FUTURE  PRICES  AT 
NEW  ORLEANS  OBTAINED  BY  USE  OF  MEANS  OF  EXTREME  DAILY  AVERAGE 
QUOTATIONS  OF  EACH  MONTH  WITH  MARGINS  OBTAINED  BY  USE  OF  AVERAGES, 
SEPTEMBER,  1900,  TO  AUGUST,  1907. 

[Cents  per  pound.    A  minus  margin  indicates  a  premium  of  the  future  price  over  the  spot  price.] 


Year  and 
monih. 


1900-1901. 

Sept 

Oct 

Nov 

Dec 

Jan 

Feb 

Mar. 

Apr. 

May 

June 

July 

Aug 

1901-2. 

Sept 

Oct 

Nov 

Dec 

Jan 

Feb 

Mar. 

Apr. 

May 

June 

July 

Aug 


1902-3. 

Sept I 

Oct 

Nov I 

Dec I 

Jan j 

Feb 

Mar 

Apr 

May 

June 

July 

Aug 

1903-4. 

Sept 

Oct 

Nov.... 

Dec 

Jan 

Feb 


Aver- 
age 
spot 

price. 

Aver- 
age 
future 
price. 

Mar- 
gin. 

Mar- 
gin ob- 
tained 
by  use 

of 
mean 
fig- 
ures. 

Differ- 
ence 
be- 
tween 
mar- 
gins. 

10.31 

10.06 

0.25 

0.47 

-0.22 

9.56 

9.34 

.22 

.23 

-  .01 

9.48 

9.14 

.34 

.17 

.17 

9.50 

9.39 

.11 

.20 

-  .09 

9.52 

9.44 

.08 

.06 

.02 

9.20 

9.17 

.03 

.02 

.01 

8.46 

8.40 

.06 

.08 

-  .02 

a  15 

7.97 

.18 

.18 

.00 

7.69 

7.59 

.10 

.13 

-  .03 

8.06 

8.11 

-  .05 

-  .08 

.03 

8.33 

8.21 

.12 

.04 

.08 

a  31 

8.05 

.26 

.17 

.09 

8.17 

7.84 

.33 

.48 

-  .15 

7.99 

7.82 

.17 

.12 

.05 

7.32 

7.30 

.02 

.00 

.02 

7.94 

7.96 

-     02 

-  .03 

.01 

7.88 

7.84 

.04 

.06 

-  .02 

8.06 

8.12 

-  .04 

-  .06 

.02 

8.53 

8.54 

-    .01 

-.07 

.06 

9.13 

9.04 

.09 

-  .01 

.10 

9.35 

9.29 

.06 

.13 

-  .07 

9.15 

9.22 

-  .07 

-.09 

.02 

8.94 

8.93 

.01 

.00 

.01 

8.42 

8.31 

.11 

.11 

.00 

&42 

&30 

.12 

.14 

-  .02 

8.22 

&17 

.05 

.05 

.00 

7.83 

7.76 

.07 

.00 

.07 

&13 

&07 

.06 

.08 

-  .02 

&66 

&62 

.04 

.02 

.02 

9.37 

9.73 

9.72 

.01 

.03 

—  .02 

10.05 

9.69 

.36 

.28 

.08 

11.16 

11.09 

.06 

-  .19 

.25 

12  72 

12.13 

.59 

.53 

.06 

laoi 

ia2i 

-  .20 

-     .03 

-  .17 

12.69 

12.97 

-.28 

.11 

-.39 

ia72 

ia48 

.24 

.55 

-  .31 

ft66 

9.48 

.18 

.19 

-  .01 

ia70 

10.71 

-  .01 

.01 

-  .02 

12.53 

12.54 

-  .01 

-  .19 

•    .18 

14.06 

14.02 

.04 

.23 

-  .19 

14.31 

14.61 

-    30 

# 

.41 

-a.  71 

Year  and 
month. 


Aver-     Aver- 
age   1     age 
spot      future 
price,     price. 


1903^4. 

Mar 

Apr 

May 

June 

July 

Aug 

1904-5. 

Sept 

Oct 

Nov 

Dec 

Jan 

Feb 

Mar 

Apr 

May 

June 

July 

Aug 

1905-6. 

Sept '     10.26 

Oct !     10.15 


15.09 
14.44 
ia40 
11.38 
10.85 
10.59 

10.53 
9.80 
9.51 
7.44 
6.83 
7.47 
7.45 
7.39 
7.92 
8.85 
10.61 
10.49 


Nov 

Dec 

Jan 

Feb 

Mar 

Apr 

May 

June 

July 

Aug 

1906-7. 

Sept 

Oct 

Nov 

Dec 

Jan 

Feb 

Mar 

Apr ..... 

May 

June 

July 

Aug 


11.29 
11.88 
11.56 
10.67 
10.85 
11.28 
11.32 
11.00 
10.96 
9.99 

9.24 
10.73 
10.36 
10.48 
10.45 
10.48 
10.83 
10.79 
11.88 
12.82 
12.86 
13.16 


15.02 
14.66 
ia26 
11.41 
10.75 
10.50 

10.45 
9.72 
9.48 
7.50 
6.69 
7.34 
7.43 
7.15 
7.81 
8.71 
10.70 
10.48 

10.37 
10.01 
11.34 
11.81 
11.48 
10.37 
10.73 
11.01 
11.21 
10.70 
10.99 
9.85 

9.20 
10.75 

9.79 
10.21 
10.21 


I 


10.31 


11.50 
12.82 
13.01 
12.82 


0.07 

-  .22 
.14 

-  .03 
.10 
.09 

.08 
.08 
.03 

-  .06 
.14 
.13 
.02 
.24 
.11 
.14 

-  .09 
.01 

-  .11 
.14 

-  .05 
.07 
.08 
.30 
.12 
.27 
.11 
.30 

-  .03 
.14 

.04 

-  .02 
.57 
.27 
.24 


0.22 

-  .07 
.09 
.12 
.12 

-  .08 

.15 
.11 

-  .13 

-  .10 
.09 
.03 
.02 
.19 
.11 
.37 
.OH 

-  .07 

.09 
.22 
.16 
.03 
.08 
.35 
.11 
.26 
.13 
.27 
.02 


.52 


.55 


Differ- 
ence 
be- 
tween 
mar- 
gins. 


-0.15 

-  .15 
.05 

-  .15 

-  .02 
.17 

-  .07 

-  .03 
.16 
.04 
.05 
.10 
.00 
.05 
.00 

-  .23 

-  .14 
.OS 

-  .02 

-  .08 
.11 
.04 
.00 

-  .05 
.01 

-.01 

-  .02 
.03 

-  .05 
.05 

-  .01 
.04 
.09 

-  .13 
.01 


.03 


38t 

.38 

.00 

00   - 

.07 

07 

15    - 

.17 

.02 

34 

.22 

.12 

a  This  was  in  the  height  of  the  BnWy  campa\t5iv. 
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From  this  table  it  will  be  seen  that  the  difference  between  results  obtained  by  using 
means  of  extreme  quotations  and  those  obtained  by  using  average  figures  has  in  a  great 
many  cases  been  not  more  than  5  points. 

Nevertheless,  it  is  true  that  the  mean  figures  thus  used  at  times  show  considerable 
divergence  from  a  simple  monthly  average  of  daily  averages.  On  the  other  hand,  this 
divergence  was  not  exclusively  in  one  direction,  but  the  simple  averages,  while  at 
times  showing  a  somewhat  narrower  margin  between  the  two  prices  than  the  mean 
quotations,  at  other  times  indicate  a  wider  margin.  Moreover,  even  though  the  com- 
parison on  the  basis  adopted  may  at  times  indicate  a  disturbance  in  the  normal  parity 
which  would  not  be  shown  by  average  figures,  it  is  certain  from  the  tests  made  that 
such  instances  could  at  best  be  responsible  for  only  a  very  modest  percentage  of  the 
disturbances  in  the  parity  shown.  Furthermore,  it  should  be  borne  in  mind  that  sub- 
stantially the  same  basis  of  comparison  is  used  in  the  case  of  both  markets,  so  that  the 
results  shown  should  be  fairly  comparable.  The  table  above  given  goes  far  to  meet 
any  objections  which  might  be  raised  against  the  use  of  mean  instead  of  simple  average 
figures.  Still  more  exhaustive  tests  were,  however,  made  by  the  Bureau  before  finally 
employing  the  data  actually  used. 

As  between  the  means  of  extrepie  future  prices,  monthly,  and  the  means  between 
the  average*  for  the  highest  day  and  the  average  for  the  lowest  day  of  the  month, 
there  was  practically  no  material  difference  whatever.  The  close  correspondence  of 
these  two  sets  of  mean  figures  in  the  case  of  the  New  Orleans  market  will  be  clear 
from  the  following  table: 

Table  16.-C0MPARIS0N  OF  MEANS  OF  EXTREME  HIGH  AND  LOW  QUOTATIONS  OF 
FUTURES  FOR  EACH  MONTH  WITH  MEANS  OF  HIGHEST  AND  LOWEST  OF  DAILY 
AVERAGES  FOR  EACH  MONTH,  NEW  ORLEANS,  CROP  YEARS  1900-1901  AND  1905-6. 

[Cents  per  pound.] 

I        Range  of  prices.         Range  of  daily  averages. 

Year  and  month.  — — p 

'  High.      Low.      Mean.     High.      Low.   ;  Mean. 

1900-1901. 

September 10.80  8.80  9.80  10.73  S.82  9.78 

October 10.15  8.60  9.38  10.07  S.tm  9.37 

No\-emher i  9.83  8.71  ,      9.1^7  0.S3  8.71  9.27 

December 9.68  .  8.95  9.32  9.(H\  9.00  9.33 

January 9.62  '  9.25  9.44  0.;V.»  9.28  9.44 

J*ebruiirya 9.18  9.15  9.17  9.  is  9.15  9.17 

March 8.97  7.8ti  S.42  8.93  7.90  8.42 

Aprila 8.09  7.89  7.99  S.  07  7.  S9  7.98 

May 7.89  7.37  7.63  7.87  7.43  7.0.5 

Junea 8.32  8.01  8.17  s.32  S.oi  8.17 

July 8. 40  '  8. 08  '      8. 24  S.  39  SAY.)  8. 24 

August 9. 06  7. 60  8. 33  S.  96  7.  ti3  8. 30 

1905-6. 

September^ 10.68  10.09  10.39  10.ti4  10.10  10.37 

October 10.56  9.4ti  10.01  10.47  9.. "^2  10.00 

November* 11.50  11.17  11.34  11.  :m)  11.17  11.34 

Dwsember i  12.50  11.21  11.8ti  12.16  11. '28  11.72 

January 11.78  11.05  11.42  11.73  11.05  11.39 

February* 10.44  10.30  10.37  |    10.44  10. :v)  io.37 

March 11.20  10.35  10.78  ll.l.i  10.37  10.77 

April* 11. (V>  10.«»8  ll.tt>  ll.a->  10. 9S  11.02 

May 11.41  10.80  11.11  11.37  lO.SO  11. 09 

June* 10.80      10.  m      10.72      10.7.-.      10.  m       10.70 

July 11.30        10.40        10. 8.5        11.27        10. 4.->  10.  S6 

August 10.45         9.14         9.80        10.44  9. 20  9.  S2 

•  There  were  very  few  quotations  in  Fobniary.  April,  and  Juno. 
^Thare  were  very  few  quotations  in  SeptemWr.  Sovom\>?T,  VvbtviArv.  A^ril.  and  June. 
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Even  if  average  figures  were  employed,  however,  it  might  seem  that  a  month  is 
too  long  a  period  of  time  to  be  used  as  the  unit  in  such  comparisons.  It  is,  of  course, 
obvious  that  monthly  mean  figures,  or  monthly  averages,  will  not  show  the  range  of 
fluctuation  in  the  margin  during  any  given  month.  Such  fluctuations  may  be  severe. 
For  example,  in  the  month  of  September,  1903,  when  the  margin  at  New  York,  as 
shown  by  the  mean  figures  used  in  Table  9,  was  only  24  points,  or  almost  exactly 
the  normal,  the  daily  range  of  the  margin  (based  on  the  daily  quotations  of  spot  cotton 
and  the  daily  closing  bids  of  futures  for  the  spot  month)  extended  from  a  discount 
of  no  less  than  157  points  to  a  premium  of  45  points.  In  other  words,  the  extreme 
range,  based  on  daily  comparisons,  was  over  200  points — a  very  wide  range.  This 
instance,  however,  is  an  extreme  one,  for  the  reason  that  in  September,  1903,  an 
extremely  severe  comer  run  in  New  York  by  a  pool  of  New  Orleans  operators  was  still 
exerting  a  marked  influence.  Furthermore,  the  crop  of  1903-4  was  abnormally  high 
in  grade,  so  that  the  arbitrary  differences  of  the  New  York  Cotton  Exchange  were  more 
likely  to  be  out  of  line  with  the  commercial  differences  in  southern  spot  markets. 
The  unusual  fluctuation  in  the  margin  in  September,  1903,  however,  was  undoubtedly 
due  to  the  comer  rather  than  to  the  differences;  and  in  this  connection  it  should  be 
borne  in  mind  that  the  irregularity  in  the  margin  throughout  this  entire  period  is  not 
wholly  due  to  the  influence  of  grade  differences.  Despite  the  fact  that  this  irregular 
margin  during  the  month  of  September,  1903,  is  not  representative,  it  shows  clearly 
that  the  irregularity  in  the  margin  is  much  greater  than  that  indicated  by  the  use  of 
monthly  figures,  whether  averages  or  means. 

It  would,  however,  be  impracticable  and  misleading  to  present  a  record  of  such 
daily  fluctuations  in  the  margin,  since  these  are,  to  a  considerable  extent,  influenced 
by  cross  currents  of  speculation  and  not  merely  by  the  grade  differences.  Fluctua- 
tions in  the  margin,  even  though  violent,  are  not,  if  confined  to  a  period  of  only  a  few 
days,  a  fair  basis  for  judging  the  influence  of  grade  differences;  instead  it  is  fair  to  trace 
the  average  or  mean  discount  in  the  contract  price  as  compared  with  the  spot  price  of 
middling  over  a  longer  period  of  time,  and  a  month  is  a  satisfactory  unit. 

It  is  certain  that  a  comparison  of  margins  based  on  a  shorter  unit  of  time  than  a  month 
would  be  even  more  unfavorable  to  the  periodic-difference  system  than  those  presented 
in  this  chapter.  Thi§  may  be  seen  by  a  comparison  of  the  margins  obtained  by  the 
use  of  monthly  mean  figures  at  New  York,  as  shown  in  Table  9,  for  the  period  from 
September,  1905,  to  March,  1908,  with  the  weekly  margins  shown  for  the  same  period 
in  Table  6,  page  125.     For  example,  against  a  mean  monthly  margin  in  Septemljer, 

1906,  of  105  points  the  table  of  weekly  margins  shows  a  range  of  from  70  points  to  120 
points.  Again,  in  January,  1907,  when  the  margin  obtained  by  the  use  of  mean  figures 
was  146  points,  the  weekly  figures  show  a  range  of  from  120  to  168  points.  In  the  New 
Orleans  market,  on  the  other  hand ,  the  discrepancy  between  the  margin  obtained  by  the 
use  of  mean  figures  for  a  month  and  the  margin  shown  by  weekly  comparisons  is  very 
much  less  marked .  Thus  in  September,  1906,  the  margin  shown  by  the  mean  figures  for 
the  month  in  the  New  Orleans  market  was  only  5  points.  The  range  shown  by  the  weekly 
margins  was  from  a  discount  of  7  points  to  a  premium  of  15  points,  or  an  extreme  range 
of  22  points,  as  against  a  range  of  50  points  in  the  New  York  market.     In  January, 

1907,  the  mean  margin  was  23  points  and  the  weekly  range  only  from  11  to  26  points, 
this  showing  a  very  marked  degree  of  constancy.  In  some  months,  it  is  true,  the 
weekly  range  shows  somewhat  greater  change  than  in  the  case  of  New  York,  but  this  is 
unusual.  The  greater  steadiness  of  the  New  Orleans  margin,  as  indicated  by  weekly 
comparisons,  as  well  as  by  the  use  of  monthly  mean  figures,  may  be  clearly  seen  by 
comparing  the  margin  curve  at  the  base  of  chart  1  for  the  New  York  market  for  the 
crop  years  1905  to  1907  with  the  corresponding  margin  curve  at  the  base  of  chart  4, 
opposite  page  132,  for  the  New  Orleans  market  during  this  period.    . 

It  should  be  apparent,  therefore,  that  the  basis  of  the  comparisons  used  in  this 
chapter  is  a  fair  one,  and  in  any  event  does  not  exaggerate  the  extent  of  disturbances 
in  the  margin  between  the  spot  and  the  contract  prices  in  th«  N^n^  XotVxaaxV'eX., 
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Tables  Supplbmbntary  to  Chapter  IV. 


Table  16.— CHANGES  IN  DIFFERENCES  '*0N"  AND  "OFF"  MIDDLING,  FOR  GRADES 
TENDERABLE  ON  CONTRACT  AT  NEW  YORK,  OCTOBER  9,  1889,  TO  NOVEMBER  19, 
1907.a 

[Cents  per  pound.] 


Grade, 

Oct. 

im 

Nov. 
18i0. 

Jan. 
18»L 

2.13 

T 

1891. 
450 

IfiOi. 
L8S 

Oct. 
15, 
1891. 

L50 

Nov. 

9. 
1§92. 

L25 

IL 
1805. 

L35 

Bflpt. 

.4, 

Nov. 

IS, 

1807. 

l^r„...... ........00.. 

1.38 

L3& 

L«3 

LOO 

LOO 

Bwtjljlftlr ,„.„„,„oii„ 

L2A 

I.2S 

Lfift 

2.00 

2.SS 

L7fi 

L41 

1.10 

Lift 

.02 

.93 

BtrUjt  laiddliDg  f»Ir. ....... .on„ 

Lia 

l.n 

L3S 

LSH 

135 

L«l» 

Lai 

LOO 

LOtt 

.84 

.84 

Fuaiy  middling  fmr .on. . 

Middling  fair..... on.. 

I.OD 

LOO 

.as 

L2S 

L13 

L7S 
LflS 

5L13 
2.00 

L50 
1.50 

Laa 

L13 

.97 
.88 

.97 

.SS 

.77 

.77 

.m 

Barely  ffiiddHngtftlr on.. 

BtT\ci  good  middling .on. . 

FuUy  good  middling ,oa. . 

QoodmlddDnis on.. 

.35 

.25 

.88 
,fi3 
.00 

L25 
.88 

.SO 

L5« 

.04 
.75 

Lid 
.S8 

.ao 

.31 

.OP 
.50 
.41 

,o» 

.50 
.41 
.31 

.53 
.38 
.31 
.25 

.53 
.38 
.31 
.25 

B»iely  good  mlddUng on . . 

Strict  middling on.. 

PtiUymiddlliig..,,,, ..on.. 

lUddilng,.... baalB.. 

.13 

.10 
.04 

.3S 
.19 
.09 

.38 
.26 
.13 

.56 
.3§ 

.38 
.2JS 

.la 

.23 
.16 
.OB 

.23 
.lA 
,0ft 

.23 

.o« 

.19 
.13 
.06 

.19 
.13 
■  00 

Barely  middling.. ...... off.. 

StrkJt  low  niiddliog, . . , off . , 

FnUylowmidditng.,... ofl.. 

-TO 
.19 

.00 

.31 

.13 

.TO 
.19 
.3S 

.00 
.10 

.09 
.10 
.3S 

.00 
.19 
.31 

.09 
.19 

.ai 

.09 
.28 

.00 
.19 
.31 

.00 

.10 
.31 

liow  middling..... .......... oli.. 

,» 

,i4 

.m 

.56 

.m 

.56 

.44 

.41 

.38 

.44 

.41 

Barely  low  middling. , , ....  .off. . 
Strtot  good  ordinary, , ,  „ , . .  oil. . 

LOO 

.7* 

,94 

.7fi 
.04 

.7* 

.76 
.94 

.«3 
.81 

.53 
.81 

.53 
.00 

.63 
.81 

.06 
.88 

Fully  good  ordinary. ...... .off . . 

Ooftd  ordinHry q(!.. 

122 
L44 

L^l 

L13 
L31 

LIS 
1.31 

113 
L31 

1.13      .97 
1. 31     1. 13 

,97 
1,13 

.S4 
1.0() 

.97 
1.13 

1.06 
L'25 

Barply  good  ordinar}-. ..,.,.  off. . 

i.m 

t?5 

1.7S 

L75 

1.76 

L  75     L  Ki 

1.56 

1.50 

1.5G 

1.63 

Btrtct  OTdtnarj'  -- ....... .off. . 

Good  talddling  ilagi*f] . .  .\ttxsl»  . 

2.31 

ilO 

2.1ft 

2.19 

2.19 

2.J9  ,  2.00 

2-00 

2.00 

2.00 

2.00 

TJngeJ*...-. off.. 

.13 

.13 

.14 

.14 

.14 

.14       .11 

.11 

.  11 

.  11 

.11 

Strict  middling  siaioed .off. . 

.25 

.26 

.3S 

.» 

.2S 

.3ft      .22 

,22 

.  22 

.  22 

.22 

Fuliy  middling  »tttined off. . 

.39 

.38 

.42 

!    .42 

.42 

.42     .a3 

.33 

..'iO 

.33 

.33 

Middling  dUined ..off.. 

.fiCI 

.S& 

.Sfl 

.56 

.56 

.STi      .44 

.44 

.:w 

.44 

.44 

Bftftay  middling  stained off. 

Strict  low  mid<lllngBtntnpd„off . . 
FuUy  low  middling  sUinrd .  .off. . 

,70 
.91 

111 

.70 

.91 

Lit 

.77 
1  LI7 

.77 
.97 
L17 

.77 

.9; 

1.17 

.77       .117 

.97     .m 

LIT      1.14 

,1^7 
.111 
1.  U 

.58 
.7S 
L02 

.06 
.88 
1.13 

.78 
L13 
L38 

Low  middling  rtaim^d off. . 

L31 

L31 

L38 

LdS 

1.38 

1.  38     L  ;* 

i.:i8 

1.  2o 

1.  ;is 

1.63 

1.78 
%2& 

L7ft 
2.25 

LSI 
2.2S 

K81 
1  125 

1 

2  25 

L81      LSI 
Z25  '  225 

L81 
2.25 

L75 
2.2o 

l.Sl 

..... 

1.94 
2-25 

a  No  changes  in  differences  from  November  9, 1892,  to  December  11, 1895;  from  Noveinlx^r  is.  1903,  to 
November  21, 1906;  or  since  September  11, 1907. 

5  Prior  to  January,  1900,  all  tinged  cotton  deliverable  on  contract  was  included  in  the  general  desig- 
nation "  tinged."  Beginning  with  January,  1900,  the  general  class  of  "  tinged  "  cotton  was  subdivided 
to  agree  with  the  corresponding  white  grades. 
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Table  16.-CHANQES  IN  DIFFERENCES  'ON"  AND  'OFF"  MIDDLING,  FOR  GRADES 
TENDEIiABLE  ON  CONTRACT  AT  NEW  YORK.  OCTOBER  9,  1889,  TO  NOVEMBER  19, 
1907*— Ck>e:tmiied. 

[Cents  per  pound.] 


Onde. 

Bept  Not. 

IS,  r  U, 

T 

Nov. 
15. 

Jan. 
17, 

Nov. 
2L 

Nov. 
21, 

Nov. 
19. 

Nor. 

18, 

Nov. 
^1. 

T 

law, 
Lia 

L13 

M«I>, 

1000. 

1001. 

1«02. 

190S. 

1906. 

:ioo 

1607. 

Ffctt.- ......._„„ 

..on.. 

L13 

1.13 

L14 

L» 

1.7* 

Baldly  fftir 

..on.. 
..on.. 

,04 

L16 

U06 

L03 
.94 

L03 
.94 

L03 
.04 

LOS 
.97 

Strict  middling tuir. 

LIS 

L13 

L75 

LfiO 

FuJJy  niiddllnK  fair _. . 

..on.- 
.on.. 

.61 

-B7 

.54 
,75 

.84 
.75 

.75 

.m 

Middling  fair.............. 

.7fi;  ,sa 

,0A 

.96 

L50 

L26 

Barely  middling  tair, ..... 

.on, . 

.m\  .m 

.m 

.se 

.59 

.m 

.U5 

.70 

,70 

L25 

LOO 

Strict  goKHl  middling 

.on, . 

.«'    -W 

.44 

.44 

.44 

.50 

.50 

.62 

.fl3 

LOO 

.75 

FuUy  goi>d  middltng. ..... 

.on.. 

.3g       .44 

.38 

,38 

'    .3* 

,41 

.41 

,53 

.53 

.88 

.82 

Good  middling..... 

.on.. 

.31  1    .3» 

,31 

.SI 

.^1 

.31 

.32 

.44 

.44 

.70 

,60 

Barely  STocmI  middling, .... 

,OQ,. 

,23 

.im 

,^ 

,23 

.23- 

,23 

.24 

.33 

.33 

.67 

.37 

Strict  midtllins 

.on,. 

.16 

.19 

-la 

.10 

.16 

.10 

,16 

.22 

.32 

,38 

,25 

Fiilly  mlddlCng, ,  _ . 

.on.. 

■" 

.m 

.m 

.oa 

,0B 

.08 

.08 

.u 

Middling.. _ .,„b 

Bftiviy  nildctlin^ 

.ofl.. 

.m 

-TO 

.Q» 

.00 

.00 

.00: 

,07 

.07 

Strict  low  711  Iddling 

.ofl.. 

.w 

.10 

.10 

.19 

.10 

.19 

.14 

.14 

.14 

.14 

.30 

Fully  low  middling... 

.oif.. 

.31 

.31 

.34 

,31 

.31 

.31 

.26 

.26 

,26 

.a2 

.55 

Law  middling. ,.__., 

.o(T.. 

,44 

.44 

,50 

.44 

.44 

.44 

.38 

,3S 

.38 

.60 

LOO 

Biiit^ly  low  middling. ...... 

.ofl.. 

.m 

.» 

.m 

.50 

.m 

.59 

^^ 

.55 

.56 

,70 

L26 

Striot  gtMsa  ordinary 

.ofl.. 

,76 

,75 

.8g 

.75 

.75 

,76 

.72 

.72 

,72 

.90 

L50 

Fully  good  o  rdlniiry 

.off.. 

.91 

.tJl 

Loa 

.01 

.91 

.01 

.m 

.86 

.86 

L07 

L75 

Owid  ofdiimry ........,,,, . 

.off.. 

L(Mi 

LOfl 

Lit 

LOO 

LOB 

L06 

LOO 

LOO 

LOO 

L25 

2.00 

B».rf'ly  gowl  ordttmry 

Strict  ordlnnry. , . , . . . .. 

off 

1.53 

1.S3 

L50 

L&3 

.off., 
.on.. 

lOU 

100 

2.00 

ZOO 

:;::j;::::: 

1 

Strict  good  tniddllng  tlngi^d 

,10 

,19 

.30 

.30 

,30 

.m 

,35 

Ftilly  goffl  middling  tinged 

^n 

.o» 

,00 

,10 

aals.. 

1 

Barely  good  middling  tingiK^ 
Strict  middling  tiagwJ , .... 

lofT 



.03 

.03 

.oa 

.on.. 

...... 

.06 

,06 

.00 

.06 

.00 

.05 

.30 

Fully  iniddling  tinged 

Middling  tinge*]....... 

.off,. 

.00 

,00 

.00 

.off.. 

.13 

,13 

.12 

.12 

.12 

.12 

.30 

Barely  middling  tingtid 

.off.. 

.23 

,25 

.23 

Btfiet  la  V  m  iddl  i  ng  tf  ngi>d. . 

.ofl. . 

.3] 

m 

.34 

,34 

.34 

,46 

LOO 

Low  mlddimg  ti^g^i 

off 

,50 

.90 

L60 

Strict  good  onUna-ry  tln,g*Ml 
Tingedfc.... _ 

.oH 

1 

^84 

L25 

2.00 

.off.. 

.11       .11 

.13 

,13 

Strict  middling  sUiiwd .... 

off 

.22 

,22 

.25 

.25 

FuUy  middling  stained 

.off.. 

.33 

'     .^ 

,3S 

.34 

.38 

.44 

.42 

.42 

,42 

.C 

LOO 

Middling  stAlnfd 

.off.. 

.44 

.44 

.50 

.44 

.44 

.50 

.50 

.50 

.50 

.50 

L25 

fia  roly  mlddli  ng  smini'd     . 

.off.. 

.72 

.72 

.81 

.72 

.72 

.81 

.78 

.78 

.78 

.78 

L75 

Strict  low  middling  BtAinHl.off.. 

1.00 

LOO 

L13 

LOO 

LOO 

LIS 

L06 

L06 

L06 

L50 

2.25 

Fully  low  middling  fltiiinmi. 

.off.. 

L19 

1.19 

L31 

L19 

L19 

L31 

L28 

L28 

L28 

L75 

2.62 

Low  middling  at^inM 

.off.. 

1.38 

1.38 

L50 

L38 

L38 

.56 

L50 

L50 

L50 

2.00 

aoo 

Ba  nily  low  middling  atain '  ( 

ofl 

1.81 

L81 

L88 

L81 

Strit^good  ordinary  stained,  off . . 

2.25 

2.25 

2.25 

2.25 

i 
1 

**No  cluu^ci^  Iq  dlffcmnocft  from  Novpmbcr  0. 1892,  to  December  11, 1895;  from  November  18,  1903,  to 
November  21  1906;  oral  nee  8«plemlier  1 1, 1^7 

*  Prior  to  JiinuAryt  lOOO.  &ll  tlng«^d  eotton  debvi^miil**  on  contract  was  included  in  the  general  desig- 
Ti4tion  ting^.  Banning  wUh  January,  1900,  the  general  class  of  "  tinged  "  cotton  was  subdivided 
to  agree  with  the  corresponding  white  grades. 
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COTTON   EXCHANGES GRADE  DIFFERENCES. 


Table  17.— DIFFERENCES  ••OFF"  FOR  GOOD  ORDINARY  AND  LOWMIDDLING  AND  DIF- 
FERENCES "ON"  FOR  GOOD  MIDDLING  IN  THE  NEW  ORLEANS  MARKET  ON  THE 
FIRST  BUSINESS  DAY  OF  EACH  MONTH,  SEPTEMBER,  1890,  TO  AUGUST,  1900. 


Year  and  month. 


Spot  price  mid- 
(Ding. 


Price. 


Decimal 
equiva- 
lent. 


Differences. 


Good  ordinary, 
**off." 


Differ- 
ence. 


Decimal 
equiva- 
lent. 


Low  middling,      Good  middling, 
"off."  i  "on." 


Decimal 
equiva- 
lent. 


1890-91. 


September. , 

October 

November. . 
December.. 

January 

February... 

March 

April 

May 

June 

July 

August 


1891-92. 


September. , 

October 

November. 
December.. 

January 

February.. 

March 

April 

May 

June 

July 

August 


1892-^. 


September. 

October 

November. . 
December.. 

January 

February.., 

March 

April 

May 

June 

July 

August 


1893-94. 


September. 

October 

November. , 
December.. 
January 


CenU, 

m 

lOA 

8i 

7H 

7} 


6i 
6i 


7A 


m 

9i 
»i 
818 
8A 

7i'« 
7/. 
7| 


7A 
7! 
7| 

7A 
7A 


February I       1^^ 


Cents. 
ia25 

iao6 

9iS6 
9.06 
&94 
9.06 
&75 
&69 
&31 
&25 
•  7.94 
7.75 


&00 
&38 
7.88 
7.50 
7.00 

ass 

&50 

ass 

7.00 
7.25 
7.00 
7.19 


9.50 
9.25 
a94 
a  19 
7.44 
7.31 
7.44 
7.63 

7.31 
7.75 
7.63 
7.56 
7.31 
7.44 


Cents. 

i 

1 
If 

lA 
U 
lA 
lA 
li 
U 
lA 


li 

U 

oil 

«U 
«t 

MS 

u 
li 
it 

H 

1 

1 


a56  I 


1    I 

i8 
1 

»i 
«i 

i    I 
«l 

i 

i 

I 

A 
-A 


CenU. 
oa75 
a.  81 
.88 
1.00 
L38 
L31 
1.25 
L19 
L31 
L38 
L50 
L44 


L25; 
1.50 

OLIS  : 
a.  69 
a.  63 
0.94 
1.13 
1.13 
.94 
.94 
1.00 
1.00 


1.00 

.94 

1.00 

o.SS 

a.  88 

.88 

a.  63 

.63 

.63 

.63 

.5t> 

a.  56 


A 
°l 
°l 
«l 
«l 

3 
o  Nominiil. 


.56 
a.  63 
o.  t»3 
0.63 
a.  63 

.63 


Cents.      Cents.      CenU. 


A 

A 
A  ! 
i    ■ 


i    I 
\    I 

i    I 

i 

i 


aa38 
.38 
.44 
.44 

.63 
.56  , 
.63 
.56 
.63 
.69 
.75 
.75 
I 

.56 
.63 
.25 
.19 
.25 
.50 
.63 
.63 
.44 
.44 
.50 
.50 

.50 
.44 

.50 
a.  38 
a.  38 
.38 
.25 
.31 
.31 
.31 
.25 
.25 


.25 
.25 
.25 
.25 


A 
i 

k 
ii 

u 
li 

lA 
1A  = 
lA 

i    i 
i 


I 


A 

A 

i 
i 
i 

I 
h 


A 

i 
i 

A 
A 


CerUf. 
a  19 
.38 
.50 
.81 
aL13 
1.13 
L25 
L06 
LOG 
L06 


.56 
.31 
.25 
.25 
.;i8 
.38 
.50 
.44 
.38 
.31 
.38 
.38 


.38 
.50 
.25 
.25 
.38 
.31 
.38 
.38 
.25 
.25 
.44 
.50 


.31 
.25 
.25 
.31 
.31 
.31 


DIFFERENCES    AT    NEW    ORLEANS,    1890-1908. 
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Table  17.— DIFFERENCES  "OFF"  FOR  GOOD  ORDINARY  AND  LOW  MIDDLING  AND  DIF- 
FERENCES "ON"  FOR  GOOD  MIDDLING  IN  THE  NEW  (>RLEA>rS  MARKET  OS  THE 
FIRST  BUSINESS  DAY  fiF  KAtll   MOXTn,  SEPTEMBER.  MfHO,  TO  ATGrST  1000— Cont'd 


Spot  prkF  mid- 


Tear  and  month. 


ISeS-M'^ontlnu^d , 


AprlL . . 
AUKUfft. 


1894-95. 


September. 

October 

November . 
Decjember.. 
January . . . 
February.. 

March 

April 

May 

June 

July 

August 


1895-96. 


September. 

October 

November . 
December.. 

January 

February.. 

March 

April 

May 

June 

July 

August 


1896-97. 


September.. 

October 

November . . 
December . . . 

January 

February... 

March 

April 

May 

June 

July 

August 


PricF. 


CentM. 


7| 

n 

'^  , 

71     , 
7A 

m 

7A 

71 

7| 

7H 


DiffpreiM?ft«, 


Qood  ordinary,  I 
*'oiI.'*  I 


Low  middling,   i  Ooo4  midilllngf 


Differ  '  tteci™*!    Differ.    DeelnuH  '  u,-       '  D^dtnal 


'     lent. 


6.44 


7ft 

7.56 

8i    ' 

8.75 

81      : 

8.G3 

8A; 

8.19 

7i8, 

7.94 

8 

8.00 

71    ' 

7.38 

7J   ; 

7.75 

71 

7.63 

78  ; 

7.38 

m 

6.81 

m 

6.81 

J 
I 
ik 

1 

T8 

H 
H 

H 
H 
H 


ft 
ft 

ft 
ft 
h 
i 

ft 


7.63 
7.63 
7.38 
7.38 
6.88 
6.94 
7.19  I 
6.94  I 
7.56 
7.38  ; 
7.63  ' 
7.60 


Cents, 

Q.G3 

.5G 

.so' 

O.50 
O.50 
O.50 
a.  50 
a.  50 
.56 


.69 


Ctmti 


i    ! 
I 

H 

U 

I 

i 

I 


.56 
.56 
.56 
.56 
.50 
.50 
.50 
.44 
.44 
.38 


.44 
.44 
.44 
.44 
.50 
.75 
.69 
.81 
.81 
.88 
.88 
.88 


CenU. 

o.as 

.23 
.25 


.25 
.25 

.2.'! 

.25 

.25 

.31 

.38 

.38 

.38 

.38  I 

.38 

.38 


.38 

.38  ) 

.25 

.25 

.25 

.25 

.19 

.19 

.19 

.19 

.19 

.13 


.19 

.19' 

I 
.19 

.19  ' 

.2.') 

.50 

.44 

.44 

.44 

.44 

.44 

.44  1 


I    ' 

I 

ft 

ft 

I 


a; 

i 

ft : 
ft 


ft  > 

i  ^ 
i  I 

i  I 

i    I 

i    i 


ft  ' 

i 

i 

i 

\ 

ft 

fti 

ft 

ft 

ft 

} 


row*. 

Q.2fi 

.Si 

*I8 


.31 
.44 

.44 
.56 
.50 
.50 
.50 
.59 
.50 
.50 


.44 

.31 
.25 
.25 
.25 
.25 
.19 
.19 
.19 
.19 
.31 
.38 


.19 
.19 
.19 
.31 
.31 
.38 
.38 
.31 
.31 
.31 
.31 


4a225~H.  r>oc,  949,  60-1- 


a  Nominal. 
-14 
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COTTON   EXCHANGES GRADE   DIFFERENCES. 


Table  17.— DIFFERENCES  "OFF  "FOR  GOOD  ORDINARY  AND  LOWMIDDLING  AND  DIF- 
FERENCES "ON"  FOR  GOOD  MIDDLING  IN  THE  NEW  ORLEANS  MARKET  ON  THE 
FIRST  BUSINESS  DAY  OF  EACH  MONTH,  SEPTEMBER,  1800,  TO  AUGUST,  1900— Cont'd. 


Year  and  month. 


Spot  price  mid- 
dling. 


Price. 


Decimal 
equiva- 
lent. 


Differences. 


Good  ordinary, 
"off." 


Differ- 
ence. 


Decimal 
equiva- 
lent. 


Low  middling,    I  Good  middling, 
"off."  •• 


Differ- 
ence. 


Decimal 
equiva- 
lent. 


Differ- 
ence, 


Decimal 
equiva- 
lent. 


1897-98. 

September 

October 

November 

December 

January 

February.......... 

March 

April 

May 

June 

July 

August 

1^8^. 

September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

^  August 

1899-1900. 

September 

October 

November 

December 

January 

February —  

March 

April 

May 

June 

July 

August 


Cents. 

6 
5J 
H 
5| 

H 
H 

5i 
51* 


5| 

m 

5 

5i 
6 

H 

5« 


5U 

7i 
7/e 

n 


Cents. 
7.06 
6.00 
5.50 
5.25 
5.38 
5.25 
5.69 
5.56 
5.75 
6.06 
5.88 
5.69 


5.38 
4.88 
4.81 
5.00 
5.19 
5.75 
6.00 
5.75 
5.69 
5.75 
5.63 
5.75 


5.81 
6.75 
^>.88 
7:50 
7.44 
7.88 


9 

9.00 

H 

9.13 

9i 

9.50 

m 

8.81 

9J 

9.88 

lOi 

10.25 

Cpnts. 
I 


I 

i 
i 
t 

J 


i 
\ 

\l 

\l 
18 

1 

11 


1 
\ 
\ 

u 

\ 
li 


Cents. 

0.63 

.63 


.63 

.63 

.63 

.63 

.75 

1.06 

1.06 

1.06 


1.06 
.75 

.75 

.81 

.81 

.81  I 
1.00 
1.19 
1.19 
1.56 
1.63 
1.56 


1.31 
1.31 
1.00 
.75 
.75 


1.25 
1.50 


Cents. 


Cents. 
0.31 
.31 
.31 
.31 
.31 
.31 
.31 
.31 
.38 
.63 
.63 
.50 

.50 
.38 
.38 
.44 
.44 
.44 

.ta 

.69 
.63 
.75 
.81 
.81 


.63 
.63 
.44 


CenU. 


.25 

n 

A 

.25 

A 

.25 

A 

.25 

A 

.25 

A 

.44 

A 

.50 

A 

.50 

i 

Cents. 
0.25 
.25 
.19 
.25 
.25 
.31 
.38 
.38 
.44 
.31 
.38 
.31 


.31 
.31 
.44 

..56 
.63 
.63 
.63 
.63 
.63 
.56 


.31 
.25 
.25 
.19 
.19 
.19 
.19 
.19 
.19 
.19 
.31 
.25 


DIFFERENCES    AT    NEW    ORLEANS,    1890-1908. 
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Table  18.— CHANGES  IN  DIFFERENCES  'OFF"  FOR  GOOD  ORDINARY  AND  LOW  MID- 
DLING AND  CHANGES  IN  DIFFERENCES  "ON"  FOR  GOOD  MIDDLING  IN  THE  NEW 
ORLEANS  MARKET.  SEPTEMBER,  1900,  TO  MARCH,  1908. 


Date. 


1900-1901. 

September  1 

Septembers 

September  7 

September  8. .  -■ 

October  5 

October  12 

November  2 

January  14 

January  25 

January  31 

February  1 * 

February  4 

Februarys 

February  15 

Marcbl4 

March  22 

March  26 

Aprill 

AprillS.... 

May  16..-. 

May  30 

July  8 

August  19 


1901-2. 

September  13 

S:;ptcmber20 

October  4 

November  1 

January  3 

January  7 

January  30 

February  6 

February? 

February  27 

March  14 

April  3 

May  16 

May  29.... 

June  6 

June  25 

August  1 

1902-3. 

Septembers 

September  16 

October  22 


Price. 


Cents. 

104 
lOi 
lOi 

n 

9A 
9i 
9^ 
9A 
3A 

PA 

8| 

m 

8 
8i 
7| 

7f 
81 
8A 

711 

8i 

8A 

7i 

n 

7! 

m 
m 
m 

8A 

81 

814 

9A 

9| 

9i 

9 

8A 

8A 
8« 
84 


ice  raid- 
ng. 

Good  ordinary, 
."off." 

Differences. 

Decimal 

Low  middling, 
"off." 

Good  middling, 
"  on." 

equiva- 

Differ- 
ence. 

Decimal 
equiva- 
lent. 

Differ- 
ence. 

Decimal 
equiva- 
lent. 

Differ- 
ence. 

Decimal 
equiva- 
lent. 

Cents. 

Cents. 

Ceras. 

Cents. 

Cents. 

Cents. 

Cents. 

9.38 

11 

1.63 

i 

0.50 

i 

0.25 

9.81 

li 

1.50 

i 

.38 

(«) 

(«) 

iai3 

1| 

1.38 

(«) 

(°) 

(«) 

C) 

ia25 

U 

1.25 

(°) 

(«) 

(«) 

(«) 

ia25 

1 

1.00 

(«) 

(«) 

(«) 

(°) 

9.75 

(°) 

(«) 

(°) 

(«) 

A 

.19 

9.13 

(°) 

(«) 

(«^ 

(«) 

i 

.25 

9.56 

lA 

l.T)6 

A 

.44 

(«) 

(«) 

9.50 

li 

1.13 

i 

.50 

(«) 

(«) 

9.31 

lA 

1.19 

A 

.56 

(«) 

(«) 

9.31 

li 

1.50 

I 

.75 

A 

..31 

9.  .31 

13 

1..38 

(«) 

(°) 

(«) 

(°) 

9.31 

lA 

1.44 

\l 

.81 

(«) 

(°) 

9.19 

11 

1.38 

\ 

.75 

(«) 

(«) 

8.63 

li 

1.63 

I 

.88 

(«) 

(«) 

a  31 

H 

1.75 

n 

.94 

(«) 

(«) 

7.94 

If 

1.63 

\i 

.81 

(«) 

(«) 

aoo 

(«) 

(«) 

(«) 

(") 

1 

.38 

&13 

(«) 

(a) 

(«) 

(«) 

A 

.44 

7.63 

lU 

1.69 

i 

.88 

(«) 

(«) 

7.75 

(«) 

(«) 

(«) 

(«) 

i 

.50 

8.38 

lA 

1.56 

i 

.75 

i 

.38 

&19 

It 

1.63 

ii 

.81 

(°) 

(«) 

7.94 

li 

1.50 

H 

.69 

\ 

.26 

&13 

11 

1.38 

A 

.56 

(°) 

(°) 

8.19 

li 

1.25 

A 

.44 

(«) 

(-) 

7.38 

\l 

.94 

1 

.38 

(°) 

(«) 

7.88 

\l 

.81 

i 

.25 

(°) 

(<») 

7.75 

I 

.88 

A 

.31 

(°) 

(a) 

7.81 

(-) 

(») 

(«) 

(«) 

A 

.31 

7.94 

(«) 

(«) 

(°) 

(«) 

1 

.38 

7.94 

} 

.75 

i 

.38 

(°) 

(«) 

8.19 

U 

.69 

A 

.31 

(°) 

(«) 

&63 

\ 

.75 

1 

.38 

(°) 

(a) 

&69 

(«) 

(«) 

(«) 

(a) 

A 

.31 

9.31 

ii 

.81 

A 

.44 

(°) 

(«) 

9.38 

i 

.88 

(°) 

(«) 

(«) 

(«) 

9.25 

H 

.94 

(«) 

(°) 

i 

.25 

9.00 

(«) 

(°) 

(°) 

(°) 

A 

.31 

8.56 

(«) 

(a) 

(«) 

(«) 

i 

.25 

a56 

i 

.88 

\ 

38 

A 

.19 

a38 

« 

.  (Vi 

A 

.31 

(«) 

(-) 

a  13 

14 

.09 

1 

.38 

i 

.25 

a  No  change. 
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COTTON   EXCHANGES — GRADE  DIFFERENCES. 


Tables  Supplementary  to  Chapter  IV. 


Table  16.— CHANGES  IN  DIFFERENCES  "ON"  AND  "OFF"  MIDDLING,  FOR  GRADES 
TENDERABLE  ON  CONTRACT  AT  NEW  YORK,  OCTOBER  9,  1889,  TO  NOVEMBER  19, 
1907.a 

[Cents  per  pound.] 


Orad«. 

Oct. 
9. 

T 

Nov. 
12. 

Jan. 
14. 

T 

T 

Get. 
15, 

Nov. 
0. 

Dec. 

11. 

T* 

Nov. 

18, 

vm. 

law. 

,1800. 

18P!. 

mu 

J891. 

1801 

issa. 

isga. 

18W. 

1807. 

TtdT .--.. on.. 

um 

Laa 

Lfl3 

iLl 

2.50 

188 

150 

125 

125 

100 

LOO 

Bi.Te1>  fftit on,* 

t2fi 

L2fi 

l.fiQ 

3:00 

2. 38 

1.78 

141 

lie 

110 

,»2 

.92 

Strict  mlddJing  fair. tm.. 

113 

L13 

L3S 

LHf 

2.25 

159 

131 

lOti 

L06 

.M 

.84 

FuUy  middling  Mr..,  „ on.. 

i.ai 

LOO 

Las 

hW 

3.13 

159 

132 

.97 

.97 

,77 

.77 

Middlioglalr,... ,.,... ,on,. 

M 

.«8 

L13 

L^ 

2.00 

LW 

113 

-SS 

.sa 

.60 

.m 

B*P6ly  mlddimg  Ittir cm. . 

.m 

.00 

.Sg 

1.25 

L5« 

119 

.84 

.00 

.OS 

.53 

.«3 

Strict  good  mtddlti^ ott. , 

,44 

.44 

.03 

.B» 

113 

,S« 

.^ 

.50 

.50 

.38 

.38 

Fully  goodiulddllug,,, on.. 

.31 

.M 

.« 

.«)  '     .04 

.09 

.44 

.41 

,41 

.31 

.31 

Ooodralddling... .on.. 

.25 

^2& 

.38 

.50 

.75 

.50 

.31 

.31 

.31 

.25 

.26 

.10 

.Iff 

.38 

.as 

.50 

.38 

.23 

.23 

.23 

.1» 

.10 

Strict  middling. on, . 

.13 

.13 

.It 

.26 

.38 

.25 

.1« 

.Ifl 

.W 

.13 

.13 

Folly  mlddHog.^,.. ,,.,nn.. 

^OA 

M 

,01 

.u 

.W 

as 

.08 

.08 

.€& 

.06 

.Ofi 

Middling bMla., 

Bai%l^  middling ,<rfl. . 

.OB 

.09 

.13 

.00 

,00 

.00 

.00 

'".m 

OS 

.00 

.00 

fitriot  low  mlddliDg„_ ofl,_ 

.ID 

.19 

.SB 

.15 

.19 

.It 

.19 

.IB 

.IB 

.m 

.19 

FnUy  low  middUng, , .off.. 

.U 

.91 

.41 

.3& 

.3ft 

.38 

.31 

.31 

.im 

,31 

.31 

L<iw  middling. ..off.. 

.«> 

.44 

.S6 

.5« 

.56 

.5* 

.44 

.44 

.38 

.44 

.44 

B^nljr  low  middling .  „<jil, . 

.75 

,w 

.u 

.7# 

.7* 

.76 

.03 

.03 

.53 

.63 

.W 

Strict  good  ordinary . , off. . 

100 

,S8 

.04 

.M 

.94 

.»4 

.M 

.81 

.00 

.81 

.88 

FuBy  good  ordinitry off . . 

122 

1.09 

L13 

Lia 

tl3 

113 

.07 

.07 

.M 

.97 

1.0ti 

Gond  ofdtDH  ry .ntf . , 

L44 

l,a 

L31 

L3L 

L31 

L31 

L13 

L13 

LOO 

1.13 

1.25 

B*ra|y  good  ordinar>' .......  off , . 

18S 

L75 

L75 

l.?5 

I7fi 

175 

1.^ 

L6fi 

I.BO 

1.50 

1.G3 

Strict  ordinary. off . . 

2.SI 

2.19 

tL19 

±w 

2  10 

%m 

ZOO 

2.00 

2.00 

iOO 

200 

Good  middling  tingu-d, , .  .l^ais. . 

Tinged  fr  „ . . off. . 

.13 

.13 

.14 

.14 

.14 

.14 

.11 

.11 

.11 

.a 

.11 

Sttlet  middling  stOrtned ....  .off . . 

.25 

.25 

.28 

.!» 

.38 

.3S 

,22 

.^ 

.22 

.22 

.22 

Fuyy  middling  staiuwl .off . . 

.38 

.as 

.42 

.42 

,43 

.43 

.33 

.33 

.30 

.33 

.33 

MlddUng  fttaioftd ....off.. 

.m 

.flO 

.M 

.M 

.56 

.50 

.44 

.44 

.ag 

.44 

.44 

Barely  middling  stainiKt . . .  .off. . 

-TO 

.70 

.77 

.n 

,77 

.77 

.tf7 

.87 

.58 

.Oft 

,78 

Strict  low  middling  staiopd . .  off . . 

-ftl 

,©1 

.07 

.97 

.or 

-in 

.Dl 

.01 

.78 

,88 

L13 

Fully  low  mtddllag  BtJilnrd .  .off . . 

LJl 

1.11 

Lir 

1.17 

LJ7 

1.17 

1.14 

L14 

Lfl2 

L13 

]..% 

Low  Middling  stttitH'd off . , 

LSI 

L31 

L^ 

138 

L»S 

L3a 

L38 

Las 

L25 

1.38 

1.03 

I.7« 

L78 

LSI 

l«l 

Ifell 

1.81 

Lgl 

l&l 

175 

LSI 

1.94 

Strict  good  ordinary  stained,  off . . 

a^ 

Z25 

2.2& 

2.25 

2.2& 

^25 

2.35 

%25 

12a 

12S 

2.25 

oNo  changes  in  differences  from  November  9, 1802,  to  December  11, 1895;  from  November  18, 1903,  to 
November  21,  1906;  or  since  September  11, 1907. 

b  Prior  to  January,  1900,  all  tinged  cotton  deliverable  on  contract  was  included  in  the  general  desig- 
nation "  tinged."  Beginning  with  January,  1900,  the  general  class  of  "  tinged  "  cotton  was  sul>divided 
to  agree  with  the  corresponding  white  grades. 
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Table  16.-CHANGES  IN  DIFFERENCES  "ON"  AND  'OFF"  MIDDLING,  FOR  GRADES 
TENDERABLE  ON  CONTRACT  AT  NEW  YORK,  OCTOBER  9,  1889,  TO  NOVEMBER  19, 
1907a-<3oDtiiiued. 

[Cents  per  pound.] 


Grftde. 

LOO 

Nov. 
17, 

L3S 

L13 

Nov. 
IS, 

Jan. 

17, 

1900. 

2\, 
IMO. 

Nqv, 
21, 
iOOl. 

Nov. 
18, 
1903. 

Nov. 
21, 
1906. 

T 

1907. 

Fmtr.... .,..„.„„. 

.OD. . 

1.13 

tl3 

L14 

1.30 

1.30 

2.00 

1.75 

B«iply  UlT,..._„„, „ 

Strict  middling  fair ., 

.on., 
.on.. 

.88 

1.03 

1.03 
.94 

L03 
.94 

1.03 
.94, 

1.05 
.97 

LIH 

1.13     1.75 

1.50 

FtJUy  mfddJIw  f*ir,.„.„ .. 

.on.. 

,oa,  - 

.M 

.07 

.75 

.84 
.75 

.84 
.75 

.H4 
.75 

.SO 

Middling  f*lr. „.., 

.75  ,    .88 

.9ti 

.96     1. 50 

1.25 

BaioJymiddJlngfair...,,.. 

.an.. 

^m 

.m 

.JH) 

.s» 

.59 

.53 

.65 

.7* 

. 79  '  L  25 

1.00 

Strict  gowi  middlliij. 

.on.. 

.44 

.90 

.44 

.44 

44 

.ao 

.» 

.^ 

.62  i  1.00 

.75 

FuUy  good  middling. .  „ , . . 

.on.. 

.3S 

.44 

.as 

.38 

as 

.11 

.41 

.53 

.53       .88 

.62 

Good  middling 

-on.. 

31      as 

31 

31 

31 

.31 

,32 

.44 

.44       .76 

.50 

Barely  good  middling 

.on.. 

2S        18 

n 

2a 

2» 

.M 

.24 

.33 

.  33  1     .57 

.37 

Strict  middling 

.on.. 

ID 

10 

10 

ifi 

l« 

.16 

.Ifi 

.22 

.22  !     .38 

.25 

FilUy  middling 

.on.. 

m 

m 

m 

03 

m 

.08 

.ON 

.11 

1 

Middling                                        h^aia 

Barely  middling 

.off.. 

iB 

oo 

m 

00 

oa 

.00 

*0T 

Strict  low  middling 

.off.. 

.w 

.19 

m 

19 

10 

.lU 

.11 

.L4 

.14       .14 

.30 

Fully  low  middling 

.off.. 

.»i 

.31 

.34 

.31 

.at 

.31 

.20 

.20 

.26       .32 

.65 

I-K)w  middling 

.off.. 

.44 

.44 

.50 

.44 

.44 

.44 

.3S 

.3M 

.38       .50 

1.00 

Barely  low  middling 

.off.. 

.m 

.50 

.69 

.59 

.w 

.m 

.55 

.5.^ 

.55       .70 

1.25 

Strict  good  ordinary 

.off.. 

.7h 

.75 

^ 

.7fi 

75 

w6 

.72 

.72 

.72       .90 

1.50 

Fully  good  ordinary 

.off.. 

.Ul 

.91 

L03 

.M 

01 

.01 

.80 

.m 

.86     1. 07 

1.75 

Good  ordinary 

.off.. 

LOft 

1.06 

Li9 

1.06 

1.00 

LOfl 

1,00 

LOO 

1. 00     1.  25 

2.00 

Barely  good  ordinary 

.off.. 

1.  .VI 

1.53 

L50 

1.53 

. 

Strict  ordinary. . 

off 

2.^Hh 

2.00 

2.00 

2,00 

Strict  good  middling  tinged. 

.on.. 



^ 

w 

.1» 

>20 

.30 

.30  '    .30 

.35 

Fully  good  middling  tinged. 
Good  middling  tinged...  b 
Barely  good  middling  tinged 
Strict  middling  tinged 

on 

.09 

.00 

-10 

&sis 

.off  . 

.03 

.oa 

m 

.off.. 

..... 

.06 

.00 

.m 

M> 

.06       .06 

.20 

Fully  middling  tinged 

Middling  tinged 

off 

.09 

.09 

.Oi* 

1 

.off.. 

.13 

.13 

.13 

.12 

.12       .12 

.30 

Barely  middling  tinged. . . . 
Strict  low  middling  tinged. . 

.off 

.22 

.25 

.23 

.off.. 



.31 

.as 

.34 

.34 

.34       .46 

1.00 

Low  middling  tinged 

off 

.50       .90 

1.50 

Strict  good  ordinary  tinged. 

Tinged* 

Strict  middling  stained .... 
Fully  middling  stained 

off 

.84     1.25 

2.00 

off 

11         11 

.  13 

.  13 

off 

.22        22 

.25 

.25 

.off.. 

.33         33 

m 

34 

.38 

.44 

.42 

.42 

.42       .42 

1.00 

Middling  stained 

.off.. 

.44         44 

m 

44 

.44 

.50 

.50 

.50 

.50       .50 

1.25 

Barely  middling  sUined . . . 

.off.. 

.72        72 

SI 

7'2 

.72 

.81 

.78 

.78 

.  78  ,     .78 

1.75 

Strict  low  middling  stained 

.off.. 

1.00    too 

1.13 

too 

1.00 

1.13 

1.06 

1.06 

1. 06     1.  50 

2.25 

Fully  low  middling  stained  . 

.off.. 

1. 19     I.  1ft 

131 

1.19 

1.19 

1.31 

1.28 

1.28 

1.  28  1  1.  75 

2.62 

Low  middling  stained 

.off.. 

1.38     L3S 

LSO 

1.38 

1.38 

.56 

1.50 

1.50 

1.  50     2.  00 

aoo 

Barely  low  middling  stained 
Strict  good  ordinary  stainecj 

off 

1  81      181 

1.8S 

t8l 

l.off .  . 

2.25     i25 

±25 

2.25 



o  No  changes  in  differences  from  November  9, 1892,  to  Decern l>er  11, 1895;  from  November  18. 1903,  to 
November  21,  1906;  or  since  September  1 1,  1907. 

*  Prior  to  January,  1900,  all  tinged  cotton  deliverable  on  contract  was  included  in  the  general  desig- 
nation "  tinged."  Beginning  with  January,  1900,  the  general  class  of  **  tinged  "  cotton  was  subdivided 
to  agree  with  the  corresponding  white  grades. 
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Table  18.-CHANQE8  IN  DIFFERENCES  "OFF"  FOR  GOOD  ORDINARY  AND  LOW  MID 
DLINO  AND  CHANGES  IN  DIFFERENCES  "ON"  FOR  GOOD  MIDDLING  IN  THE  NEW 
ORLEANS  MARKET,  SEPTEMBER,  1900,  TO  MARCH,  1906-Continued. 


Date. 


Spot  price  mid- 
dliog. 


Price. 


Decimal 
equiva- 
lent. 


Differences. 


Good  ordinary, 
"off." 


Differ- 
ence. 


Decimal 
equiva- 
lent. 


Low  middling,      Good  middling, 
"off."  **on.'' 


Differ- 
ence. 


Decimal 
equiva- 
lent. 


Differ- 
ence. 


Decimal 
equiva- 
lent. 


1907-8— Continued, 

September  25 

September  27 

October  10 , 

November  4 

Januarys 

January  7 

Januarys 

January  10 

January  14 

February  18 

March  6 

March  12 


Cent*. 
lU 
lU 
111 
lOtt 
111 
11^ 
ll/« 
llA 
111 
llA 
Hi 
lU 


CetUi. 
1L50 
n.50 
11.38 

laeo 

11.38 
1L44 
11.44 
n.56 
n.75 

n.56 

11.25 
11.25 


Cents. 

(«) 

(«) 
21 
li 

(«) 
lil 

(«) 

(«) 
If 
1*3 
HI 
2i^ 


Cents. 

(«) 

(«) 
2.38 
1.88 

(«) 
1.94 

(«) 

(«) 
1.75 
1.81 
L94 
2.06 


Cents. 
(«) 
(«) 
U 

I 
(«) 

il 
(«) 
(«) 

i 

il 
(a) 

H 


Cents. 

(«) 

(«) 

113 

.88 

(«) 

.94 
(«) 


.75 
.81 


(a> 


.94 


Cents. 

I 

i 
W 
(«) 

A 
(«) 

I 

(«) 

(«) 

I 

(a) 


Cents. 
0.38 
.25 
(«) 
(«) 

.31 
(«) 


.44 


(«) 

(a) 


a  No  change. 


..  \\ 
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CHAPTER  V. 

GHAE0E8   OF    INTENTIONAL   ABUSE    OF   POWEE   BY   EEVISION 

COMMITTEES. 

1.  ALUBGED  CONSPIRACY  IN  REVISION  OF  NOVEMBER,  1906. 
Section  1.  Introductory. 

It  is  undeniable  that  disturbances  of  the  normal  parity  between 
the  spot  and  the  contract  price  have  been  a  frequent  result  of  errors 
in  differences  under  the  periodic-difference  system  employed  by  the 
New  York  Cotton  Exchange.  Indeed,  under  that  system,  how- 
ever efficient  and  unprejudiced  the  revision  committee  may  be,  the 
danger  that  such  disturbances,  with  their  attendant  evils,  may 
occur  is  constantly  present.  A  further  source  of  danger,  however, 
is  that  the  revision  committees  may  deliberately  establish  improper 
differences. 

In  the  opinion  of  some  members  of  the  cotton  trade  the  estabUsh- 
ment  of  grade  differences  at  New  York  in  recent  years  has  frequently 
been  thus  accompanied  by  abuse  6f  trust  on  the  part  of  revision  com- 
mittees. If  the  differences  are  improperly  fixed,  there  is  usually 
an  overvaluation  of  certain  grades.  Members  of  a  revision  com- 
mittee who,  prior  to  the  revision,  have  sold  contracts  for  future 
deUvery  can  deliver  these  overvalued  grades  at  a  large  profit,  and 
this  profit  is  not  affected  by  any  resulting  discount  in  the  contract 
price,  since  the  prices  of  such  contracts  were  made  at  the  time  of 
sale  and  prior  to  the  time  of  revision. 

It  is  obvious  that  herein  lies  a  great  temptation  for  members  of 
revision  committees,  and  particularly  those  who  are  spot  merchants, 
to  establish  improper  differences. 

Section  2.  Charges  against  revision  committee  of  November,  1906. 

Those  who  assert  that  revision  committees  have  thus  abused  their 
power  maintain  that  the  revision  of  November,  1906,  was  an  espe- 
cially flagrant  instance  of  such  abuse.  In  view  of  the  facts  presented 
in  Chapter  III,  there  can  be  no  question  that  the  revision  committee 
of  the  New  York  Cotton  Exchange  which  met  in  November,  1906, 
did  actually  fail  to  make  a  sufficiently  drastic  revision  of  grade 
differences.  The  further  charge  was  very  frequently  made  in  the 
cotton  trade  that  the  committee,  or  at  least  some  of  its  members, 
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entered' into  a  virtual  conspiracy  to  establish  differences  which  they 
knew  to  be  wrong,  for  the  purpose  of  reaping  unwarranted  profits. 
This  charge  is  well  outlined  in  the^  following  statement  by  a  broker 
in  the  Savannah  market: 

We  do  not  know  what  promifted  them  [that  is,  the  com- 
mittee], except  that  we  have  unaerstood  that  there  is  a  domi- 
nating power  there  that  seems  to  have  its  way.  and  that  it  was 
to  their  interest  that  the  low  grades  should  oe  narrowed  and 
not  widened.  But  thev  evidently  profited  by  it  largely,  to  the 
detriment  of  the  whole  cotton  trade.  They  certainly  must 
have  known  what  the  effect  would  be,  and  it  must  have  been 
the  carrying  out  of  a  plan  which  had  been  matured  by  them 
prior  to  the  meeting  of  the  committee  which  adjusted  the  differ- 
ences. The  smallest  dealer  in  our  section  knew  at  once,  as 
soon  as  the  differences  were  tel^raphed,  that  this  action  would 
affect  prices.  On  the  very  day  that  they  narrowed  the  differ- 
ences futures  dropped  three-eighths  of  a  cent,  and  actual  cotton 
was  worth  three-eighths  [one-eighth]  of  a  cent  less.  The  effect 
was  only  temporary.    This  was  due  to  the  determination  on  the 

5 art  of  various  organizations  throurfiout  the  South  not  to  be 
ominated  by  the  New  York  Cotton  Exchange,  which  they  have 
regarded  with  suspicion  for  several  years.  It  is  a  bear  element 
in  ^he  business;  putting  prices  down  has  seemed  to  be  its  deter- 
mination; it  is  not  a  question  of  supplv  and  demand  with  them 
at  all. 

The  head  of  a  large  spot-cotton  firm  said,  in  substance: 

The  failure  of  the  New  York  revision  committee  to  make  the 
differences  between  middling  cotton  and  the  lower  grades  very 
much  wider  than  they  did  make  them  can  be  accounted  for  in 
only  two  ways — first,  that  the  revision  committee  was  incom- 
petent; or^  second,  that  the  revision  was  made  in  the  interest 
of  certain  individuals  or  combinations  of  individuals. 

This  merchant  stated  that  he  would  not  undertake  to  say  whether 
the  revision  committee  was  ignorant,  or  whether  it  deliberately 
failed  to  do  its  duty.  He  said,  however,  that  there  was  an  impres- 
sion among  a  considerable  portion  of  the  cotton  trade  that  the  com- 
mittee was  improperly  influenced. 

The  Bureau  has  not  undertaken  to  present  a  definite  conclusion 
as  to  this  charge ;  in  the  nature  of  things,  it  is  obviously  impossible 
to  speak  with  absolute  certainty  on  the  mental  operation  and  motive 
that  leads  a  man  to  a  given  action,  but  a  full  presentation  of  tlie 
facts  bearing  upon  the  revision,  so  far  as  ascertainable,  is  here  given. 

Vote  of  members. — The  revision  committee  was  composed  of  the 
following  members:  Richard  A.  Springs,  chairman;  George  Bren- 
necke,.  Sigmund  M.  Lehman,  Edward  E.  Moore,  Robert  H.  Roun- 
tree,  Charles  M.  Calhoun,  Jolin  Grierson,  George  E.  Moore,  Edward 
M.  Weld,  Charles  Stillman,  Samuel  Hopkins,  William  Mohr,  Wilham 
Ray,  William  R.  Craig,  Fergus  Reid,  John  Tannor,  Elias  A.  Tuttle. 
The  committee  met  on  November  21.  all  the  members  being  present 
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except  Mr.  Craig,  who  was  absent  on  account  of  illness.  The  min- 
utes of  the  meeting,  as  furnished  by  the  exchange,  are  here  given 
in  full. 

New  York,  November  21 ,  1906, 

The  committee  on  resision  of  quotations  of  spot  cotton  met 
this  day  at  3.30  oVlock  p.  m. 

Mr.  K.  A.  Springs  in  tne  chair. 

Present:  Messrs.  R.  A.  Springs,  Geo.  Brennecke,  S.  M.  Leh- 
man, E.  E.  Moore,  R.  H.  Rountree,  C.  M.  Calhoun,  John  Grier- 
son,  G.  E.  Moore,  E.  M.  Weld,  Chas.  Stillman,  Samuel  Hopkins, 
Wm.  Mohr,  Wm.  Ray,  Fergus  Reid,  John  Tannor,  and 
E.  A.  Tuttle. 

Mr.  G.  E.  Moore  was  elected  secretary. 

Messrs.  E.  P.  Walker,  C.  H.  Carr,  ana  J.  E.  Latham  appeared, 
expressed  their  views,  and  left  the  room. 

The  secretary  read  a  letter  from  the  remaining  member  of  the 
committee,  Mr.  W.  R.  Craig,  in  which  he  asked  the  privilege 
of  voting  bv  telephone  on  questions  arising,  he  being  ill  and 
confined  to  his  bea. 

The  committee  decided  this  would  be  irregular. 

The  secretary  read  numerous  communications  from  members, 
and  a  list  of  grade  quotations  at  various  southern  points. 

It  was  moved  by  Mr.  Brennecke  and  seconded  by  Mr.  Lehman 
that  there  be  a  revision.  Carried.  Ayes — Messrs.  Springs, 
Brennecke,  Rountree,  Calhoun,  Grierson,  Gr.  E.  Moore,  Stillman, 
Hopkins,  Ray,  Tannor,  and  Tuttle  (eleven);  nays — ^Messrs. 
Lehman,  E.  E.  Moore,  Weld,  Mohr,  and  Reid  (five). 

It  was  moved  by  Mr.  Brennecke  and  seconded  by  Mr.  Weld 
that  low  middling  be  made  50  off  (instead  of  38,  as  at  present) . 

An  amendment  was  moved  by  Mr.  Rountree  and  seconded  by 
Mr.  Calhoun  that  low  middling  be  made  63  off. 

An  amendment  was  moved  oy  Mr.  Calhoun  and  seconded  by 
Mr.  Tannor  that  low  middling  be  made  56  off. 

Mr.  Brennecke  withdrew  his  original  motion. 

An  amendment  was  moved  by  Air.  Reid  and  seconded  by  Mr. 
Weld  that  the  difference  for  low  middling  be  half  a  cent  off 
middling,     9  in  favor,  4  opposed.     Carried. 

It  was  moved  by  Mr.  Hopkins  and  seconded  by  Mr.  Tannor 
that  no  change  be  made  in  strict  low  middling.     Carried. 

It  was  moved  by  Mr.  Hopkins  and  seconded  by  Mr.  Mohr  that 
strict  good  ordinary  be  made  90  off. 

An  amendment  was  moved  by  Mr.  Tannor,  seconded  by  Mr. 
Ray,  that  strict  good  ordinary  be  made  100  off.     Lost. 

Mr.  Hopkins's  motion  was  then  voted  upon  and  carried. 

It  was  moved  by  Mr.  Reid  and  seconded  by  Mr.  Weld  that 
good  ordinary  be  made  IJ  cents  off. 

An  amendment  was  moved  by  Mr.  Rountree  and  seconded  by 
Mr.  Tuttle  that  good  ordinary  be  made  140  off.     Lost. 

Mr.  Reid's  motion  was  then  voted  upon  and  carried. 

It  was  moved  b}^  Mr.  Weld  and  seconded  by  Mr.  Reid  that  strict 
low  middling  tinged"  be  made  46  points  off. 


« Given  in  the  minuteH  as  strict  low  middling  stained,  but  evidently  this  was  an 
error. 
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An  amendment  was  moved  by  Mr.  Tannor,  seconded  by  Mr. 
Tuttle,  that  strict  low  middling  st'ained  be  made  60  oflF.     Lost. 

Mr.  Weld's  motion  was  then  voted  upon  and  carried. 

It  was  moved  by  Mr.  Weld  and  seconaed  by  Mr.  Tannor  that 
strict  good  ordinary  tinged  be  made  125  off  and  low  middling 
tinged  90  oflf,  respectively.     Carried. 

It  was  moved  Dy  Mr.  Keid  and  seconded  by  Mr.  E.  E.  Moore  that 
middling  stained  and  barely  middling  stained  be  not  changed. 
Carried. 

It  was  moved  by  Mr.  Tuttle  and  seconded  by  Mr.  G.  E.  Moore 
that  strict  low  middling  stained  be  made  150  oflf. 

An  amendment  was  moved  by  Mr.  Reid  and  seconded  by  Mr. 
Hopkins  that  strict  low  middling  stained  be  not  changed.  6  in 
favor,  8  opposed.     Lost. 

Mr.  Tuttle's  motion  was  then  voted  upon  and  carried. 

It  was  moved  by  Mr.  Moore  and  seconded  by  Mr.  Tuttle  that 
low  middling  stained  be  made  2  cents.     Carried. 

It  was  moved  by  Mr.  Weld  and  seconded  bv  Mr.  Brennecke  that 
the  grades  from  strict  good  middling  tinged  to  middling  tinged, 
both  inclusive,  be  not  changed.     Carried. 

It  was  moved  by  Mr.  Reid  and  seconded  by  Mr.  Weld  that  good 
middling  be  made  75  .**    Carried . 

It  was  moved  by  Mr.  Reid  and  seconded  bv  Mr.  Weld  that  strict 
good  middling  be  made  1  cent  on.    Carriecf.   . 

It  was  moved  by  Mr.  Weld  and  seconded  by  Mr.  Reid  that  the 
diflTerences  fixed  upon  at  this  meeting  be  adopted  as  a  whole. 
Carried. 

An  analysis  of  the  vote  upon  the  various  propositions  before  the 
committee  showed  that  five  members — Fergus  Reid,  Sigmund  M. 
Lehman,  E.  E.  Moore,  E.  M.  Weld,  and  William  Mohr — voted  against 
any  revision  whatever.  While  this  minority  did  not  succeed  in  pre- 
venting some  increase  in  diflFerences,  their  opposition,  together  with 
the  cooperation  of  some  other  members  of  the  committee,  served  to 
prevent  a  material  increase  in  differences  for  low  grades.  From  inter- 
views with  various  members  of  the  committee  it  appeared  that  the 
meeting  was  not  skillfully  handled  from  a  parliamentary  standpoint, 
but  that  in  the  multiplicity  of  motions  made  by  an  aggressive  minor- 
ity what  might  have  been  a  majority  in  favor  of  a  wider  revision  was 
outgeneraled.  A  majority  of  the  committee  stated  to  agents  of  the 
Bureau  that  they  had  favored  a  wider  revision  than  was  actually 
made. 

The  first  grade  considered  was  low  middling,  and  Mr.  Brennecke 
moved  that  the  difference  for  that  grade  be  made  50  points  oflf  (instead 
of  38  off,  as  then  existing) ;  this  was  the  difference  finally  established 
by  a  vote  of  9  to  4.  The  minutes  indicate  that  the  widest  difference 
between  low  middling  and  middling  formally  proposed  was  63  points. 
It  is  quite  clear,  however,  that  wider  differences  were  discussed  in 
the  committee.     When  members  of  the  conmiittee  were  interviewed 


a  This  should  be  76. 
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by  representatives  of  the  Bureau  a  number  of  them  stated  that  there 
was  a  general  informal  expression  of  opinions,  and  that  75  points  off 
was  favored  by  several  members.  One  member  stated  that  he  had 
advocated  100  points  off  middling  for  low  middling,  and  had  urged 
that,  in  any  event,  the  difference  should  not  be  narrower  than  75 
points.  It  is  rather  remarkable,  in  view  of  such  statements  as  to 
the  strong  feeling  on  the  part  of  some  members  of  the  committee  in 
favor  of  establishing  the  difference  for  low  middling  at  75  points  off, 
that — so  far  as  the  minutes  show — no  formal  motion  to  that  effect 
was  made. 

After  the  fixing  of  the  difference  between  middling  and  low  mid- 
dling there  seems  to  have  been  but  slight  disposition  on  the  part  of 
members  of  the  committee  to  contend  for  more  than  such  revision 
for  other  grades  as  would  be  consistent  with  the  difference  fixed  for 
low  middling.  Some  members  of  the  committee  stated  that  if  they 
were  to  be  consistent  they  could  not  well  have  made  the  differences 
for  the  remaining  grades  other  than  they  did  make  them,  after  thus 
fixing  the  difference  for  low  middling  at  one-half  cent. 

After  the  difference  for  low  middling  was  established  it  would 
appear  that  the  minority  who  originally  opposed  any  revision  what- 
ever practically  dictated  the  policy  of  the  committee.  Mr.  Tuttle's 
successful  motion  to  make  strict  low  middling  stained  150  points  off,  as 
against  Mr.  Reid's  motion  to  keep  the  difference  for  that  grade  un- 
changed at  106  points  off,  appears  to  be  the  only  important  point 
carried  against  the  votes  of  those  who  had  at  first  opposed  any 
revision  whatever. 

The  minutes  do  not  show  that  there  was  any  vote  on  Mr.  Roimtree's 
motion  to  make  the  difference  for  low  middling  63  points  off.  The 
adoption  of  Mr.  Reid's  amendment  to  make  the  difference  50  points 
shut  off  any  vote  on  a  difference  of  63  points. 

Section  3.  Information  before  the  committee. 

In  order  to  afford  opportunity  to  pass  intelligent  judgment  upon  the 
action  of  the  revision  committee,  it  is  important  to  present  the  infor- 
mation officially  before  the  committee  at  the  time  of  its  meeting;  of 
course,  aside  from  any  such  official  information,  various  members  of 
the  committee  had  extensive  private  advices.  The  information 
formally  presented  consisted  mainly  of  quotations  and  letters  from 
southern  markets  and  of  letters  from  various  members  of  the  New 
York  Cotton  Exchange  or  their  clients.  As  already  stated,  it  is  custom- 
ary for  the  superintendent  of  the  New  York  Cotton  Exchange,  just 
prior  to  the  meeting  of  the  revision  committee,  to  address  inquiries  to 
a  large  niunber  of  southern  markets  asking  for  quotations  of  the 
various  grades  of  cotton,  as  well  as  for  opinions  as  to  the  general 
character  of  the  crop.     The  nature  of  these  inquiries  of  the  superin- 
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tendent  of  the  New  York  Cotton  Exchange  is  indicated  in  the  follow- 
ing copy  of  his  report  to  the  chairman  of  the  committee  on  revision 
of  spot  quotations: 

New  York  Cotton  Exchange, 

Superintendent's  Office, 
New  York,  November  21,  1906. 
Air.  R.  A.  Springs, 

(Mairman  Committee  on  Revision  of  Spot  Quotations, 
Dear  Sir:  Referring  to  fny  letter  addressed  to  you  on  12th 
instant,  on  which  date  I  sent  out  the  follow^ing  inquiries  to  the 
several  port  and  interior  markets — 

''Kindly  give  me  the  quotations  prevailing  in  your  market 
for  the  grades  of  white  cotton  and  also  for  the  grades  of  tinged 
and  stamed  cotton  mentioned  upon  the  enclosed  sheet,**  and 
return  the  same  to  me  at  your  earliest  convenience,  for  which 
find  stamped  envelope  enclosed. 

"  If  for  any  reason  you  are  unable  to  quote  all  the  grades  men- 
tioned, please  give  me  the  quotation  of  as  many  as  possible. 

"  Kindly  also  tell  me  whether  or  not  there  is  a  scarcitv  of  the 
grades  of  middling  cotton  and  above  and  a  plentiful  supply  of  the 
grades  of  low  middling  and  below  and  of  tinged  and  stained 
cotton" — 

For  your  consideration,  the  replies  thereto  are  inclosed,  to- 
gether with  all  the  letters  received  upon  the  subject-matter. 

For  the  convenience  of  your  committee  I  have  tabulated,  as 
far  as  possible,  the  difference  between  the  grades  in  each  of  the 
markets  named,  giving  you  the' average  difference  on  the  several 
grades  both  at  the  ports  and  at  the  mterior  markets.  Tabula- 
tion herewith.** 

Yours,  tmly,  Wm.  V.  King, 

Superintendent  Xew  York  Cotton  Exchange, 

C<>MMi^'iCATioxs  from  soitherx  MARKETS.  The  information  ob- 
tained by  the  superintendent  of  the  New  York  Cotton  Exchange  in 
these  replies,  aside  from  that  relatin^r  to  prict^  or  differences,  whi^h 
is  .sufficiently  covered  in  Table  11>.  is  given  l>elow,  in  substance. 
The  average  date  of  these  replies  was  about   November  15,   1906. 

Galveston  Cotton  Exchangt^  and  Boaril  of  Trade: 

Generallv  speakii^,  thert^  is  a  scanMty  of  allgrailes  iu  our  local 
market,  'the  interior  has  Invn  selling  Si>  friH^ly  that  consign- 
ments to  our  liK^al  factors  have  btHMi  exceptionally  light  tnis 
season. 

But  little  stained  or  tingtnl  cotton  has  been  received  here  so 
.  far:  the  st^ason  has  Ihhmi  so  ideal  for  maturing  and  harvesting 
the  crop  that  causes  for  stain  have  so  far  biHMi  eliminated.  Re- 
cent frv>sts  in  Oklahoma.  Indian  Territory,  ami  north  Texas 
will  undoubtedly  pnnluce  stain  and  tingi^s,  but  so  far  this  section 
has  not  shipjHHl  any. 

«  Tho  shtvt  sjHH  ititxl  tho  loUowinir  jn^tlt>et:  Kuir.  muUllinc  luir.  okhI  middling, 
middling.  K>w  ntivivilini:.  J^Hxl  v^ixlinary,  oixlinary.  >^xxl  niividliuc  lini^^l,  middling 
tinft\}.  li>w  middlinc  tinoM,  middling;  suinixi.  low  middlinir  :iiaini\l. 
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Low  cottons  are  being  shipped  here  in  excess  of  proportion- 
ately the  better  grades,  owing  to  the  great  demand  for  strict 
middling  and  above  at  interior  points,  which  have  commanded 
a  premium. 

New  Orleans  Cotton  Exchange : 

These  quotations  [see  Table  19]  are  for  good  color.  White 
grades  are  very  scarce  in  this  crop  and  bring  fancy  prices. 

Off  color  and  stained  cotton  are  one-fourth  to  one-half  cent 
off,  making  light  tinned  one-eighth  to  three-sixteenths  off, 
spotted  one-fourth  to  three-eighths  off,  and  stained  one-half  off. 

The  superintendent  of  the  Charleston  Cotton  Exchange  reported 
a  very  small  supply  of  good  middling  cotton  and  only  a  moderate 
quantity  of  middling,  stating  that  the  grades  from  low  middling  to 
ordinary  represented  most  of  the  cotton  coming  into  the  market  at 
that  time  and  that  the  quotations  submitted  for  these  grades  (see 
Table  19)  were  nominal,  such  grades  not  being  readily  salable. 

The  superintendent  of  the  Norfolk  and  Portsmouth  Cotton  Ex- 
change stated  that  its  committee  on  classification  and  quotations 
"have  made  no  change  in  quotations  or  see  any  reason  for  revision 
of  same.'' 

Houston  Cotton  Exchange: 

Quotations  on  tinges  and  stains  are  not  made  daily,  but  values 
on  these  cottons  are  about  one-fourth  to  1  cent  under  white  cot- 
ton, dependent  largely  upon  the  individual  buyer  and  seller. 

There  is  a  decided  scarcity  of  middling  and  above,  while  low 
middling  and  below  are  more  plentiful. 

Tinges  and  stains  are  not  verv  plentiful  at  present,  but  a  rather 
plentiful  supply  is  anticipated  later. 

Herman  Loeb,  who  furnished  the  Shreveport,  La.,  quotations  used 
in  making  up  the  table,  reported: 

High  color  and  spotted,  about  one- fourth  cent  off.  Low  grades 
very  plentiful.  Hardly  any  strict  and  good  coming  in  at  all. 
Even  middling  is  scarce. 

Lesser-Goldman  Cotton  Company,  St.  Louis  and  Little  Rock,  which 
furnished  the  Little  Rock  quotations: 

Fair  and  middling  fair  is  not  quotable,  as  none  of  these  grades 
are  available  in  this  territory.  These  quotations  are  as  near  cor- 
rect as  we  can  give  them  under  the  circumstances;  but  on 
account  of  the  scarcity  of  high  grades,  caused  by  the  earlv  storms 
in  a  considerable  portion  of  the  State,  the  prices  paicf  for  the 
higher  grades  of  cotton  are  very  erratic,  and  in  many  instances 
these  grades  will  sell  above  quotations,  whereas  the  lower  grades 
are  neglected  on  account  of  their  abundance  and  the  light 
*demand  for  them.  Much  of  our  cotton  is  of  poor  color,  but  in 
the  aggregate  the  staple  is  good. 
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Vicksburg  Cotton  Exchange: 

White  cottons,  middlmg  and  above,  are  exceedingly  scarce, 
and  outrageous  premiums  are  paid  for  these.  Low  grades,  low 
middling  and  below,  in  tinged  and  stained,  are  plentinil  and  not 
in  very  good  demand  and  are  accumulating  to  some  extent. 

Memphis  Cotton  Exchange : 

There  is  a  decided  scarcity  of  all  grades  of  cotton  from  mid- 
dling above  in  this  market,  but  a  plentiful  supply  of  low  mid- 
dling and  below.  There  is  very  little  tinged  and  stained  cotton, 
but  considerable  storm-beaten  cotton,  resulting  from  the  bad 
weather  we  had  during  the  latter  part  of  September  and  early 
October.  This  storm-beaten  cotton  is  officially  quoted  at  one- 
fourth  to  1  cent  per  pound  lower  than  regular  grades.  * 

Sigmund  Roman,  who  furnished  the  quotations  for  Montgomery, 
Ala.,  reported  that  there  was  no  middling  fair  or  fair  cotton;  that 
good  middling  was  scarce,  middling  in  very  moderate  supply,  low 
middling,  good  ordinary,  and  ordinary  in  large  supply,  tinged  cotton 
in  fair  supply,  and  middling  and  low  middling  stains  iii  small  supply. 

L.  &  E.  Lamar,  of  Selma,  Ala.,  reported  that  grades  above  middling 
were  scarce. 

The  Eagle  and  Phenix  Mills,  of  Columbus,  Ga.,  who  reported  the 
quotations  for  that  market,  said: 

There  is  a  scarcity  of  the  grades  of  middling  cotton  and  above, 
the  preponderance  of  our  stock  being  of  grades  low  middling  and 
below---some  tinges  and  stains. 

The  Georgia  Cotton  Company,  Albany,  Ga. : 

Low  grades  are  plentiful;  better  grades  are  scarce;  middling, 
Liverpool  class,  predominates. 

The  Augusta  Exchange  and  Board  of  Trade,  Augusta,  Ga. : 

Regarding  the  grades  above  strict  good  middling  and  below 
strict  good  ordinary,  we  beg  to  advise  that  they  are  very  scarce 
in  our  market. 

C.  B.  Willingham,  Macon,  Ga.: 

There  is  a  scarcity  of  all  grades  above  middling  in  this  market. 
We  have  an  active  demand  for  good  middling  cotton  from  local 
mills  and  can  not  supply  the  demand. 

Inman,  Akers  &  Inman,  Atlanta,  Ga. : 

Your  letter  of  tlie  12th  received,  and  we  herewith  return  mem- 
orandum with  the  differences  prevailing  in  our  market.  This 
applies  pretty  well  throughout  the  territory  in  which  we  operate — 
north  Georgia,  central  Alabama,  central  Mississippi,  The  grades 
appearing  m  the  territory  named  are  chieflv  good  middling, 
strict  middling,  middling,  and  strict  low  middling  in  white  cot- 
tons, and  strict  good  middling  tinges,  good  middling  tinges,  strict 
middling  tinges,  and  middling  tinges.  We  are  getting  some  low 
middling  white,  though  not  a  great  deal,  and  very  little  below 
this  quality.     Are  getting  a  very  small  percentage  of  tinges  or 
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stains  below  middling  tinges.  Will  probably  get  more  stained  cot- 
ton later,  as  the  frost  cottons  are  picked  and  marketed.  We  are, 
however,  getting  a  large  percentage  of  middling  white  and  below, 
and  middling  tinges,  compared  with  an  ordinary  season,  and  are 
getting  practicalh^  nothing  above  good  middling  white,  though 
the  territory  in  which  we  buy  usually  produces  grades  averaging 

§ood  middling.     The  average  now  will  probably  be  about  mid- 
ling  in  value,  or  below. . 

Sanders,  Orr  &  Co.,  Charlotte,  N.  C: 

We  inclose  you  a  list  of  the  prices  that  we  consider  would  pre- 
vail to-day  should  all  of  these  grades  be  offered  on  our  market. 
This  has  always  been  considered  a  one-priced  market,  owing 
principally  to  tne  domestic  mills  paying  about  the  same  price  for 
all  grades  except  when  you  get  down  to  the  low  middling  tinged, 
middling  stained,  and  low  middling  stained.  We  will  have  very 
few  of  the  low  middling  tinged,  middling  stained,  and  low  mid- 
dling stained  cottons  thjs  year;  while  our  crop  is  not  a  high-grade 
one,  still  it  runs  between  middling  tinged  to  strict  good  micfdling 
tinged  and  middling  white  to  good  middling  white.  We  seldom 
have  a  bale  of  low  middling  white.  The  majority  of  our  receipts 
have  been  tinged,  but  the  domestic  mills  are  able  to  work  them 
at  about  the  same  value  as  they  do  middling  to  strict  middling 
white.  We  think  there  will  be  a  liberal  supply  of  middling 
tinged  to  good  middling  tinged  and  possibly  a  fair  supply  of  mid- 
dling stained  to  what  New  York  would  class  midaling  tinged, 
but  this  depends  upon  how  soon  the  farmers  get  the  cotton  picked 
that  is  open  in  the  fields. 

Yazoo  City  Cotton  Exchange,  Yazoo  City,  Miss. : 

The  members  of  the  Yazoo  City  Cotton  Exchange  have  read 
with  much  interest  the  notices  in  the  trade  journals  of  the  prob- 
able revision  by  the  New  York  Cotton  Exchange  of  the  spot 
diflFerences  now  in  force  in  New  York. 

Believing  that  it  is  to  the  best  interest  of  the  cotton  trade 
that  at  least  approximate  similarity  of  spot  differences  in  the 
various  markets  should  prevail.  President  Barnwell  of  our  ex- 
'  change  has  instructed  me  to  submit  to  you  the  spot  quotations 
compiled  by  our  spot  committee  at  the  close  of  business  to-day, 
with  the  request  that  you  hand  same  to  that  committee  in  your 
exchange  intrusted  with  the  revision  of  spot  differences  in  your 
market. 

We  think  your  revision  committee  will  appreciate  the  value 
of  such  information,  coming  as  it  does  from  one  of  the  most 
important  cotton  markets  in  Mississippi,  and  with  similar  memo- 
randa from  the  various  exchanges  throughout  the  belt  they 
should  have  no  trouble  in  securing  data  that  would  enable  them 
to  reflect  in  their  revised  quotations  the  actual  values  now  being 
paid  for  cotton  in  the  South. 

C.  H.  Carr,  cotton  dealer.  Fall  River,  Mass. : 

Replying  to  your  letter  of  the  12th,  I  would  state  that  I  think 
the  oinerences  below  middling  should  be  about  as  follows: 
Strict  low  middling,  18  points  off;  low  middling,  50  points 
oflF;  strict  good  ordinary,  1  cent  off;  good  ordinary,  li  cents  off; 
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strict  low  middling  tinges,  50  points  off;  low  middling  tinges, 
similar  to  your  type,  1§  cents  off;  low  middling  stains,  2 J  cents 
off;  strict  good  ordinary  tinges,  2§  cents  off.  Regarding  the 
above  I  certainly  hope  that  a  rule  can  be  made  later  so  that 
nothing  below  low  middling  white  can  come  into  the  exchange. 
To  show  you  the  sentiment  of  at  least  a  portion  of  the  country 
in  regard  to  the  change,  I  inclose  3"ou  an  article  taken  from  the 
Boston  Transcript  of  November  13,  which  I  hope  you  will  read 
carefully.  I  do  this  to  show  you  what  we  may  expect  on  the 
exchange,  unless  some  drastic  measure  is  taken  in  regard  to 
these  damaged  cottons. 

James  T.  Milne,  a  member  of  the  New  York  Cotton  Exchange: 

Replying  to  yours  of  14th  asking  my  views  as  to  a  proper  dif- 
ference between  grades,  I  am  not  now  in  close  enough  touch 
with  the  trade  in  leading  southern  markets  to  offer  an  opinion. 
My  contention  is  that  cottons  which  have  no  standing  or  class 
in  primary  markets  are  not  entitled  to  recognition  or  usting  by 
the  New  York  Exchange.  The  fact  that  they  are  listed  and  an 
arbitrary  value  fixed  and  that  a  buyer  of  contracts  must  accept 
them  at  the  value  fixed  by  the  exchange,  a  value  that  can  not  be 
obtained  anywhere  else  in  the  worid,  is  in  my  judgment  a  stand- 
ing disgrace  reflecting  on  the  integrity  or  the  intelligence  of  every 
influential  member.  Whatever  may  be  said  regarding  past 
growth  of  exchange  business  as  proof  that  the  systim  has  given 
satisfaction,  it  is  true  nevertheless  that  the  public  is  awakening 
to  the  fact  that  ^' heads  I  ^dn  and  tails  you  lose"  means  that  the 
profit  all  the  time  goes  to  one  side  and  is  not,  as  it  first  strikes  the 
ear,  a  fair  deal  to  both.  Grades  and  values  should  be  determined 
by  such  officials  of  the  exchange  as  have  an  intelligent  compre- 
hension of  the  real  foundation  of  the  trade  in  the  staple  whicli  it 
presumes  to  class  and  fix  value  on.  Some  idea  should  be  had 
of  the  particular  grade  which  the  great  majority  of  the  world's 
spindles  require.  If  it  is  middling  and  that  is  in  scant  supply, 
tne  price  by  reason  of  the  necessary  demand  may  advance  1,  2, 
or  3  cents  a  pound  over  the  lower  grades,  which  this  large  portion 
of  the  world's  spindles  will  not  use  at  any  price  and  which  are 
greatly  in  excess  of  the  requirement  of  the  spindles  that  can  use 
them.  Is  it  then  a  fair  or  businesslike  action  to  arbitrarily  fix 
the  same  relative  price  on  the  several  grades  as  in  a  year  when 
the  crop  in  its  character  is  more  nearly  proportioned  to  the  con- 
sumer's requirements?  All  accounts  agree  that  there  is  in  the 
present  crop  a  great  excess  of  low  and  undesirable  cotton,  while 
owing  to  the  unusual  prosperity  of  the  world's  spinning  interest 
there  is  an  abnormal  requirement  for  the  medium  and  high 
grades.  I  tliink  it  would  therefore  be  not  only  unfair  but  most 
unwise  to  so  fix  the  differences  that  you  would  invite  large  ship- 
ments of  these  low  cottons,  which  buyers  of  your  contracts  must 
accept  and  for  which  they  can  have  only  a  limited  outlet  at  any 
price.  *  It  is  begging  the  question  to  say  that  they  could  sell 
other  contracts  and  redeliver;  that  would  entail  expense,  and 
the  suggestion  is  not  in  the  line  of  honorable  dealing.  This  letter 
is  not  written  in  a  spirit  of  criticism,  but  to  place  before  your 
committee  what  I  conceive  to  be  the  fair  business  features  oi  this 
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most  important  question.  I  do  not  consider  the  probable  or 
possible  course  of  the  market  should  in  any  sense  innuence  their 
action. 

Other  communications  submitted  to  committee. — In  addition 
to  these  replies  to  Superintendent  King's  letter,  the  following  com- 
munications were  also  submitted  to  the  revision  committee: 

New  York,  November  20,  1906. 
Richard  A.  Springs,  Esq., 

Chairman  Committee  on  Revision, 

New  York  Cotton  ExcJiangej  City. 

Dear  Sir:  I  take  the  Uberty  to  hand  you  inclosed  a  statement 
showing  revisions  made  during  the  last  thirteen  years,  a  copy  of 
which  nas  been  sent  to  each  member  of  the  committee.^ 

Availing  myself  of  the  privilege  granted  to  members  by  section 
•  67  of  the  by-laws,  I  respectfully  beg  to  submit  the  following 
remarks:  I  fully  recognize  that  the  differences  between  middling 
and  the  higher  as  well  as  the  lower  grades  are  too  small  for  the 
time  being,  but  the  duty  of  your  committee  is  not  to  fix  the  dif- 
ferences for  this  or  the  succeeding  month  but  for  a  period  ex- 
tending into  the  next  crop  beginning  September,  1907. 

In  this  connection  I  beg  to  point  out  to  you  that  in  August  of 
1897  the  New  York  stock,  then  wholly  in  the  hands  of  my  firm,  was 
of  such  high  grade  that  the  lowest  grades  available  were  some 
3,000  bales  oi  good  middling  cotton,  the  remainder  being  strict 
good  middling,  oarely  middlm^  fair,  middling  fair,  and  fair.  The 
cry  then  arose  that  owing  to  the  improved  ginning  process  there 
would  never  be  a  lo w-graae  crop  agam ;  that  New  York  was  being 
made  the  dumping  ground  for  ail  the  unsalable  cotton  in  the 
country,  and  that  the  vital  interest  of  the  exchange  demanded  a 
lowering  of  the  differences  between  middling  and  tlie  high  grades. 
In  obedience  to  this  clamor  the  committee  at  its  Septeniber  meet- 
ing reduced  fair  (me-fourthof  a  cent,  middling  fair  three-sixteenths 
of  a  cent,  strict  good  middling  one-eighth  of  a  cent,  and  good 
middling  one-sixteenth  of  a  cent. 

In  the  picking  season  for  the  following  crop  a  bad  storm  struck 
the  Soutn,  the  consequence  being  that  the  high  grades  were 
extremely  scarce,  and  exporters  and  spinners  alike  suffered  severe 
losses.  On  account  of  their  scarcity  the  premium  for  higher 
grades  jumped  up  by  leaps  and  bounds.  Unfortunately,  the 
New  York  stock  or  high  grades  had  been  sold  at  the  time,  but  the 
feeling  was  that  a  mistake  had  been  made  in  the  revision  of  Sep- 
tember, 1897,  and  that  instead  of  a  reduction  there  should  really 
have  been  an  increase  in  the  differences  between  mitidling  and 
the  higher  grades.  To  make  amends  for  this  error  the  revision 
committee  at  its  November  meeting  in  1808  decnded  to  put  the 
differences  back  to  where  they  were  previous  to  the  revision  of 
September,  1897.  Not  a  particle  of  advantage  was  derived  by 
this  decision  by  the  holders  of  the  New  York  stock,  because,  as 
said  before,  the  New' York  stock  had  unfortunately  been  disposed 
of  by  that  time.  The  position  of  the  New  York  market  at  the 
present  time  is  entirely  analogous,  except,  of  course,  that  we  are 

a  Table  liot  reproduceclj  as  «uch  changes  in  differences  are  given  in  Table  16.     (See 

p.m.) 
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now  confronted  with  a  stock  of  low  grades  instead  of  high  grades, 
as  in  1897.  So  much  for  fixing  di£&rences  ahnost  a  year  ahead. 
He  would  be  a  marvelous  man  mdeed  who  could  tell  to-day  what 
grade  of  cotton  nature  will  produce  in  1907. 

There  is  another  aspect  to  the  question.  The  collateral  secu- 
rity of  cotton  certified  to  by  the  New  Yorit  Cotton  Elxchange  is 
tonlay  recognized  as  a  prime  security  in  all  the  leading  financial 
mai^ets  of  the  world.  Its  value  is  determinable  every  minute 
by  the  quoted  prices  for  basis  middling.  Any  radical  change 
from  the  value  of  this  collateral  independent  of  the  basis  middli^ 
price  would  inmiediately  produce  doubt  in  the  minds  of  bankers, 
and  surely  all  of  us  know  the  difference  between  a  willing  and  an 
unwilling  lender  of  money.  What  makes  the  New  Yoi^  cotton 
market  a  market  at  all  is*  its  capital.  If  you  frighten  this  away 
your  speculative  business  will  gradually  disappear.  The  great 
advantage  of  our  market  is  that  we  are*given  an  opportunity  to 
trade  in  every  one  of  the  twelve  months  of  the  ye^r.  How  can 
vou  expect  anybody  to  trade  in  the  months  of  September,  Octo- 
ber, and  November,  the  months  inmiediately  affected  by  the 
revision,  if  you  proceed  to  make  such  revision  a  radical  one?  In 
my  opinion  the  conmiittee  ought  not  to  be  influenced  by  consid- 
erations of  a  possible  temporary  advantage,  but  by  considerations 
of  the  future. 

If  you  agree  with  me  that  the  business  of  the  New  York  Cotton 
Elxchange  nas  not  suffered  from  the  small  revisions  during  the 
last  thirteen  years,  but  on  the  contrary  improved  to  a  marked 
degree,  I  can  not  see  any  valid  objection  to  a  continuance  of  the 
poucy  of  leaving  well  enough  alone. 
Yours,  xery  respectmlly, 

Henry  Schaefer, 

OfSugjr.  Gruner  &  Go. 

New  York,  Navember  21,  1906. 
Richard  A.  Springs,  Esq., 

Chairman  Committee  on  Revisions, 

Xew  Yorl'  Cotton  Exchqnge,  City. 
Dear  Sir:  I  regret  having  to  inform  you  that,  owing  to  my 
continued  illness,  it  will  be  impossible  for  me  to  attend  the  meet- 
ing of  the  re\4sion  committee  at  the  exchange  this  afternoon. 
I  was  especially  anxious  to  attend  this  meeting,  as  I  understand 
that  there  is  a  very  determined  ao^itation  in  favor  of  making  a 
radical  reN^ision  of  the  differences  between  grades,  and  thus  chang- 
ing the  whole  basis  of  the  value  of  our  contract.  As  I  can  not  be 
{ present  at  the  exchantre,  I  desire  to  state  niv  A^iews  on  the  subject 
or  the  consideration  of  my  colleagues  on  the  committee. 

I  thoroughly  appreciate  that  the  differences  between  the  low 
grades  and  the  high  ones  now  are  unusually  wide  in  some  southern 
markets.  Those  JFaniiliar  with  the  southern  business  imderstand 
the  situation  without  any  trouble,  but  for  the  benefit  of  those  who 
are  not  familiar  with  it  porniit  nio  to  explain  the  situation. 

We  have  had  a  series  of  hi^h-irrade  crops  and  it  has  become  the 
custom  of  many  shippers  in  tiio  South  to  sell  shipments  of  high 
grades,  to  be  made  during  the  fall  nionthb,  being  confident  that 
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there  will  be  a  plethora  of  these  trades  at  that  time.  This  year 
a  storm  occurred  in  the  South,  which  lowered  the  grade  of  much 
of  the  cotton.  The  shippers  find  themselves  in  a  position  of 
having  sold  a  larger  quota  of  high  ^ades  than  is  available  for  the 
time  being.  The  result  is  a  scramble  for  the  higher  grades  and  a 
neglect  of  the  lower  ones,  causing  an  unusually  wide  difference. 
It  would  be  about  as  sane  for  our  committee  to  base  the  differ- 
ences for  the  next  ten  months  on  present  conditions  as  it  would 
be  for  the  South  to  try  to  sell  its  cotton  on  the  basis  of  a  corner  in 
the  New  York  market-.  Everyone  realizes  that  during  comers, 
whether  natural  or  forced,  all  values  are  askew.  My  own  opinion 
as  to  the  course  to  be  pursued  by  our  committee,  which  makes 
differences  for  practically  a  jrear  at  a  time,  is  that  it  should  ascer- 
tain as  nearly  as  possible  the  intrinsic  value  between  middling  and 
the  other  grades — that  is,  the  actual  spinning  value  of  the  various 
grades  off  and  on  middling — and  use  tnis  basis  for  the  establishing 
of  the  correct  differences  for  a  term  of  months. 

Personally,  I  believe  that  the  present  differences  are  very 
nearly  correct,  and  as  soon  as  the  comer  conditions  in  the  South 
in  the  high  grades  are  relieved  and  the  spinners  begin  to  consimie 
the  lower  grades,  which  must  come  within  a  very  short  time, 
the  existing  differences  in  the  South  will  return  to  their  normal 
conditions,  which,  as  I  have  said,  I  believe  to  be  very  near  the 
New  York  differences  as  they  exist  to-day.  Consequently,  I 
am  most  heartily  opposed  to*  a  revision  of  the  New  York  differ- 
ences, but  if  there  is  to  be  some  revision  it  should  not  exceed 
the  change  necessary  to  bring  the  various  grades  to  a  difference 
correspondent  to  the  difference  in  their  spinning  value. 

I  am  inclosing  herewith  three  letters,  received  from  some  of 
the  principal  spot  houses  in  that  section  of  the  country  where 
the  low  grades  are  supposed  to  be  most  plentiful.  These  houses 
are  customers  of  ours,  and  use  this  market  both  for  buying  and 
selling  hedges,  and  their  wishes,  it  seems  to  me,  should  carry 
weight. 

For  the  past  four  years  our  differences  have  been  unchanged, 
and  during  that  period  the  New  York  Cotton  Exchange  has  seen 
its  lai^est  future  business.  I  believe  that  much  of  this  business 
has  come  to  us  because  it  was  felt  that  we  had  a  stable  contract, 
and  that  no  one  would  interfere  with  the  basis  of  value,  as  is 
done  in  New  Orleans  constantly.  Many  important  cotton  firms 
have  assured  me  that  they  would  have  notning  to  do  with  the 
New  Orleans  market,  owing  to  the  fact  that  a  clique  may  upset 
the  whole  basis  of  value  by  changing  differences. 

For  these  reasons,  and  others  which  I  could  easily  mention  if 
I  could  be  present  at  the  exchange  to-day,  I  believe  most  heartily 
that  the  best  interests  of  the  exchange,  and  all  its  members,  is  to 
be  served  by  allowing  the  differences  to  remain  unchanged,  thus 
demonstrating  to  the  world  that  we  have  a  stable  contract. 

My  interest  in  this  matter  is  so  keen,  and  I  think  the  situation 
is  of  such  great  importance,  that  I  desire  to  be  recorded  as  voting 
against  a  revision.  As  I  have  said  above,  I  can  not  be  down  to  the 
exchange,  but  I  shall  be  very  glad,  when  any  vote  is  taken  on  the 
question  of  revision,  or  any  other  question  which  may  come  up 
before  the  committee,  to  vote  over  the  telephone,  if  the  comr 
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mittee  will  accord  me  the  courtesy  of  calling  me  up.  If  there  is 
any  objection  to  my  doing  this,  I  should  be  very  glad  to  have  the 
committee  adjourn  its  meeting  to  my  apartments,  where  I  can 
vote  in  person.  I  feel  that  it  might  inconvenience  some  members 
of  the  committee  to  come  un  town,  and  if  agreeable  to  the  commit- 
tee I  should  prefer  to  be  called  up  on  the  telephone  and  record  m^ 
vote  in  that  way.  However,  the  doctor  assures  me  that  I  maj  sit 
up  to-day,  and  I  should  be  most  happy  to  receive  the  committee 
at  my  apartments  if  they  Will  do  me  the  honor  to  adjourn  there. 
I  ours,  very  truly. 

W.  R.  Craig. 


Memphis,  Tenn.,  November  S,  1906. 

Messrs.  W.  R.  Craig  &  Co., 

New  York  J  N.  Y. 

Gentlemen:  We  notice  that  there  is  a  considerable  agitation 
on  the  part  of  a  certain  element  in  the  South  as  well  as  in  New 
York  for  a  revision  of  differences  in  grades  in  your  market.  As 
you  know  we  do  some  little  hedging  on  both  purchases  and  sales 
of  spot  cotton  with  you  and  are  firmly  of  the  opinion  that  any 
alteration  or  change  in  the  differences  as  they  exist  in  your  mar- 
ket would  be  greatly  against  the  safety  of  our  hedges  both  now 
and  in  the  future,  for  the  reason  that  any  widening  of  differences 
in  low  grades  would  prevent  an  accumulation  of  stock  in  New 
York  and  at  the  same  time  create  a  demand  for  the  stock  that  is 
there,  making  a  legitimate  cotton  merchant  of  the  South  always 
fear  the  possibility  of  a  squeeze.  While  this  crop  will  contain  a 
considerable  proportion  of  low  grades,  we  are  firmlv  of  the  opinion 
that  the  major  portion  of  it  will  be  in  grades  from  low  middling  to 
middling  and  of  a  ver}^  desirable  character.  It  seems  to  us  a 
chance  that  seldom  presents  itself  for  the  New  York  market  to 
establish  an  enviable  position  as  a  legitimate  market  for  hedges 
by  taking  these  medium  grades  at  present  allowances,  which  are 
reasonable  enough  and  which  should  be  satisfactory^  both  to  the 
buyer  and  seller. 

It  is  almost  impossible  at  present  to  find  any  cotton  that  we 
can  ship  to  New  York  at  a  profit  with  present  diflFerences,  and  you 
can  readily  understand  that  no  cotton  would  find  its  way  there 
should  the  diflferences  between  middling  and  low  middling  be 
widened. 

With  the  splendid  trade  that  the  world  is  now  enjoying,  it 
strikes  us  that  the  cotton  merchant  in  general  would  think  long 
before  placing  any  hedges  in  New  York  should  differences  be 
changed.  lie  would  fear  that  at  any  moment  the  New  York 
stock  might  be  reduced  to  minimum  j)rop()rtions  and  his  hedge 
be  made  worthless.  We  trust  that  you  will  coincide  with  our 
views  and  use  your  influence  against  a  revisiim  of  differences  in 

f^rade  in  New  York.     As  we  have  written  before,  we  firml}^  be- 
ieve  it  to  be  as  much  to  your  interests  as  to  our  own  that  these 
differences  should  remain  unchanged. 
With  kind  regards,  we  are. 

Yours,  truly,  C.  W.  Butler  &  Co. 
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New  Orleans,  November  7,  1906. 
Messrs.  W.  R.  Craig  &  Co., 

New  York, 
Dear  Sirs:  We  are  informed  that  there  is  a  strong  feeling  in 
New  York  to  revise  the  differences  between  middling  and  the  low 
grades  at  the  next  meeting  of  the  revision  committee  on  Novem- 
ber 21. 

We  think  this  would  be  very  much  against  the  best  interests  of 
the  trade  to  make  any  change  at  the  present  time. 

It  appears  to  be  hard  enough  at  present  to  get  cotton  to  New 
York  at  present  differences  to  protect  contracts,  and  we  think  it 
will  be  a  very  serious  matter  if  a  big  change  should  be  made. 

The  cotton  buyer  is  pretty  much  at  the  mercy  of  the  spinner  as 
it  is,  without  making  any  more  change. 
Yours,  very  truly, 

RoBT.  Woolfenden  &  Co. 


ViCKSBURG,  Miss.,  November  6,  1906, 
Messrs.  W.  R.  Craig  &  Co., 

New  York,  N.  Y. 

Gentlemen  :  In  reply  to  your  letter  as  to  how  we  would  look 
on  a  revision  of  the  grades  between  middling  and  the  lower  grades, 
will  say  that  it  is  merely  a  question  as  to  whether  or  not  New 
York  merchants  want  consignments  of  spot  cotton.  If  they  do 
want  consignments  of  spot  cotton,  then  we  think  it  would  be 
unwise  to  revise  the  differences  as  they  exist  at  present.  How- 
ever, if  they  do  not  want  consignments  of  cotton,  then  we  would 
advise  tliem,  by  all  means,  to  lower  the  differences  between 
middhng  and  the  grades  below. 

The  general  impression  prevails  that  this  is  a  low-grade  crop, 
and  at  one  time  it  did  promise  so,  but  we  find  at  present  a  very 
distinct  improvement  in  the  grades,  and  doubt,  after  all,  whether 
this  will  go  down  in  cotton  history  as  a  low-grade  crop.  At 
present  it  looks  more  like  a  middle-grgde  crop  than  either  a  high 
or  low  grade  crop. 

We  have,  up  to  this  time,  been  unable  to  buy  in  our  section 
of  the  Belt  any  low  grades  that  w^e  could  ship  to  New  York 
except  at  a  serious  loss,  so  you  can  readily  understand  that  if 
the  differences  are  lowered  we  would  be  just  that  much  farther 
away  from  being  able  to  buy  spots  for  shipment  to  your  market. 

It  is  our  opinion  that  the  best  interests  of  the  cotton  trade 
demand  a  fair  amount,  if  not  a  large  stock,  of  cotton  in  all  future 
markets,  as  it  is  in  this  way  only  that  corners  and  squeezes  can 
be  averted  from  time  to  time. 

We  trust  .that  you  will  do  what  you  can  to  coimteract  the  sen- 
timent in  favor  of  a  revision  at  the  next  meeting  of  the  revision 
committee. 

Yours,  verj^  truly, 

W.  C.  Craig  &  Co. 
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Fall  River,  Mass.,  November  14^  1906. 
Richard  A.  Springs,  Esq., 

Cotton  Exchange,  New  York,  N.  Y. 

Dear  Sir:  I  notice  that  you  are  one  of  the  members  of  the 
revision  committee  of  the  cotton  exchange,  and  write  you  regard- 
ing the  differences  which  I  think,  for  the  safety  of  our  exchange, 
should  be  made  the  21st  of  this  month.  I  do  not  think  it  is 
generallv  known  by  the  members  of  the  exchange  that  there  is  a 
tremendous  quantity  of  storm  cotton,  which  is  liable  to  find  its 
wav  to  the  exchange  this  season,  and  a  OTeat  part  of  this  cotton, 
fully  1,000,000  bales,  is  of  such  staple  mat  no  spinner  will  buy 
it.  and  if  it  is  stored  on  contract  ana  remains  in  store  any  length 
oi  time  the  exchange  will  have  some  heavy  claims  to  pB,y,  as 
the  cotton  will  be  aosolutely  unspinnable  in  a  very  short  time, 
as  the  damp  cotton  will  deteriorate  very  rapidljr  in  store.  For 
the  safety  of  our  exchange,  it  seems  to  me  that  it  would  be  ad- 
visable to  place  the  same  differences  on  cotton  that  the  New 
Orleans  has  made,  and  make  our  exchange  one  that  the  spinner 
can  afford  to  trade  in. 

Trusting  that  this  will  receive  your  attention,  and  simply 
writing  you  this  as  my  opinion,  I  remain. 
Yours,  truly, 

C.  H.  Carr. 


New 'York,  November  12,  1906, 
R.  A.  Springs,  Esq., 

Chairman  Committee  on  Revision,  New  York  City. 

Dear  Sir:  In  accordance  with  your  request,  I  take  this 
opportunity  to  express  myself  in  favor  of  a  revision  of  the  spot 
quotations  at  the  next  meeting  of  the  revision  committee. 

I  have  talked  with  many  members  of  the  exchange,  and  with- 
out exception  one  and  all  have  expressed  themselves  very 
strongly  m  favor  of  a  revision.  Last  year  one  of  my  foreign 
correspondents  told  me  that  he  had  hedged  40,000  bales  m 
New  Orleans,  because  their  contract  was  so  much  more  satis- 
factory than  ours.  Of  course  it  is  needless  to  point  out  the 
fact  that  we  are  now  likely  to  be  deluged  with  low-grade  cotton 
from  the  South  and  that  our  contract  would  be  even  worse  this 
year  than  last.  Is  it  not  fair  to  suggest  that  the  interest  of  the 
exchange  as  a  whole,  and  not  the  interest  of  the  few,  should  be 
considered  ? 

I  can  not  but  feel  that  the  action  of  the  revision  committee  at 
this  time  is  fraught  with  great  possibilities,  either  for  the  benefit 
or  the  lasting  discredit  of  our  exchange. 

Trusting  tnat  the  matter  will  be  given  the  careful  considera- 
tion that  it  deserve^,  I  remain, 

Yours,  very  truly,  W.  H.  Judson. 
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R.  T.  Wilson  &  Co., 
Brokers  and  Commission  Merchants, 

New  York,  November  19,  1906. 
Mr.  Richard  A.  Springs, 

Chairman  Revision  Committee, 

New  Yorlc  Cotton  Exchange,  City. 
Dear  Sir:  Noticing  in  the  papers  that  you  desire  communi- 
cations from  those  interested  in  the  cotton  trade  as  to  what 
reyision  should  be  made,  I  would  state  that  we  are  buying  at  the 
South  strict  Iniddling  at  three-sixteenths  cent  above  middling; 
good  middling  at  three-eighths  to  one-half  cent  above  middling; 
strict  good  middling  at  five-eighths  to  seven-eighths  cent  above 
middling.  These  diflFerences  you  will  notice  are  not  much  greater 
than  the  present  diiferences  existing  in  this  market. 

As  to  low  grades,  however,  we  are  freely  offered  strict  low 
middling  at  three-eighths  cent  under  middling;  low  middling  at 
three-fourths  cent  under  middling;  strict  good  ordinary  at  about 
125  points  under  middling;  middling  tinges  three-eighths  cent 
under  middling;  strict  low  middling  tinges  three-fourths  cent 
under  middling;  and  you  will  notice  that  these  differences  are 
very  much  greater  than  obtain  in  this  market. 
Yours,  truly, 

F.  B.  Hawley. 


Columbia,  S.  C,  November  16,  1906. 
Mr.  R.  A.  Springs,  New  Yorlc,  N.  Y. 

Dear  Sir:  I  believe  you  are  chairman  of  the  revision  com- 
mittee. In  my  judgment,  unless  your  committee  makes  a  very 
radical  reduction  in  the  differences  governing  delivery  of  low 

frades,  it  will  absolutely  kill  both  legitimate  and  speculative 
uying  in  vour  market.  The  entire  cotton  belt  is  full  of  low 
grades,  and  our  New  York  contract  will  feel  the  weight  of  all  of 
this  cotton  just  as  it  is  sold  unless  our  differences  are  fixed  at 
nearer  spinning  value  of  the  cotton. 

I  do  not  think  that  we  ought  to  figure  on  differences  there  that 
would  mean  that  New  York  would  absolutely  exclude  these  low 
grades  from  the  market  there,  but  I  think  the  differences  ought 
to  be  such  that  what  little  surplus  of  low  grades  that  are  carried 
over  from  this  season  that  New  York  should  carry  the  weight 
of  only  their  share  of  this  cotton. 

Now,  as  to  the  high  grades — say,  strict  good  middling  and 
above — I  doubt  very  much  if  these  aifferences  should  be  changed 
at  all,  for  next  season,  if  we  have  an  early  high-grade  crop,  then 
the  New  York  market  would  have  to  take  care  of  a  lot  of  these 
high  grades  before  the  differences  could, be  changed,  but  I  think 
a  very  radical  change  should  be  made  in  the  low  grades,  and 
then  if  we  have  a  high-grade  crop  next  year  by  the  middle  of 
November  we  can  tell  just  about  the  proportion  of  low  grades 
in  the  crop  and  can  maKe  such  revision  m  aifferences  there  again 
as  the  next  crop  will  necessitate. 

Yours,  truly,  M.  C.  Heath. 
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New  York,  November  20,  1906. 
R.  A.  Springs,  Esq., 

Climmian  the  Reinsion  Committee j 

New  York  Cotton  Exchan/^e,  City, 
Dear  Sir:  We  beg  to  mention  the  following  as  information 
which  may  be  of  value  to  your  committee: 

Our  recent  advices  from  the  South  are  to  the  effect  that  all  low 
grades  have  advanced,  relative  to  middling,  considerably.  Some 
of  the  low  grades  are  selling  to-day  at  from  thiee-eighths  to  five- 
ei^ths  cent  better  basis  than  a  week  to  ten  days  ago. 

The  following  are  extracts  taken  from  letters  received  to-day 
from  Messrs.  Coate  Brothers,  Memphis. 

''At  the  present  time  low  grades  have  advanced,  relative  to 
middling,  considerably. '' 

''CIAlE  (a  low-grade  standard  mark)  offered  during  the  week 
as  low  as  0.40d  off;  no  takers;  there  is  now  a  better  demand  at 
0.15d  off.'' 

Yours,  ver}'  truly, 

p.  pro.  R.  H.  Hooper  &  Co., 
J.  C.  Monier. 


New  York,  November  20,  1906, 
Dear  Sir:  The  benefits  accruing  in  consequence  of  the  con- 
ditions brought  about  through  the  unwarranted  grade  differences 
that  have  been  allowed  to  remain  in  force  here  during  the  last 
four  years,  l)eeause  of  being  able  to  buy  the  low  grades  in  the 
South  at  greater  discounts  than  those  fixed  for  the  same  grades 
in  their  relation  to  middling  in  the  New  York  market,  have  gone, 
in  the  main,  to  a  few  actually  as  well  as  comparatively.  Bring- 
ing cotton  here  under  such  circumstances  and  delivering  on  con- 
tract has  brought  large  and  sure  profits  to  those  engaged  in  this 
business,  and  the  extent  of  gains  in  this  wav  is,  as  we  can  see, 
alone  limited  l)y  the  amount  of  cotton  brouglit  here  for  the  pur- 
poses stated,  especially  as  during  the  past  four  weeks  or  more 
discounts  on  this  character  of  cotton  have  been  greatly  increased 
in  the  South,  as  will  be  found  according  to  the  quotations  at  the 
close  yesterday  of  some  representative  spot  markets  there,  given 
nie  to-day  by  telegram  at  my  request.     (See  the  same  herewith.)^ 

"The  quotations  liere  referred  to  are  sliown  in  the  following  table  furnished  by  Mr. 
Violett.     The  figures  are  in  cents  j)er  pound. 


I      T  nw       niscounl      ,,      ,     '  Discount 
' '"■"•'■  ""i'^""^-  JA.  --'■^-■v- .„S«. 


New  Orleans 10.  Txl  I         «i.  44            1. 12  ,  8.  fi2 

Gulveslou 10.  :><•.    8.  75 

Savaijuuli 10.  ."Hi  \Kf*\  ^         1.00    

Memphis 10.»i2    8.50 

Houston 10. .')()            «».  r)0            1. 00  8.  t)9 

Waco 10.(12    7.25 

New  York 11.10          10.72              ..'18  10.10 

(Conmient  IS  unnecessary.)  ,  ! 


1.94 
1.81 

"2.' 12 
1.91 
3.37 

1.00 
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• 

Notice  that  good  ordinary  at  New  Orleans  is  194  points  below 
middling,  or  nearly  $10  per  bale  discount.  The  discount,  how- 
ever, in  this  market  on  good  ordinary  is  only  $5  per  bale;  the 
discount  on  low  middling  at  New  Orleans  is  $5.60  per  bale,  but 
the  price  allowed  to  those  delivering  cotton  on  contract  to-day  at 
New  YorJc  for  low  middling  is  $3,70  per  hale  more  than  are  those 
receiving  for  the  same  grade  delivered  on  contract  at  New  Orleans 
to-day.^ 

It  is  not  so  much  a  question  as  to  who  is  getting  these  benefits 
as  it  is  that  any  member  of  this  exchange  should  place  himself  in 
a  position  where  such  advantages  can  come  to  him  through  the 
arbitrary  action  of  a  few  men.  - 

Can  it  be  possible  that  ten  or  more  members  of  this  exchange, 
in  their  individual  capacity,  can  refuse,  to-morrow,  in  the  face  of 
evidence  I  am  herewith  presenting,  to  adjust  the  relation  of  low 
grades  to  middling,  according  to  the  commercial  value  of  those 
grades  throughout  the  South,  as  telegrams  herewith  show  the 
latter  to  be  ?  Is  it  possible  that  memoers  of  this  exchange  not 
engaged  in  bringing  cotton  here  will  allow,  without  protest, 
others  to  reap  these  advantages,  as  shown,  on  low  middling,  of 
$3.70  per  bale,  in  favor  of  the  deliverer  here,  as  against  the  deliv- 
erer at  New  Orleans  of  the  same  grade  of  cotton?  It  is  unthink- 
able that  a  majority  can  be  found  so  in  control  of  a  situation  as 
to  fly  in  the  face  of  facts  as  they  are  herein  presented,  but  should 
they  do  so  it  will  bring  about,  I  truly  believe,  and  as  I  said  in 
my  tetter  of  the  14th  instant  addressed  to  you,  a  serious  situa- 
tion for  the  New  York  Cotton  Exchange,  from  a  legal  point  of 
view,  and  thus  increase  the  prospects  of  litigation  even  over 
what  they  are  already. 

I  inclose  copies  of  letters  I  have  received  from  two  members 
of  this  exchange  in  reply  to  my  letter  of  November  14.  Note 
what  they  say  as  to  the  business  from  their  respective  sections 
going  to  New  Orleans. 

The  Savannah  letter  is  from  a  man  prominently  identified  with 
the  cotton  interests  of  the  South,  and  well  known  to  many  of 
our  local  members.  The  lessened  volume  of  business  in  our 
exchange  has  been  very  noticeable  during  the  past  four  months 
or  more  in  consequence  of  the  matters  referred  to,  and  with  a 
continuation  of  the  present  preposterous  discounts  permitted  the 
deliverer  on  contract  there  seems  nothing  in  sight  from  my 
standpoint  than  that  our  business  shall  grow  "smaller  by  degrees 
and  beautifully  less.^'  The  first  to  feel  the  effects  will  be,  of 
course,  the  commission  firms,  as  they  are  already  feeling  it; 
then  come  the  floor  brokers,  who  represent  now  a  large  part  of 
our  local  membership,  and  injury  to  them  will,  of  course,  be  in 
proportion. 

I  am  strongly  of  the  belief  that  just  to  the  extent  that  great 
advantages  are  being  derived  by  some  of  our  members  from  the 
conditions  referred  to,  just  to  that  extent  will  the  fight  be  made 
to  hold  on  and  perpetuate  the  same,  regardless  of  consequences 
to  the  exchange  as  a  body. 
Respectfully, 

Atwood  Violett. 

a  Italics  as  in  original. 
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Waco,  Tex.,  November  17,  1906. 
Mr.  Atwood  Violett,  New  York, 

Dear  Sir:  I  beg  to  acknowledge  receipt  of  your  circular  let- 
ter of  the  14th  instant,  relative  to  duty  of  revision  committee, 
that  is  to  meet  within  the  next  few  days,  to  adjust  differences 
on  cotton  contracts.  I  fully  concur  in  every  stat^nent  made 
by  the  minority  members  or  that  committee,  and  I  unhesitat- 
inglv  agree  with  every  argument  and  suggestion  made  by  you 
on  behalf  of  adjustment  of  such  differences;  i.  e.,  on  basis  of 
commercial  diflFerences  existing  in  spot  markets. 

From  the  standpoint  of  a  broker  I  think  I  can  state  without 
denial  that  under  the  existing  diflFerences  now  in  effect  in  the 
New  York  Exchange  no  exporter  or  spinner  would  under  any 
circumstances  accept  or  hold  a  contract  for  delivery  in  the 
New  York  market. 

The  whole  truth  of  this  matter  as  it  appears  to  me  is  that 
instead  of  the  New  York  Exchange  making  some  eflFort  to  make 
the  New  York  market  a  spot  market,  and  by  so  doing  increase 
largely  its  spot  business  as  well  as  enhancing  the  value  of  its 
membership  seats,  it  is  instead  a  mere  dumping  ground  for  all 
the  low-grade  trash  that  the  South  can  not  sell  or  use  and  the 
other  markets  of  the  world  will  not  have. 

I  suppose  I  would  be  safe  in  assuming  that  out  of  your  certifi- 
cated stock  to-day,  say  69,000  bales,  not  more  than  one-third 
of  this  amount  would  oe  tenderable  on  contract  as  defined  by 
the  New  Orleans  Exchange.  Another  important  matter,  it 
seems  to  me,  is  that  the  New  York  Exchange  is  losing  a  large 
amount  of  its  hedge  business  on  this  account  solely;  I  know 
this  from  our  own  business,  for  much  of  our  hedge  business  is 
now  going  to  New  Orleans  where  it  formerly  went  to  New  York. 
I  trust  you  (or  the  minority  of  committee)  will  be  successful  in 
convincing  the  entire  revision  committee  in  adjusting  differences 
on  basis  of  your  suff^estion.  I  should  be  glad  to  add  my  vote 
to  accomplish  this  object  if  it  be  needed. 

In  conclusion  I  desire  to  congratulate  you  on  the  clear  and 
concise  manner  in  which  you  have  placed  the  matter  before  the 
board  of  managers. 

Very  truly,  yours. 


Savannah,  Ga.,  November  19,  1906, 
Atwood  Violett,  Esq.,   New  York, 

Dear  Mr.  Violett:  Your  circular  of  the  14th  instant 
addressed  to  my  firm  has  been  read  by  me  with  a  great  deal  of 
interest. 

I  want  to  thank  you  for  the  stand  you  have  taken  against 
the  action  of  the  revision  committee  of  the  New  York  Cotton 
Exchange.  The  present  contract  of  the  New  York  Cotton 
Exchange  is  nothing  less  than  a  gigantic  humbug.  If  you  can 
discover  and  expose  the  source  from  whence  the  revision  com- 
mittee derive  authority  for  doing  things  so  detrimental  to  the 


COHMEBCIAL   DIFFERENCES   IN    KOVEMBEB,  1906.  213 

interests  of  the  exchange  as  a  body  and  the  cotton  trade  in 
general  you  will  have  performed  a  very  valuable  service. 

Please  pardon  my  writing  you  this  personal  letter.  I  felt 
impelled  to  do  so  because  tne  views  expressed  are  so  exactly 
in  accord  with  my  own. 

Yours,  truly,  . 

It  will  be  recalled  that  the  by-laws  of  the  New  York  Cotton 
Exchange  provide  that  the  revision  committee,  in  addition  to  receiv- 
ing suggestions  and  opinions  of  the  sort  above  presented,  shall  also 
receive  a*  report  from  the  committee  on  spot  quotations  as  to  the 
state  of  the  market.  It  appears  that  at  the  meeting  of  November, 
1906,  no  formal  report  was  submitted  to  the  revision  committee  by 
the  committee  on  spot  quotations,  this  provision  of  the  by-laws  hav- 
ing been  more  or  less  of  a  dead  letter.  Constructively,  it  might  be 
argued  that  the  revision  committee  had  such  a  report,  inasmuch  as 
that  committee  included  some  members  of  the  committee  on  spot 
quotations.  As  a  matter  of  fact,  the  committee  on  spot  quotations 
of  the  New  York  Cotton  Exchange  does  not  quote  any  grade  except 
middling. 

Section  4.  Analyiis  of  information  submitted  to  the  committee. 

As  previously  stated.  Superintendent  King,  of  the  New  York  Cot- 
ton Exchange,  from  the  data  furnished  by  southern  cotton  exchanges 
and  merchants,  compiled  a  table  of  grade  differences  in  the  various 
southern  markets  reporting  quotations,  and  of  averages  of  such 
differences,  for  the  use  of  the  revision  committee.  A  copy  of  the 
table  follows. 
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Table  19.— LIST  OF  GRADE  DIFFERENCES  OFFICIALLY  SUBMITTED  TO  THE  REVISION 
COMMITTEE  IN  NOVEMBER,  1906,  AND  COMPILED  FROM  DATA  FURNISHED  FROM 
SOUTHERN  MARKETS. 
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o  Quotations  for  these  markets  furnished  by  individuals  or  Arms;  those  for  all  others  by  the  respective 
cotton  exchanges. 
b  Same  as  middling. 
<•  Computed  by  Bureau  to  nearest  sixteenth  of  a  cent. 

The  differences  existing  at  the  time  the  committee  met,  and  those 
estabhshed  by  the  committee  have  already  been  given  in  Table  2, 
on  page  120,  but  for  convenience  in  the  following  discussion  are  here 
repeated. 
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Tabub  20.— CHANGES  IN  CONTRACT  DIFFERENCES  MADE  BY   REVISION  COMMITTEE 
OF  NEW  YORK  COTTON  EXCHANGE,  NOVEMBER  21, 1906. 


Grade. 


Fair 

Strict  middling  fair 

Mlddlliigfatr.^ 

Barely  middUng  fair 

Strict  good  middUng 

Fully  good  middling 

GoodmiddUiV 

Barely  good  middling 

Strict  middUng 

Mlddlliig 

Strict  low  middling 

FuUy  low  niiddUing. 

LowmlddlU^: 

Barely  low  middling 

Strict  good  ordinary 

Fully  good  ordinary 

Good  ordlaary 

Strict  good  middling  tinged . 

Good  mlddlliig  tinged 

Strict  middling  tinged 

Middling  tinged 

Strict  low  middling  tinged. . . 

Low  mlddlliig  tinged 

Strict  good  ordinary  tinged. 

Fully  middling  stained 

Middling  itoined 

Barely  middling  stained 

Strict  low  middling  stained. . 
Fully  low  middling  stained. . 
Low  middling  stained 


Differences  Differences 

prior  to     established 

Nov.  21,        Nov.  21, 

1906.  1906. 


Cents. 
L30on 
L13on 
.96  on 
.79  on 
.62on  . 
.53  on 
.44  on 
.33  on 
.22  on 
Basis. 
.  14  off  , 
.26  off 
.38  off 
.55off  : 
.72  off 
.86  off 
LOOoff  ' 
.30on  i 

(•)     : 

.06  off  I 
.  12  off  ' 
.34off  ; 
.50  off 
.  84  off  I 
.42ofl  ! 
.  50  off  [ 
.  78  off  I 
L06off  j 
L  28  off  I 
1.  50  off  ! 


Increase. 


New  Orleans 
,   differences 
Nov.  21, 1906. 


CentJi. 
2. 00  on 
L75on 
L50on 
L25on 
LOO  on 
.88  on 
.76  on 
.57  on  I 
.38,  on 
Basis.  ' 
.  14  off  ! 
.  32  off  ; 
.50off 
.'70  off  j 
.90  off  I 
L07off  I 
L  25  off 
.30  on 

.06  off 
.12  off 
.46  off 
.90  off  ; 
L  25  off 
.42  off 
.50  off 
.78  off 
1.50  off 
1.  75  off 
'2. 00  off 


Cent.     Percent. 


Cents. 


a  70 : 
.62 : 

.541 
.46' 
.38  ! 

.35 ; 

.32  ' 

.24 

.16 


5a8 

54.9 ; 

56.3  ' 
5&2  j 
6L3  ■ 

6ao 

72.7 
72.7 
72.7 


1.06  on 


.00 

0.0 
23.1 
31.6 
27.3 
'25.0 
24.4 
25.0 

0.0 

.06 

.12 
.15 

1. 13  off 

.18 

.21 

.25 
.00 

1. 94  off 

.00 

0.0    

.00 

0.0 
.35.3 

sao 

48.8 
0.0 
0.0 
0.0 
41.5 
3a7 
33.3 

12 

.40 

.41 

.00 

.00 

.00 

.44 

.47 

.50 

o  Value  of  middling. 

Commercial  differences  for  low  middling. — The  most  im- 
portant grade  to  be  considered  is  low  middling,  for  which,  as  already 
stated,  the  revision  committee  fixed  a  difference  off  of  one-half  cent, 
an  increase  from  0.38  cent  previously  in  force.  The  difference  for  low 
middling  reported  by  four  markets — Charleston,  S.  C;  Selma,  Ala.; 
Columbus,  Ga.,  and  Augusta,  Ga. — was  only  one-half  cent  (50  points) ; 
that  at  Macon,  Ga.,  only  0.38  cent,  and  that  at  Norfolk,  Va.,  only 
0.44  cent;  while  at  Lancaster,  S.  C,  it  was  given  at  from  one-half  to 
three-fourths  of- a  cent.  All  these  markets,  except  Augusta,  how- 
ever, are  comparatively  small,  and  several  of  them,  moreover, 
have  a  basis  of  classification  radically  different  from  that  of  the  New 
York  Cotton  Exchange.  Thus,  the  classification  of  Augusta  is  one 
of  the  highest  in  the  country  and  grade  differences  are  not  directly 
comparable  with  those  of  most  other  markets.  The  Charleston 
classification  likewise  does  not  permit  of  direct  comparison  with  the 
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New  York  standard,  nor  does  that  of  Savannah,  which  is  the  same 
as  at  Liverpool,  and. consequently  higher  for  low  grades  than  the  New 
York  basis.  Tlie  Norfolk  market  is  practically  out  of  the  cotton  belt, 
*and  is  generally  r^arded  as  reflecting  conditions  at  New  York  rather 
than  those  in  the  great  spot-cotton  markets  of  the  South. 

In  other  words,  the  reviricm  committee  of  the  New  York  Cotton 
Exchange  could  with  justice  have  largely  ignored  the  quotations  in 
the  seven  markets  mentioned,  and  in  any  event  should  not  have  used 
these  quotations  without  making  some  allowfuice  for  their  lesser 
importance,  and  particularly  for  the  differences  in  classification. 

On  the  other  hand,  in  the  great  markets  which  handle  the  bulk  of 
the  crop  the  conmiercial  differences  for  low  middling  ranged  from 
three-fourths  of  a  cent  to  1}  cents,  or  75  to  138  points.  The  average 
difference  at  New  Orleans,  Galveston,  Savannah,  Houston,  Little 
Rock,  Montgomery,  and  Memphis  was  1}  cents  (113  points).  Even 
including  the  smaller  points  given  in  the  table,  the  average  differ- 
ence at  6  ports  was  88  points;  the  average  difference  at  15 
interior  markets  was  the  same.  Such  average  figures  are  not 
altogether  satisfactory,  not  only  because  of  differences  in  classi- 
fication, but  because  the  great  markets  handUng  the  bulk  of  the 
crop  are  properly  entitled  to  more  consideration  than  are  some 
of  the  small  interior  points.  At  New  Orleans,  the  most  important 
spot  market,  the  difference  was  I J  cents  (113  points).  Instead 
of  basing  its  revision  on  differences  in  the  great  markets  of  the  coun- 
try and  those  whose  classification  was  most  nearly  in  line  with  that  at 
New  York,  or  even  on  an  average  of  all  markets,  the  revision  com- 
mittee adopted  one-half  cent  (50  points)  for  low  middling,  which  was 
the  small^t  difference  shown  in  the  list,  with  the  single  exception  of 
that  at  Macon,  a  small  market.  The  average  of  113  points  for  the  7 
leading  markets  above  mentioned  would  have  been  a  much  fairer 
basis. 

Commercial  differences  for  good  ordinary. — The  commercial 
differences  reported  for  good  ordinary  cotton  in  the  southern  markets 
included  in  the  table  likewise  showed  considerable  variation;  but 
again  the  narrowest  differences  were  furnished  by  small  markets,  or 
markets  which  on  account  of  distinctive  classifications  were  not  fairly 
representative.  For  the  great  southern  markets  the  differences 
for  good  ordinary  were  in  nearly  ever}'  ca^o  at  leavst  1|  cents  (163 
points)  off,  and  generally  were  nearer  1}  cents  (ISS  points)  off.  Even 
including  the  smaller  markets,  the  average  difference  was  1^^^  cents, 
or  156  points.  This  average,  however,  undoubtedly  was  not  repre- 
sentative, and  had  the  committee  aimed  to  establish  a  difference 
which  would  fairly  represent  the  real  differtMico  ft)r  that  grade  in  the 
great  southern  markets  it  should  have  placed  it  at  approximately 
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1 J  cents  (188  points)  'off.  Instead^  the  committee,  as  already  shown, 
made  the  difference  for  good  ordinary  only  1 J  cents  or  125  points  off. 

Differences  for  high  grades. — Comparatively  few  southern 
markets  reported  differences  for  any  grades  above  middling  except 
for  good  middling.  This  was  largely  due  to  the  scarcity  of  extremely 
high  grades  in  the  1906-7  crop.  The  larger  southern  markets,  it 
may  be  noted,  reported^a  difference  on  for  good  middling  of  about  nine- 
sixteenths  to  five-eighths  of  a  cent,  or  about  60  points,  and  the  average 
for  all  markets  was  only  seven-sixteenths  of  a  cent,  or  about  44  points. 
This  was  exactly  the  difference  which  had  been  in  effect  in  New  York 
for  that  grade  since  November,  1902.  The  revision  committee  in 
1906,  however,  raised  the  difference  on  for  good  middling  to  76 
points,  or  a  little  more  than  three-fourths  cent,  although  a  difference 
as  large  as  this  was  reported  by  only  one  market  in  the  22  repre- 
sented in  the  accompanying  table.  The  increase  in  the  difference 
for  this  grade  in  the  face  of  generally  smaller  commercial  differences 
only  serves  to  emphasize  the  arbitrary  action  of  the  committee  in 
establishing  narrow  differences  for  low  middling  and  good  ordinary 
in  the  face  of  much  wider  differences  for  these  low  grades  in  southern 
markets.  The  differences  for  good  middling  in  some  southern  mar- 
kets were,  however,  somewhat  nominal,  owing  to  the  scarcity  of  that 
grade. 

Alleged  inaccuracy  of  southern  quotations. — Some  members 
of  the  committee,  in  defense  of  their  action,  asserted  that  the  quotas 
tions  reported  from  some  southern  markets  in  the  above  table  were 
not  the  prices  at  which  cotton  was  actually  selling.  This  assertion 
amoimts  substantially  to  a  charge  either  that  the  great  spot  markets 
of  the  coimtry  were  issuing  false  quotations  of  cotton,  or,  what 
amoimts  to  the  same  thing,  that  they  were  issuing  such  prices  on  a 
false  standard  of  grade;  and  that  the  prices  cjuoted  for  the  lower 
grades  were  too  low. 

In  view  of  repeated  assertions  that  southern  spot  quotations  in 
November,  1906,  were  thus  incorrect,  the  Bureau  made  a  special, 
effort  to  ascertain  the  actual  sale  prices  of  cotton  in  the  New  Orleans 
market  at  that  time.  The  result  of  this  investigation  leaves  no  doubt 
that  the  quoted  differences  of  these  low  grades  in  that  market  were, 
generally  speaking,  not  too  wide.  The  quoted  difference  for  low 
middling  on  November  21  was  1.13  cents  off  and  for  good  ordinary 
1.94  cents  off. 

The  books  of  one  firm  showed  that  it  had  given  its  buyer  in  Mobile 
the  following  limits  for  his  bids  in  buying  cotton  on  November  15, 
1906:  Liverpool  fully  middling,  28  points  on  New  Orleans  January 
quotations;  Liverpool  middling,  3  points  off  New  Orleans  Januarj^ 
quotations;  Liverpool  low  middling,  103  points  off  New  Orleans 
January  quotations.     These  limits  were  for  cotton   f.   o.   b.   New 
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Orleans.  Liverpool  fully  middling  cotton  is  but  little  better  than 
New  Orleans  middling,  while  Liverpool  low  middling  is  distinctly 
better  than  New  Orleans  low  middling.  These  figures,  translated 
into  American  terms,  show  a  difference  of  about  130  points  between 
a  good  style  middling  and  low  middling,  and  the  comparison  fully 
sustains  the  New  Orleans  quoted  difference  of  113  points  off  for  low 
middling  in  November,  1906,  on  its  own  classification  as  not  being 
too  wide. 

Again,  on  the  same  date  (November  15,  1906),  the  records  of  this 
firm  showed  that  an  interior  buyer  had  been  given  the  following 
limits:  Liverpool  fully  middling,  25  points  on  New  Orleans  January 
quotations;  Liverpool  low  middling,  94  points  off  New  Orleans 
Januajy  quotations.  These  limits  were  somewhat  narrower  than 
those  given  to  their  Mobile  buyer,  and,  translated  into  terms  of 
American  classification,  give  almost  precisely  the  official  difference 
of  the  New  Orleans  Cotton  Exchange  for  low  middling  off  middling 
at  that  time,  namely,  IJ  cents. 

The  records  of  a  leading  factorage  firm  showed  that  on  November 
12,  1906,  they  sold  71  bales  of  full  style  low  middling,  New  Orleans 
standard,  heavy  body,  at  9  cents,  when  the  quotation  for  low  mid- 
dling on  the  New  Orleans  Exchange  for  that  date  was  8 J  cents.  On 
November  13,  1906,  this  firm  sold  99  bales  of  average  fully  good 
ordinary  heavy  body,  which  means  that  it  was  substantially  better 
than  good  ordinary,  at  S^V  cents;  the  New  Orleans  quotation  for 
good  ordinary  was  7ff  cents.  On  the  same  date  they  sold  fully  low 
middling  at  9  cents,  and  strict  good  ordinary  to  low  middling  at  8^ 
cents.  All  of  this  cotton  was  river  cotton,  which  ordinarily  sells  at  a 
substantial  fraction  above  the  quotations  for  uplands. 

The  figures  above  quoted,  therefore,  indicate  that  the  (iitrerences 
for  low  grades  officially  quoted  in  New  Orleans  in  November,  1906, 
instead  of  being  too  wide,  were,  if  anything,  rather  narrow. 

A  prominent  buyer  in  the  New  Orleans  market  said  in  this  connec- 
tion: 

Our  records  show  that  we  bought  on  November  21,  1906,  200 
bales  of  low  middling,  fair  color,  Liverpool  class,  and  liverpool 
classification,  at  9.40  f.  o.  b.  ship  side,  weights  and  grades  guaran- 
teed through.  Low  middUng,  New  Orleans  class,  was  cjuoted  on 
the  board  that  day  at  9i  cents. 

On  November  22  we  bought  300  bales,  of  the  same  grade, 
terms  and  conditions  the  same,  at  9.37.  Low  middling  was 
quoted  on  that  day  at  9i  cents. 

On  December  27  we  bought  200  bales,  of  the  same  grade, 
terms  and  conditions  the  same,  at  8.73.  Low  middling  was 
quoted  on  the  New  Orleans  board  that  day  at  9|  cents. 

You  will  note  that  I  stated  that  the  cotton  was  for  deliverv' 
f.  o.  b.  ship  side.  The  cost  of  delivering  f.  o.  b.  ship  side  is 
about  20  points,  which  would  make  the  prices  named  above  20 
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points  less^  and  again  liverpool  low  middling  is  a  better  grade 
than  Amencan  low  middling,  or  we  will  say  low  middling  accord- 
ing to  the  New  Orleans  standard. 

You  will  note  that  I  stated  that  the  grade  bought  (low  mid- 
dling) was  fair  color.  It  is  generally  understood  that  low  mid- 
dling is  only  fair  color  in  almost  any  market;  in  fact,  we  never 
sell  low  middling  and  guarantee  good  color,  and  these  contracts 
referred  to  above  are  guaranteed  through  to  the  other  side  by 
the  parties  we  boujght  nom;  hence  you  will  see  that  we  were  buy- 
ing these  low  grades  far  below  the  quotations  of  low  middling  in 
this  market  on  the  days  mentioned.  In  fact,  I  do  not  hesitate 
to  say  the  greater  part  of  last  season  the  low  grades  in  this 
market  were  quoted  too  high  as  compared  to  midcfling;  in  other 
words,  the  differences  should  have  oeen  greater,  ana  the  best 
evidence  of  that  fact  is  that  the  contract  market  continually 
sold  at  a  big  discount  under  the  price  of  middling  cotton,  and  it 
would  not  have  done  so  had  the  low  grades  been  quoted  at  wider 
differences  from  middling  than  they  were. 

The  good  grades  commanded  a  big  premium  all  the  season; 
hence  no  one  can  say  that  it  was  on  account  of  good  grades 
being  quoted  too  wide,  as  just  the  reverse  conditions  prevailed 
to  the  good  grades;  they  were  quoted  if  anything  too  narrow. 

The  above  transactions  leave  little  doubt  that  the  quotations  in 
the  New  Orleans  market,  as  furnished  to  the  New  York  Cotton 
Exchange  in  November,  1906-,  fairly  represented  the  actual  selling 
prices  of  cotton  at  New  Orleans  or  in  any  event  that  the  official  dif- 
ferences off  for  low  grades  at  New  Orleans  were  not  too  wide.. 

Alleged  lowering  of  standards  in  southern  markets. — 
Admitting  that  the  prices  reported  by  southern  markets' to  the  New 
York  Cotton  Exchange  in  November,  1906,  fairly  represented  the 
actual  sale  prices,  the  further  contention  was  made  that  there  was  a 
disposition  in  the  South  in  the  season  of  1906-7  to  lower  ideas  of 
classification,  so  that  cotton  which  in  that  year  was  called  low  mid- 
dling was  really  of  a  lower  grade,  and  ^consequently  that  differences 
reported  in  southern  markets  exaggerated  the  differences  for  the  true 
standard  of  low  middling.  In  so  far  as  sales  in  southern  markets 
were  made  on  the  basis  of  the  Liverpool  classification,  this  contention 
can  easily  be  disposed  of^  for  the  Liverpool  classification  is  well  . 
known  in  the  cotton  trade  to  be  distinctly  higher  for  the  low  grades 
•  than  either  the  New  York  or  New  Orleans  classification.  It  has  just 
been  shown  that  IdW  middling  cotton,  Liverpool  classification,  was 
quoted  in  November  at  New  Orleans  at  about  100  points  off  the  quo- 
tation of  middling  on  the  same  basis.  Since  low  middling,  Liver- 
pool classification,  is  substantially  a  better  grade  than  the  recognized 
standard  of  low  middUng  at  New  York  or  New  Orleans,  there  can  be 
no  reasonable  doubt  that  the  New  Orleans  quotation  of  IJ  cents  off 
for  low  middling  cotton  in  November,  1906,  was  warranted. 

It  is  probably  true,  however,  that  there  was  some  lowering  of 
standards  in  some  southern  markets  in^the  crop  year  1906-7.     That 

48225— H.  Doc.  949,  60-1 16 


220  COTTON   EXCHANGES GRADE  DIFFERENCES. 

standards  in  the  New  Orleans  market  itself  in  that  season  were  below 
those  of  normal  years  was  the  expressed  opinion  of  one  of  the  largest 
cotton  merchants  in  that  city,  who  said: 

I  do  not  hesitate  to  say  that  our  ty^pes  tliis  year,  principally  of 
the  lower  grades,  are  qmte  weak.  In  other  words,  oiu*  low  mid- 
dling cotton  and  the  grades  below,  in  my  opinion,  are  not  quite 
up  to  what  they  ought  to  be. 

It  should  be  noted  that  the  quotations  for  low  middling  in  New 
Orleans  in  November,"  1906,  were  for  cotton  of  good  color  and  not 
for  strictly  white  cotton.  In  this  connection  a  merchant  in  the 
New  Orleans  market  said: 

In  November,  1906,  low  middUng,  New  Orleans  standard,  was 
selling  at  quotations.  It  is  true  that  an  order  for  low  middling 
white  cotton  could  not  be  filled  at  the  differences  quoted,  but 
low  middling  almost  alwavs  carries  a  little  color,  and  our  quota- 
tions are  for  the.  low  middling  selling  on  the  market. 

Offers  may  have  been  made  for  low  middling  at  less  differences 
than  quotations,  but  if  they  were  there  is  no  doubt  they  were  for 
a  style  of  low  middling  not  to  be  had.  Such  offers  are  made  for 
effect.  It  is  well  known  that  all  low  cotton  carries  some  color, 
and  the  New  York  types  for  low  middling  cotton  carry  color. 
The  New  Orleans  contract  calls  for  fair  color  on  good  ordinary 
and  good  color  on  other  grades,  and  off-colored  cotton  is  accepted 
at  its  value. 

As  a  matter  of  fact,  there  was  very  little  really  white  cotton  in  the 
1906-7  crop  in  the  grades  below  middling.  If  southern  markets 
lowered  their  ideas  of  grade  somewhat,  it  is  practically  certain  that 
the  same  thing  occurred  in  New  York.  As  will  be  shown  in  a  later 
part  of  this  report^  complaints  of  lax  classification  by  the  inspection 
bureau  of  the  New  York  Cotton  Exchange  are  common,  while  in  the 
case  of  New  Orleans  complaints  are  generally  that  the  classification  is 
too  rigid. 

Personal  knowledge  of  actual  differences  by  members  of 
THE  COMMITTEE. — Furthermore,  in  spite  of  any  inaccuracy  that  may 
have  existed  in  quotations  in  particular  southern  markets  in  Novem- 
ber, 1906,  it  is  certain  that  members  of  the  committee  generally  knew 
that  the  differences  established  by  them  were  out  of  line  with  those 
existing  for  similar  grades  in  the  South.  Indeed,  some  members  of 
the  revision  committee,  or  their  firms,  were  at  tlii^t  time  buying  cotton 
in  the  South  at  nmcli  wider  differences  grade  for  grade  than  those 
which  they  thus  established.  By  reference  to  page  283  it  will  be 
seen  that  one  New  York  Cotton  Exchange  firm,  which  was  repre- 
sented on  the  committee,  wa^i  in  October,  1906,  offering  to  buy  low 
middling  cotton,  Liverpool  classification,  at  1  ,\  cents  (144  points)  off 
good  middling,  and  good  ordinary  cotton,  Liverpool  classification,  at 
3i  cents  (313  points)  off  good  middling.  At  the  same  time  they 
offered  to  buy  middling  cott^)!!  at  seven-sixteenths  cent,  or  44  points, 
off  good  iniddhng.     In  other  words,  the  differences  based  on  middling, 
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Liverpool  classification,  as  shown  by  these  offers,  were  100  points  off 
for  low  middling  and  269  points  off  for  good  ordinary.  These  offers, 
moreover,  were  made  on  October  15,  or  more  than  a  month  prior  to 
the  meeting  of  the  revision  conmiittee  of  the  New  York  Cotton 
Exchange.  During  this  interval,  as  already  shown,  there  was  a 
general  increase  in  the  differences  off  for  low  grades.  In  view  of 
the  fact  that  the  differences  with  respect  to  quality  between  low 
middling  and  good  ordinary  cotton,  respectively,  and  middling 
imder  the  Liverpool  classification  are  decidedly  less  than  in  the  case 
of  the  New  York  classification,  these,  wide  differences  off  for  these 
two  low  grades  at  this  early  date  are  convincing  evidence  that  the 
unusually  wide  differences  shown  by  southern  markets,  based  on  so- 
called  American  classification,  were  amply  justified,  and  this  allowing 
for  the  fact  that  these  were  ''  basis  ^'  offers  and  not  for  even-running 
cotton.  Still,  again,  the  letter  submitted  to  the  revision  committee 
by  F.  B.  Hawley,**  representing  one  of  the  leading  spot-cotton  firms 
of  the  New  York  Cotton  Exchange,  which  also  had  a  representative 
on  the  committee,  only  two  days  before  the  committee^s  meeting, 
stated  that  this  firm  was  then  buying  low  middling  at  three-quarters 
of  a  cent  imder  middling,  and  strict  good  ordinary  at  125  points  off 
middling.  Since  good  ordinary  usually  takes  a  difference  in  New 
York  of  about  30  points  greater  than  strict  good  ordinary,  this  would 
have  indicated  a  difference  for  good  ordinary  of  about  155  points, 
whereas  the  difference  actually  established  was  only  1 25  points.  More- 
over, the  other  information  before  the  committee  indicated  that  the 
differences  reported  by  this  firm  were  really  too  small. 

It  is,  therefore,  absolutely  certain  that  the  revision  committee  of  the 
New  York  Cotton  Exchange  at  its  meeting  on  November  21,  1906,  was 
fully  advised  that  the  actual  differences  for  low  grades  in  the  South 
were  at  that  time  verj^  materially  greater  than  the  differences  which 
the  committee  proceeded  to  establish. 

Maintenance  of  stock  of  cotton  at  New  York  possibly 
CONSIDERED. — It  is  worth  pointing  out  that  the  maintenance  of  a  stock 
of  spot  cotton  in  the  New  York  market  may  have  been  one  considera- 
tion influencing  the  committee^s  action.  In  this  connection  the  first 
paragraph  in  the  letter  of  W.  C.  CVaig  &  Co.  to  W.  li.  Craig  &  Co. 
(given  on  p.  207)  is  suggestive.     This  paragraph  was  as  follows: 

In  reply  to  your  letter  as  to  how  we  would  look  on  a  revision 
of  the  grades  between  middling  and  the  lower  grades,  will  say 
that  it  is  merely  a  question  as  to  whether  or  not  New  York 
merchants  want  consignments  of  spot  cotton.  If  they  do  want 
consignments  of  spot  cotton,  then  we  think  it  would  be  unwise 
to  revise  the  differences  as  they  exist  at  present.  However,  if 
they  do  not  want  consignments  of  cotton,  then  we  would  advise 
them  by  all  means  to  lower  the  difrerences  between  middling 
and  the  grades  below. 

oSee  page  209. 
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The  same  idea  was  also  clearly  brought  out  in  a  letter  of  C.  W. 
Butler  &  Co.  to  W.  R.  Craig  &  Co.,  which  contained  the  following 
statement: 

We  do  some  little  hedging  on  both  purchases  and  sales  of  spot 
cotton  with  you,  and  are  firmly  of  the  opinion  that  any  alteration 
or  change  in  the  differences  as  they  exist  in  your  market  would 
be  greatly  against  the  safety  of  pur  hedges  both  now  and  in  the 
future,  for  the  reason  that  any  widening  of  differences  in  low 
grades  would  prevent  an  accumulation  of  stock  in  New  York 
and  at  the  same  time  create  a  demand  for  the  stock  that  is  there, 
making  a  legitimate  cotton  merchant  of  the  South  always  fear 
the  possibility  of  a  squeeze. 

This  matter  of  maintaining  a  stock  of  cotton  at  New  York  is  dis- 
cussed elsewhere  (see  p.  247)  and  need  not  be  referred  to  here.  It  is 
there  shown  that  this  consideration  could  in  no  way  justify  the  estab- 
lishment of  improper  differences. 

Section  5.  Explanation  by  members  of  the  committee  of  their  votes. 

Members  of  the  revision  committee  were  afforded  an  opportunity 
to  make  such  explanation  of  their  votes  as  they  might  desire.  Their 
defense  of  their  action  is  stated,  in  substance,  in  this  section.  Most 
members  of  the  commit  tee  contended  that  they  had  not  confined 
themselves  exclusively  to  a  consideration  of  conditions  actually 
existing  in  southern  markets  at  the  time  of  their  meeting,  hut  that  in- 
stead they  had  aimed  to  take  into  consideration  the  general  character 
of  the  crop  and  the  probable  movement  of  diti'erences  throughout  the 
balance  of  the  crop  year.  It  should  be  remembered  that  the  deci- 
sitm  of  the  committee  arrived  at  in  November  was.  umler  the  by-laws 
of  the  exchange,  binding  until  September  of  the  following  year. 
Some  members  of  the  committee  stateil  that  in  their  opinion  the 
information  submitted  to  them  in  November  exaggerated  the  real 
conditions,  and  that  they  endeavored  ti>  allow  for  this  in  efforts  to 
forecast  the  iliiTerences  which  would  probably  prevail  during  the 
ensuing  ten  months.  A  further  contentii>n  was  that  the  crop  was 
seri<>usly  damaged  by  storms  and  other  unfavorable  weather  condi- 
tions occurring  subseipient  to  the  committee's  meeting. 

(Tne  member  of  the  committee,  when  askeil  how  it  happened  that 
the  differences  were  established  so  far  out  of  line  with  those  in  south- 
ern markets,  said: 

We  made  the  difference  a  half  cent  for  low  miiKlling.  That  was 
as  wide  a  ditference  as  we  hail  ever  hail  si>  long  as  the  New  York 
Cotton  Kxchange  has  Ihvu  in  existence,  almost.  Ni>\v.  that  was 
in  NovemlHT.  We  knew  that  some  souihorn  points  were  quoting 
it  at  three-quarters  off,  but  we  were  o(  the  opinion  -at  least  the 
bulk  of  us  that  that  was  iK>ne  {o  a  ctMiain  cxitMU  for  etfoct.  We 
thought  that  the  dama^re  ili»ne  In  the  storm  wa>  i>vt'nlrawn.  It 
would  have  been  overdi'awn  but  for  anoihor  cjiorm  which  came 
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along  shortly  after  our  revision  and  gave  the  finishing  touch  to 
the  entire  crop.  1,  personally,  although  1  did  argue  for  some- 
what wider  differences,  but  not  extreme,  never  thought  that  a 
half  cent  for  low  middling  was  questionable.  *  *  *  Our 
differences,  then,  would  have  been  justified  but  for  the  fact  that 
we  got  another  storm  that  gave  the  finishing  touches.  That  has 
never  been  known  in  the  historv^  of  cotton  as  long  as  1  have  known 
it — never.     It  was  nothing  but  rain,  rain,  and  frost. 

Another  member  of  the  committee,  who  is  also  a  member  of  a  large 
spot-cotton  firm,  said : 

The  committee  established  differences  on  the  lower  grades  at 
the  lowest  point  that  they  had  been  in  the  last  thirteen  years, 
and  in  some  cases  lower  than  they  had  been  in  the  last  thirteen 
years.  Unfortunately — I  think  it  was  three  days. after  the  revi- 
sion committee  met — they  had  another  verj"  violent  storm 
throughout  the  South  which  gave  us  a  superabundan(»e  of  very 
low  grades,  which  made  the  differences  as  established  by  the  revi- 
sion committee  uncommercial. 

A  merchant  who,  though  not  personally  a  member  of  the  committee, 
had  a  representative  upon  it,  said: 

Probably  they  felt  that  the  differences  in  the  southern  markets 
represented  an  extreme  not  justified  by  the  amount  of  low-grade 
cotton  in  existence  at  the  time.  The  revision  did  not  meet  with 
my  approval.  I  favored  at  least  three-quarters  of  a  cent 
between  low  middling  and  middling.  *  *  *  i  ^\\^l  ^ot  believe 
that  there  was  the  amount  of  low  cotton  in  existence  which  was 
brought  about  by  the  storm  subsequent  to  the  November  revi- 
sion. I  was  not  a  member  of  the  committee,  but  1  exerted  all  my 
influence  to  bring  about  a  revision  on  the  oasis  of  about  three- 
auarters  of  a  cent  between  low  middling  and  middling,  and 
uiought  that  I  had  secured  it,  and  was  surprised  and  disappointed 
at  my  failure  to  brmg  about  this  result. 

Another  member  of  the  committee,  also  engaged  in  the  spot-cotton 
business,  said: 

We  had  the  greatest  difficulty  in  getting  an  intelligent  state- 
ment from  southern  markets  as  to  what  was  really  the  difference 
between  middling  and  low  middling. 

Another  member  of  the  committee  who  originally  voted  against 
any  revision: 

When  the  differences  were  established  on  the  cotton  exchange 
last  November  the  idea  was  not  to  widen  them  any  more,  because 
it  was  considered  that  the  spinning  value  between  low  middling 
cotton  and  middhng  cotton  was,  at  an  extreme,  about  a  halt 
cent;  that  was  the  idea.  There  never  was  such  a  season  as 
resulted,  and  I  do  not  think  that  the  peoi)Ie  generally  realized 
how  bad  the  crop  turned  out.  *  *  *  My  impression  is  that 
they  [the  committee]  did  not  follow  the  differences  in  the  South 
exactly.  They  can  not  do  it,  you  know,  because  they  only  make 
the  differences  twice  a  year.  If  they  nuike  the  diirereiices  on  the 
first  or  middle  of  November,,  for  instance, they  have  to  take  into 
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consideration  what  the  differences  are  likely  to  be  for  the  rest 
of  the  season — not  only  what  the  diflferences  are  at  that  time,  but 
what  they  are  likely  to  be  for  the  rest  of  the  season.  ♦  *  * 
Of  coursei  it  is  a  good  deal  of  a  guess.. 

Another  member  who  also  at  first  opposed  any  revision  whatever: 

It  was  November.  Low  grades  were  selling  very  cheap  at  that 
time.  No  member  of  the  committee  could  t^l  how  mucn  of  that 
low-grade  cotton  there  was.  If  it  had  disappeared  in  the  course 
of  tlurtv  days,  the  differences  on  the  low  grades  would  have  gone 
back  where  they  were  before.  *  ♦  *  The  difference  between 
foresight  and  hindsight  is  so  different.  ♦  ♦  ♦  ^  You  must 
realize  the  fact  that  when  we  were  making  those  differences  in 
November  we  were  making  them  to  run  for  ten  months.  *  *  ♦ 
Of  course,  when  any  one  grade  is  plentiful  it  is  cheap.  That,  of 
course,  goes  without  saying,  and  those  grades  seemed  to  be 
extremely  plentiful  at  the  time,  but  there  was  no  way  of  telling 
how  they  were^  S*^^J8  ^  t>e  later  on.  We  are  not  instructed 
to  follow  existing  differences  in  any  of  the  markets.  In  fact, 
there  are  no  instructions  to  that  committee  at  all  to  guide  them 
as  to  what  method  to  pursue  in  the  matter  of  making  up  differ- 
ences.    It  is  a  sort  of  go-as-you-please  affair. 

Another  member  of  the  committee  who  was  also  opposed  to  any 
revision: 

There  was  a  comer  or  squeeze  in  November  and  in  October, 
1906,  and  I  tried  all  over  the  United  States  to  bring  cotton  here 
at  the  differences  then  existing,  but  could  not  do  it.  I  had 
thought  that  if  we  could  not  brmg  cotton  here  under  those  con- 
ditions, how  on  earth  could  we  brmg  it  here  with  three-quarters 
of  a  cent  off?  It  was  tight  in  October  and  November,  and 
when  that  revision  committee  met  about  every  contract  on 
earth  was  owned  by  a  few  men  in  Liverpool,  lou  could  not 
get  cotton  here.  *  *  *  j  g^jj  i\^^i  j^  view  of  the  fact  that 
they  could  not  bring  cotton  here  then  it  was  foolish  to  think  of 
changing  differences  at  all.  Those  were  my  reasons,  and  I  have 
yet  to  be  convinced  that  the  committee  made  a  mistake.  *  *  * 
I  feel  certain  that  the  most  drastic  revisionist  on  that  committee 
only  asked  for  three-quarters  of  a  cent  a  pound  off  middling  for 
low  middling. 

That  [referring  to  the  quotations  collected  by  the  superin- 
tendent of  the  exchange]  is  as  worthless  as  anything  can  pos- 
sibly be;  that  is,  from  the  point  of  view  of  a  cotton  man  who 
knows  the  various  markets  in  the  South.  In  the  first  place, 
you  see  Augusta  quoted  middling  cotton,  and  Augusta  middling  is 
American  strict  middling  to  good  middling;  it  is  Liverpool  good 
middling.  Now,  you  take  Memphis — they  quote  cotton  tnere 
low  middling  and  strict  micldlin|2:,  but  so  far  as  I  know  they  have 
not  any  types  in  Memphis  and  in  the  South  that  are  recognized. 
Go  into  a  factor^s  office,  and  it  is  a  rare  thing  to  get  him  to  admit 
that  any  cotton  is  lower  than  middling.  Go  to  Vicksburg; 
they  have  no  types  of  cotton  there.  In  Houston  they  have  no 
types.  In  Dallas  they  have  no  typos.  ''Low  middling"  is  the 
generally  recognized  term  for  low-grade  cotton.    Now,  what 
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value  is  that  to  a  revision  committee  when  here  we  have  our 
standards?  New  Orleans  quoted  low  middling  cotton  at  IJ 
cents  oflF  last  year,  off  middling.  I  do  not  believe  that  there  was 
ever  a  time  from  the  first  day  of  September  up  to  tliis  when  they 
could  match  our  box  of  low  middling  cotton  at  IJ  cents  off 
middling. 

Still  another  member  said : 

Some  of  the  committee  thought  no  revision  should  be  made,  on 
the  theory  that  reports  were  exaggerated  as  to  the  quality  of  the 
crop,  and  that  later  in  the  season  the  wide  differences  on  the  lower 
grades  would  adjust  themselves  and  become  narrower;  and  even 
those  members  of  the  committee  who  favored,  you  might  say,  a 
radical  revision  thought  that  75  points,  for  mstance,  on  low 
middling  off  middling  would  probaoly  be  sufficient,  whereas  at 
the  time  the  differences  in  the  southern  markets  were  consider- 
ably wider.  As  a  matter  of  fact,  there  was  a  compromise  in 
the  committee  and  the  difference  was  made  50  points  for  low 
middling  off  middling,  when  about  half  the  committee  thought 
it  should  have  been  made  about  75  points,  which,  as  subsequent 
events  proved,  would  have  been  entirely  too  low.  In  other  words, 
the  past  year  has  been  an  abnormal  one,  which  nobody  could 
foresee — even  those  of  the  committee  who  believed  that  a  much 
wider  revision  should  have  been  made  at  the  time.  *  *  * 
They  [the  opponents  of  the  revision]  did  not  justify  that  revision 
otherwise  tnan  to  take  the  ground  that  this  wide  difference  was 
only  temporary  and  that  later  in  the  season  the  difference  would 
again  narrow,  and  that,  therefore,  this  committee  would  show 
the  best  judgment  by  taking  the  broad  view  that  in  making  a 
revision  tor  tne  year  they  must  not  make  too  wide  a  revision. 

Another  member  of  the  committee : 

The  committee  made  a  wider  revision  than  had  been  known  for 
twenty  years  for  all  low  grades,  with  the  exception  of  one  grade, 
and  that  was  within  twelve  points  of  the  widest  difference  ever 
known  in  that  period.  I  thought  that  the  revision  was  a  fair  and 
proper  one,  but  subseauent  storms  and  frosts,  owing  to  the  late- 
ness of  the  crop,  added  an  enormous  quantity  to  the  low  grades, 
which  would,  had  this  been  foreseen,  have  made  wider  differ- 
ences advisable.  *  *  *  ^q  one  could  foresee  the  character 
of  the  weather  that  was  to  prevail  subsecjuently,  and  which 
added  materially  to  the  quantity  of  low-grade  cotton.  Then, 
again,  there  were  peculiar  trade  conditions — the  enormous  con- 
sumption of  Jiigh-class  goods  in  a  so-called  civilized  country 
which  used  a  liigher  class  of  goods  than  ever  before. 

In  connection  with  these  statements  of  members  of  the  committee 
it  may  be  noted  that  Henry  Schaefor,  of  Seigfr.  Gruner  &  Co.,  sub- 
mitted a  very  urgent  letter  against  any  revision  whatever ;  ^  and  that 
William  R.  Craig,  a  member  of  the  committee  who  was  prevented 

"  See  page  203. 
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from  attending  on  account  of  illness,  at  thf^^t  time  argued  in  a  writ- 
ten communication  against  a  revision,  saying: 

It  would  be  about  as  sane  for  our  conunittee  to  base  the  dif- 
ferences for  the  next  ten  months  on  present  conditions  as  it 
would  be  for  the  South  to  try  to  sell  its  cotton  on  the  basis  of  a 
comer  in  the  New  York  market.  *  *  *  i  beUeve  that  the 
present  differences  are  very  nearly  correct,  and  as  soon  as  the 
comer  conditions  in  the  South  in  the  high  grades  are  relieved 
and  the  spinners  begin  to  consume  the  lower  grades,  which  must 
come  witnin  a  very  short  time,  the  existing  differences  in  the 
South  will  return  to  their  normal  conditions,  which,  as  I  have 
said,  I  beUeve  to  be  very  near  the  New  York  differences  as  they 
exist  to-day. 

The  letters  to  Mr.  Craig^s  firm  from  southern  correspondents,  also 
submitted,  were  of  the  same  general  tenor. 

In  considering  these  communications  it  was  proper  for  the  com- 
mittee to  bear  in  mind  that  both  Mr.  Schaefer  and  Mr.  Craig  were 
extensively  interested  in  spot  cotton,  and  that,  as  holders  of  a  large 
amount  of  spot  cotton  against  which  they  might  have  sold  contracts, 
their  personal  interest  might  be  to  prevent  a  revision  which  would 
increase  differences  for  low  grades  or  narrow  differences  for  high 
grades,  since  this  would  of  course  reduce  the  value  of  their  cotton 
when  finally  delivered  on  subcontracts.  This  circumstance  could 
very  properly,  and,  in  fact,  should,  have  been  taken  into  considera- 
tion by  the  revision  committee. 

Attempts  to  forecast  future  differences  mere  guesswork. — 
The  argument  that  the  members  of  the  committee  expected,  or 
hoped,  that  differences  estabUshed  by  the  committee  would  prove 
correct  before  the  end  of  the  season  is  an  extremely  interesting  one. 
It  amounts  to  this,  that  the  revision  committee  of  the  New  York 
Exchange,  or  at  least  a  majority  of  its  members,  assume  that  the 
intent  of  the  rules  is  that  they  shall  establish  differences  between 
the  grades  in  the  cotton  crop — the  annual  value  of  which  has  for 
years  exceeded  $500,000,000  and  which  directly  affects  a  vast  popu- 
lation throughout  the  entire  South  and  more  or  less  directly  affects 
the  entire  world — on  the  basis  of  guesswork,  for  no  one  can  do  more 
than  guess  at  the  differences  months  in  advance.  This  guessing  con- 
test, moreover,  is  left,  not  to  unprejudiced  parties,  but  largely  to 
individuals  who  are  subjected  by  their  personal  interests  to  enormous 
temptation  to  guess  for  their  own  benefit  instead  of  for  the  interests 
of  the  exchange  and  the  cotton  trade  as  a  whole.  Furthermore, 
the  fact  that  later  in  the  season  differences  may  return  to  the  basis 
established  by  the  committee  is  no  answer  to  the  objections  to  the 
system,  since  this  does  not  prevent  the  contract  price  in  the  mean- 
time from  going  to  an  abnormal  discount,  and  thus  causing  heavy 
loiss. 
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Admitting  that  all  members  of  the  revision  committee  were  actu- 
ated by  the  sincerest  of  motives,  and  that  they  aimed  to  guess  at 
differences  for  ten  months  ahead,  there  can  be  no  more  telling  con- 
demnation of  such  a  system  of  guessing  than  that  contained  in  the 
ultimate  result  of  the  November,  1906,  meeting.  As  shown  else- 
where, the  guesses  of  the  committee,  if  such  the  revisions  be  consid- 
ered, in  previous  years  have  likewise  been  frequently  T'vide  of  the 
mark,  with  consequent  disturbance  of  the  normal  relation  between 
the  contract  and  the  spot  markets. 

Damage  to  the  crop  after  the  revision. — From  the  statements 
of  members  of  the  revision  committee,  already  quoted,  it  will  be  seen 
that  several  of  them  insisted  that  the  cotton  crop  was  seriously  dam- 
aged after  the  meeting  of  November  21,  1906. 

While  it  is  true  that  the  character  of  the  crop  was  lowered  by 
unfavorable  weather  conditions  occurring  after  that  date,  there  can 
be  no  possible  doubt  that  the  crop  had  been  very  seriously  damaged 
long  before  that  time,  and  that  the  revision  committee  of  the  New 
York  Cotton  Exchange  had  convincing  information  before  it  to  this 
effect.  There  was  no  question,  therefore,  that  the  general  character 
of  the  crop  was  lower  than  it  had  been  for  years,  for  a  large  part  of  the 
crop  had  been  picked  at  the  time  the  committee  met,  and  the  condi- 
tion of  the  unpickecl  portion  of  the  crop  was  known  to  be,  in  the  main, 
very  low.  The  committee  (^uld  not  possibly  defend  its  action  on  the 
ground  that  it  did  not  know  the  crop  was  damaged.  The  contention 
of  members  of  the  committee  that  they  failed  to  comprehend  fully 
what  would  be  the  ultimate  effect  of  such  damage  on  grade  differences 
does  not  relieve  them  of  responsibility  for  disregarding  the  effects 
already  clearly  manifest.  These  effects  had  already  been  shown  in 
current  spot  prices  in  southern  markets  wliich  were  reported  to  the 
committee,  and  it  was  a  gratuitous  assumption  on  the  part  of  the 
committee  to  hold  that  merchants  generally  had  overestimated  the 
importance  of  the  injury  to  the  crop  in  establishing  such  spot  prices. 

It  doubtless  would  have  been  too  much  to  expect  the  revision  com- 
mittee to  foresee  the  still  further  widening  in  commercial  differ- 
ences which  took  place  later  in  the  season.  But  at  the  time  the  com- 
mittee met  the  differences  off  for  low  grades  in  southern  markets  were 
unusually  wide,  and  members  of  the  committee  undoubtedly  knew 
that  if  they  failed  to  increase  the  differences  for  these  grades  in  the 
New  York  market  the  result  would  be  to  send  the  contract  price  to  a 
further  discount  as  compared  with  the  spot  price  of  middling,  at  least 
for  the  time  being. 

Alleged  corner  in  November  contracts. — It  will  be  noted  that 
oije  member  of  the  revision  committee  asserted  that  there  was  vir- 
tually a  corner  or  squeeze  in  November  contracts  in  1906,  and  that  he 
was  much  impressed  vriih  the  fact  that  this  squeeze  had  failed  to 
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attract  cotton  from  the  South  to  New  York.  It  was  argued  that  if 
low-grade  cotton  could  not  be  shipped  and  delivered  on  contracts  at 
the  narrow  differences  existing,  and  particularly  when  the  basis  con- 
tract price  was  thus  unusually  advanced,  then  it  would  be  useless  to 
talk  of  such  shipments  if  differences  for  these  low  grades  were  made 
still  greater. 

That  the  November  position  in  the  New  York  market  in  1906  was 
subjected  to  a  moderate  squeeze  is  clearly  indicated  by  the  fact  that 
the  quotation  for  the  November  delivery  was  at  a  substantial  pre- 
mium over  the  quotations  for  succeeding  delivery  months.  Under 
normal  conditions  the  reverse  should  be  true,  because  the  carrying  of 
cotton  involves  expenses  for  warehousing,  interest,  and  other  carrying 
costs.  Normally,  and  particularly  in  November  when  there  is  an 
ample  supply  of  cotton  in  the  South,  the  price  of  spot  cotton  should  be 
lower  than  the  price  of  distant  future  deliveries  within  the  same  crop 
year,  on  account  of  such  carrying  charges.  On  the  other  hand,  if  the 
stock  of  cotton  in  New  York  is  small  and  the  future  market  heavily 
oversold,  the  efforts  of  sellers  of  contracts  to  secure  cotton  to  deliver, 
or  to  secure  other  contracts  to  offset  those  previously  sold  by  them 
may  forc«  the  price  of  current  contracts  and  the  spot  price  sharply 
upward.  At  the  same  time  the  future  quotation  for  a  succeeding 
month  may  not  be  affected  since  the  seller  has  time  to  buy  cotton 
in  the  South  and  ship  it  to  New  York  to  deliver  against  previous  sales 
of  such  contracts,  and  ordinarily  would  do  so  rather  than  pay  any 
undue  pric^  for  cotton  or  for  contracts  in  the  New  York  market. 

There  was  such  an  unusual  situation  in  the  future  market  in  the 
fall  of  1906.  Thus,  in  the  latter  part  of  September,  October  futures, 
which  had  previously  been  40  points  below  the  price  of  January 
futures,  narrowed  to  less  than  30  points  below  January.  By  October 
10  this  discount  was  extinguished,  and  October  contracts  closed  at 
10.83  bid,  whereas  Januarj^  contracts  on  that  da}'  closed  at  10.82. 
On  November  1  January  contracts  closed  at  10.10  bid  and  Novem- 
ber contracts  at  10.03  bid,  but  by  November  15  the  price  of  November 
contracts  was,  at  the  close,  27  points  higher  than  that  of  Januarj^ 
contracts.  On  November  21,  the  day  of  the  November  revision,  the 
quotation  for  November  futurCvS  closed  at  8  points  above  that  for 
Januar\%  and  on  November  28  it  was  59  points  above  that  for 
January. 

It  might,  at  lirst  sight,  seem  surprising  that  such  a  premium  for 
November  futures  should  not  attract  a  large  amount  of  cotton  to 
New  York.  It  must  bo  rememborod,  however,  that  New  York  is  at 
a  considerable  distance  from  the  cotton  belt,  and  that  ordinarily  some 
little  time  is  ntvossarv  to  move  cotton  from  the  South  to  New  York. 
While  under  favorable  conditions  such  shipments  might  be  made  in 
a  few  days,  there  is  always  risk  of  delay  in  transportation,  and  no 
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one  would  have  been  disposed  to  sell  November  contracts  short 
when  a  squeeze  was  on  with  the  idea  of  bringing  cotton  from  the 
South  unless  he  had  ample  time  to  allow  for  such  delays  or  mishaps, 
since  otherwise  he  himself  might  be  badly ''  squeezed/'  Consequently 
the  extreme  premium  which  occurred  in  the  price  of  November  con- 
tracts toward  the  end  of  November  may  be  disregarded,  for  it  was 
then  too  late  to  sell  contracts  with  the  idea  of  bringing  cotton  from 
the  South  in  fulfillment  of  them. 

A  more  important  reason  why  cotton  merchants  either  in  New  York 
or  in  the  South  would  have  been  indisposed  to  sell  contracts  at  New 
York  in  November,  1906,  with  the  idea  of  delivering  cotton  upon 
them  was  that  a  very  drastic  revision  of  differences  on  low  grades  by 
the  New  York  revision  committee  was  generally  expected  in  the,  cot- 
ton trade.  Consequently,  any  such  moderate  advance  in  the  con- 
tract price  as  occurred  prior  to  the  meeting  of  the  revision  committee 
might  easily  have  been  more  than  counterbalanced  by  the  revision  on 
that  date.  On  account  of  the  distance  of  New  York  from  the  cotton 
belt,  any  seller  of  November  contracts  could  not  well  have  calculated 
definitely  on  delivering  his  cotton  prior  to  the  revision. 

In  this  connection  it  was  learned  that  practically  all  the  stock  of 
cotton  in  the  New  York  market  in  November,  1906,  was  owned  bj- 
a  few  Liverpool  concerns.  No  evidence  was  obtained  to  show  that 
any  New  York  Cotton  Exchange  firms  were  interested  with  this 
Liverpool  clique,  although  this  was  intimated.  It  was,  in  fact,  sug- 
gested by  some  that  the  November  position  had  been  squeezed  in  the 
manner  indicated  for  the  express  purpose  of  influencing  the  revision 
committee.  No  tangible  evidence  for  any  such  assertion  was  dis- 
covered, and  the  unusual  premium  for  November  deliveries  over  more 
distant  months  must  be  regarded  as  a  logical  result  of  a  concentrated 
ownership  of  cotton  at  a  time  when  the  future  market  was  oversold. 

Section  6.  Market  interests  of  members  of  the  committee.    * 

Charges  that  members  of  the  revision  committee  abused  their 
trust  undoubtedly  attracted  more  attention  because  of  a  belief  that 
certain  members  of  the  committee  were  short  of  the  market,  either 
independently  or  in  connection  with  straddles  between  New  York 
and  Liverpool,**  and  that  they  were  thus  influenced  by  considerations 
of  personal  interest.  By  fixing  the  difi*erences  too  narrow  on  low 
grades  the  contract  was  depressed  and  those  who  were  short  of  course 

«  Such  a  straddle  ia  a  transaction  involving  a  sale  in  one  market  and  a  purchase  in 
another,  the  theory  being  ordinarily  that  the  two  markets  are  out  of  parity  and  will 
tend  to  come  nearer  together.  In  190(),  however,  these  straddles,  though  originally 
undertaken  on  this  theory,  were  continued  on  the  opposite  assumption;  that  is,  that 
the  New  York  contract,  which  had  })ecome  much  })elow  the  Liverpool  price,  would 
decline  still  further,  while  the  Liverpool  contract  would  continue  to  advance. 
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profited  accordingly.  That  several  members  of  the  revision  com- 
mittee, including  a  number  of  those  who  opposed  a  revision,  were 
short  of  the  market  was  admitted  by  these  members  themselves. 
Moreover,  some  members  of  the  conunittee  owned  spot  cotton  at 
that  time,  and  they  were  also  interested  in  maintaining  narrow  dif- 
ferences and  thus  placing  an  imdue  value  upon  such  holdings  when 
tendered  on  contracts.  At  the  same  time,  most  of  them  asserted 
that  their  votes  had  not  been  influenced  by  their  position  in  the 
market,  but  that  they  had  fairly  considered  the  situation  to  the  best 
of  their  ability.  A  few  members  of  the  committee,  however,  argxied 
that  it  was  really  impossible  for  a  man  completely  to  eliminate  from 
consideration  his  pecuniary  interests  when  these  were  so  important. 
Oxie  member  of  the  revision  coihmittee  said  in  this  connection : 

I  do  not  believe  that  the  committee  in  any  way — that  is,  a 
large  majority  of  them — had  any  interest  in  cotton  or  went  into 
the  room  at  any  revision,  or  ever  went  into  the  room,  with  any 
purpose  except  to  try  to  do  what  was  the  right  thing.  *  *  * 
There  are  a  few  men — they  are  alwavs  here — I  do  not  think 
there  ever  will  be  a  committee  on  which  there  are  not  some  men 
that  have  interests  in  cotton,  and  it  is  quite  natural  for  them  to 
look  at  their  own  interests  and  favor  their  own  ideas.  *  *  * 
The  action  of  the  committee,  in  my  opinion — the  way  I  saw  it — 
was  a  very  grave  mistake;  and,  while  it  did  not  come  to  all, 
I  think,  at  once,  it  came  very  quickly  afterwards,  when  they  real- 
ized what  a  feeling  they  had  started  up  all  over  the  South.  Any 
one  of  those  gentlemen  to-day  will  say  they  made  a  grave  mistake. 

Another  member  of  the  committee,  referring  especially  to  the  dif- 
ference for  low  middling,  said: 

I  think  there  were  several  of  us  who  agreed  that  we  ought  to 
have  had  a  revision  of  from  three-quarters  to  seven-eightlis ;  but 
when  we  heard  some  of  the  remarks  made  by  some  of  the  other 
members  we  knew  there  was  no  use  in  proposing  seven-eighths. 
We  had  to  vote  on  a  62  versus  50  proposition,  and  of  course  we 
found  ttiat  we  were  in  a  minority.  We  were  in  the  minority  all 
the  time.     It  was  a  lengthy  meeting. 

One  member  of  the  committee  who  admitted  that  he  was  short  of 
the  New  York  market  and  long  of  Liverpool,  and  who  made  a  great 
deal  of  money,  said : 

I  do  not  think  the  differences  should  be  fixed  once  a  year  or 
twice  a  year,  or  any  other  number  of  times  a  year.  We  have 
here  a  contract  which  calls  for  the  delivery  of  cotton  between  one 
man  and  another.  I  am  very  emphatic  in  believing  that  there 
ought  to  be  no  committee  or  parcel  of  men  who  have  the  power  to 
alter  the  terms  of  this  contract.  You  get  together  an  aggregation 
of  seventeen  men  here.  There  is  no  telling  what  an  ordmary  jury 
is  going  to  do  in  judging  facts.  But  here  you  get  together  a  parcel 
of  seventeen  intelligent  men.  Every^one  of  them  must  be  mt cr- 
ested more  or  less  in  the  fixing  of  differences.  If  they  were  not 
interested,  they  would  not  be  in  the  cotton  trade.     Now,  you  are 
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asking  them  to  do  something  they  can  not  do — eliminate  self- 
interest  in  acting  upon  a  question  where  they  are  vitally  inter- 
ested. *  *  *  Here  you  have  got  seventeen  men  to  do  some- 
thing w:ith  no  basis  on  which  to  do  it;  they  do  not  know  what 
they  are  expected  to  do  it  on,  except  that  they  are  to  fix  diflFer- 
ences  bitiding  between  buyer  and  seller  for  ten  months,  and  that, 
too,  when  the  contracts  have  already  been  entered  into  and  any- 
thing thejr  do  must  take  so  much  money  out  of  one  man's  pocket 
and  put  it  into  another  man's  pocket.  *  *  *  If  a  man  was 
not  interested  in  the  cotton  busmess,  he  would  not  be  a  fit  person 
to  sit  on  that  committee  and  make  differences,  and  at  the  same 
time  if  he  is  interested  in  the  cotton  business  he  is  not  a  fit  person 
to  sit  there  and  fix  diflFerences  affecting  a  contract  between  him- 
self and  somebody  else.  *  *  *  it  simply  amounts  to  the 
same  thing  as  a  judge  sitting  on  the  bench  and  passing  on  his  own 
case. 

Another  member  of  the  committee  who  stated  that  he  had  no  inter- 
est in  the  future  market  at  the  time  the  committee  met,  but  that  as  a 
holder  of  spot  cotton  he  desired  no  revision,  took  substantially  the 
same  ground: 

When  this  revision  committee  meets  .to  make  the  revision  for 
the  ensuing  nine  months,  if  a  man  is  doing  any  business  at  all  he 
has  his  season's  work  planned  and  mapped  out  before  him;  and 
if  it  were  a  qualification  to  become  a  member  of  that  committee 
to  have  absolutely  no  interest  in  the  market,  then  I  can  not  con- 
ceive of  being  able  to  pick  out  seventeen  men  who  would  be  com- 
petent to  say  what  the  differences  should  be.  In  other  words,  a 
man  must  be  interested  to  a  certain  extent ;  it  is  Quite  impossible 
that  he  should  not  be.  *  *  *  It  is  a  most  difficult  thing — in 
fact,  an  impossible  thing — to  find  an  ideal  revision  committee. 
Granting  that  that  is  a  lact,  what  should  be  done?  It  seems  to 
me  the  only  logical  conclusion  is  that  we  should  do  away  with  our 
revision  committee  altogether  and  that  we  should  go  onto  fixed 
differences.  This  way  of  putting  in  the  hands  of  a  committee  the 
power  to  absolutely  change  every  contract  in  existence  on  the 
New  York  Cotton  Exchange  as  oetween  buyer  and  seller  is  all 
wrong.** 
The  statement  of  this  member  of  the  committee  furthermore 
showed  clearly  that  he  appreciated  the  important  influence  which 
changes  in  differenccvS  might  exert  upon  the  contract  price,  as  will  be 
seen  from  the  following  excerpt : 

K  t|ie  members  did  not  have  interests  in  the  market  they 
would  not  be  competent  to  serve  on  the  committee,  because  they 
would  not  know  anything  about  the  differences  between  grades. 
ThxU  question  of  differences  between  grades  is  what  makes  wider  or 
narrower  differences  between  the  three  markets;^  and  the  merchant 

«  For  a  discussion  of  absolutely  fixed  differences  soo  page  348. 
^That  is,  differences  })ptwecn  the  contract  prices  in  New  York,  New  Orleans,  and 
Liverpool.    Italics  by  Bureau. 
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who  can  diagnose  the  effect  that  a  high-grade  crop  or  a  low-grade 
crop  is  going  to  have  on  all  three  markets,  and  the  relative  effect 
it  is  going  to  have,  is  the  man  that  will  make  money  out  of  it. 

Section  7.  Conclusions  as  to  the  committee's  action. 

It  is  admitted,  therefore,  that  several  members  of  the  committee 
were  short  of  the  market  or  were  engaged  in  straddling  operations, 
and  consequently  made  enormous  profits  as  a  result  of  the  revision. 
However,  it  must  be  remembered  that  straddles  between  markets,  or 
commitments  on  the  short  side  of  the  market,  are  a  more  or  less  con- 
stant feature  of  future  trading,  and  that  in  a  committee  consisting  of 
seventeen  men  it  would  be  surprising  if  at  all  times  some  members  were 
not  committed  to  one  side  of  the  market  or  the  other;  in  fact,  it  is 
inevitable  that  in  the  absence  of  a  rule  expressly  prohibiting  mem- 
bers interested  in  the  market  from  serving  on  the  revision  commit- 
tee— which  would  exclude  some  of  the  most  intelUgent  members  of 
the  exchange — many,  if  not  most,  members  of  the  conmiittee  will  be 
thus  personally  interested  in  the  market.  The  mere  fact  that  mem- 
bers were  so  interested  in  November,  1906,  and  that  they  made  large 
profits,  is  not  necessarily  evidence  of  bad  faith. 

At  the  same  time  from  various  statements  made  to  agents  of  the 
Bureau  and  from  admissions  of  some  members  of  the  committee,  such 
as  those  above  quoted,  that  it  is  almost  impossible  for  them  to  dis- 
regard their  financial  interests,  the  Bureau  feels  justified  in  saying 
that  some  members  of  the  committee  were,  consciously  or  uncon- 
sciously, influenced  by  the  advantage  which  would  accrue  to  them  if 
they  could  prevent  any  revision,  or  at  least  a  radical  revision  of  grade 
differences.  Certainly  those  members  who  took  this  position  disre- 
garded all  evidence  and  information  of  actual  differences  submitted 
to  them.  However,  those  members  of  the  committee  who  at  first 
favored  a  wider  revision  are  not  wholly  blameless,  since  had  they 
stood  together  in  determined  fashion  they  could  have  forced  a  more 
drastic  revision  than  that  actually  made. 

At  least  one  conclusion,  and  that  the  most  important,  can  be 
safely  made.  It  is  true  that  it  is  impossible  to  absolutely  prove  what 
were  the  mental  condition  and  mental  operations  of  a  given  body  of 
men  at  a  given  time,  or  to  establish  beyond  question  individual  intent. 
But  there  is  proven  beyond  a  question  that  at  the  time  this  revision 
took  place  there  existed  in  this  committee  (1)  the  power  to  do  this 
thing,  (2)  a  very  strong  personal  interest  which  would  urge  them 
thereto,  and  (3)  that  the  admitted  results  of  their  action  to  their  own 
profit  were  exactly  the  same  as  though  their  action  had  been  delib- 
erately taken  with  intent  to  acconipUsh  that  end.  While,  therefore, 
the  Bureau  can  not  absokitely  assert  that  their  action  was  taken  with 
such  deliberate  intent,  and  can  not  thus  fix  beyond  question  the  per- 
sonal  responsibility  of  these  men,  the  proven  facts  at  least  condemn 
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beyond  a  question  the  system  itself  which  makes  such  things  possible 
and,  in  fact,  very  probable. 

It  may  be  argued  that  revision  committees  at  New  York  are  no 
more  susceptible  to  the  temptation  of  acting  from  motives  of  self- 
interest  than  are  quotation  committees  or  arbitrators  in  the  New 
Orleans  market.  Even  if  this  were  true,  however,  the  evil  effects  of 
such  abuse  of  power  are  almost  certain  to  be  greater  imder  the  peri- 
odic-diflFerence  system  than  under  the  commercial-difference  system. 
In  New  Orleans  the  daily  quotations  are  supposed  to  be  estabhshed 
not  by  guesswork,  but,  in  the  main,  on  actual  daily  transactions 
reported  to  the  committee  or  made  by  members  of  the  committee. 
In  other  words,  the  decision  of  the  spot-quotation  committee  is  sup- 
posed to  be,  and  usually  is,  based  on  tangible  evidence  which  can  be 
challenged  by  any*  member  of  the  committee  dissatisfied  with  the 
vote  of  his  fellow-members,  or  by  any  member  of  the  exchange.  As 
a  result  of  this  opportimity  immediately  to  challenge  erroneous  quo- 
tations established  by  the  spot-quotation  committee,  grave  errors  are 
almost  certain  to  be  corrected  at  an  early  date  in  New  Orleans. 
On  the  other  hand,  in  New  York  there  is  no  standard  by  which 
the  revision  committee  is-  bound  to  act  and  in  accordance  with 
which  such  action  can  therefore  be  challenged;  furthermore,  an 
error  made  in  establishing  grade  differences  in  November  must, 
under  the  rules  of  the  exchange,  remain  in  force  at  least  imtil  the 
following  September.  In  the  case  of  arbitrations  in  the  New 
Orleans  market,  moreover,  it  is  expressly  provided  by  the  rules  of 
the  New  Orleans  Cotton  Exchange  that  no  arbitrator  shall  serve 
on  a  lot  of  cotton  in  which  he  is  personally  interested.  It  may  be 
argued,  of  course,  that  while  an  arbitrator  may  not  be  interested 
in  the  cotton  which  he  personally  inspects  he  may  be  interested  in 
deliveries  of  cotton  on  contract  on  the  same  day,  and  that  conse- 
quently he  will  be  influenced  by  considerations  of  self-interest. 
While  this  is  true,  again,  any  attempt  of  arbitrators  to  establish 
improper  differences  can  be  challenged,  and,  ordinarily,  by  com- 
parison of  awards  of  arbitrators  with  actual  selling  prices  of  cotton 
in  the  spot  market  any  serious  error  of  this  sort  could  be  readily 
detected.  The  charges  of  deliberate  abuse  by  quotation  committees 
and  arbitrators  at  New  Orleans  are  more  fullv  discussed  in  Chapter 
VIII. 

n.  OTHER  CHARGES  OF  SIMILAR  ABUSES. 

Section  8.  Complaints  against  revision  of  November,  1903. 

The  revision  of  New  York  differences  in  November,  1903,  like- 
wise caused  pronoimced  and  bitter  complaint,  and  although  charges 
of  intentional  abuse  of  power  were  not  as  specific  as  those  made  in 
November,  1906,  feeling  against  the  revision  committee  was  intense. 
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Gtenend  conditions  in  the  cotton  market  in  November,  1903,  were 
radicaUy  different  from  those  existing  in  November,  1906.  Instead 
of  an  abnormally  low  grade  crop,  in  1903  the  crop  was  of  exceptionally 
high  grade.  As  a  result  of  the  great  siuplus  of  high  grades  these  were 
selling  at  tmnsually  small  premiums  on  middling.  Thus,  whereas  on 
September  1,  1903,  good  middling  cotton  was  selling  in  New  Orleans 
at  three-eighths  cent  on  middling,  as  early  as  September  21  this 
premium  had  narrowed  to  three-sixteenths  cent,  at  which  point  it 
remained  up  to  the  time  of  the  meeting  of  the  New  York  revision 
committee  in  November,  and  for  many  weeks  afterwards.  On  the 
other  hand,  the  arbitrary  difference  of  the  New  York  Cotton  Ex- 
change for  good  middling  cotton,  as  fixed  in  November,  1902,  and 
continued  in  September,  1903,  was  44  points,  or  nearly  one-half  cent. 
The  differences  in  effect  at  the  time  the  committee  met  in  Novem- 
ber, all  of  which  were  left  unchanged  by  the  committee,  were  as 
follows: 

Table  21.— DIFFERENCES  BETWEEN  GRADES  AS  REAFFIRMED  BY  THE  REVISION 
COMMITTEE  OF  NEW  YORK  COTTON  EXCHANGE  IN  NOVEMBER,  1903. 


Onule. 


Fair 

Strict  middling  fair... 

Middling  fair 

Barely  middling  fair. . 
Strict  good  middling . 
Fully  good  middling. . 

Good  middling 

Barely  good  middling 

Strict  middling 

Middling. 

Strict  low  middling. . . 
Fully  low  middling . . . 

Low  middling 

Barely  low  middling. . 
Strict  good  ordinary.. 


Difference. 


Grade. 


l.aoon 
1.13  on 
.96  on 
.79  on 
.62  on 
.53  on 
.44  on 
.33  on 
.22  on 
Basis. 
.14  off 
.26  off 
.38  off 
.55  off 
.72  off 


Fully  good  ordinary. 

Good  ordinary...' 

Strict  good  middling  tinged . 

Good  middling  tinged 

Strict  middling  tinged 

MiddUng  tinged 

Strict  low  middling  tinged.. . 

Low  middling  tinged  a 

Strict  good  ordinary  tinged  a 

Fully  middling  stained 

MiddUng  stained 

Barely  middling  stained 

Strict  low  middling  stained.. 
Fully  low  middling  stained. . 
Low  middling  stained 


Difference. 


0.86  off 

LOaofl 

.30  on 

Basis. 

.06  off 

.12  off 

.34  off 

.50  off 

.84  off 

.^2ofl 

.50  off 

.78  off 

1.06  off 

1.28  off 

1.50  off 


a  Differences  for  these  grades  had  not  been  established  prior  to  this  time. 

Protest  of  minority  of  the  revision  committee. — A  minority" 
of  the  revision  committee  contended  that  the  disparity  between  the 
premiums  being  paid  for  high-grade  cotton  in  the  spot  markets  and 
the  differences  existing  for  those  grades  in  New  York,  together  with 
the  prospect  of  an  abnormally  large  proportion  of  high-grade  cotton 
in  the  crop  of  1903-4,  made  it  imperative  that  the  revision  committee 
should  narrow  the  differences  in  New  York  in  order  to  restore  and 
maintain  a  proper  relation  between  the  price  of  futures  and  the  price 
of  spot  cotton.  If  excessive  differences  were  permitted  to  remain  in 
force,  they  would  tend  to  send  the  contract  price  to  a  discount.     The 
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majority  voted  against  a  revision,  and  this  is  precisely  what  happened. 
The  discrepancy  between  the  spot  price  and  the  contract  price  for  the 
current  month  gradually  widened  and,  in  January,  the  margin 
between  the  price  of  January  contracts  and  the  price  of  spot  cot- 
ton was  more  than  75  points,  and  an  abnormally  wide  margin  pre- 
vailed for  several  months  of  that  year.  It  should  be  stated,  in  this 
connection,  that  this  was  the  year  known  in  the  cotton  trade  as  the 
** Sully''  year,  and  that  owing  to  the  imusually  active  and  excited 
speculation  of  that  period  conditions  were  somewhat  exceptional. 
The  complaints  over  differences,  however,  were  made  some  time 
before  the  Sully  campaign  reached  its  height. 

The  failure  of  the  committee  to  change  the  differences  drew  forth 
very  severe  criticism  from  members  of  the  exchange,  and  in  fact 
from  a  minority  of  the  revision  committee  itself.  So  strong  was  the 
feeUng  of  certain  members  of  the  committee  that  they  presented 
a  formal  protest  to  the  board  of  managers  through  the  president 
of  the  exchange.  Perhaps  nothing  brings  out  more  clearly  the  situa- 
tion at  that  time  than  does  this  formal  protest,  and  it  is  here  given 
in  full: 

~         November  21,  1903. 
Mr.  Robert  P.  McDougall, 

President  New  York  Cotton  Exchange, 

New  York, 
Dear  Sir:  As  the  difference  of  opinion  between  the  majority 
and  the  minority  of  the  committee  on  revision  as  to  the  question 
of  revision  at  the  meeting  on  November  19  was  so  decided,  we, 
the  minority,  in  justice  to  ourselves,  desire  to  present  to  the 
board  of  managers,  through  you,  a  minority  report. 

Our  reasons,  in  addition  to  the  above,  for  presenting  this 
report  are  in  general  as  follows: 

The  difference  of  opinion  between  the  majority  and  the  minor- 
ity as  to  the  differences  on  the  grades  above  middling,  especially 
on  the  grades  of  strict  good  middling,  good  middling,  and  strict 
middling,  is  so  great  that  we  consider  it  could  not  have  been  due 
to  a  difference  regarding  the  opinion  of  the  value  of  these  grades 
commercially,  but  due  to  a  dinerent  interpretation  of  the  power 
delegated  to  the  committee  on  revision  by  section  72  of  the  by- 
laws of  the  New  York  Cotton  Exchange  (a  copy  of  which  is 
appended)  and  a  different  understanding  of  the  method  to  be 
followed  annually  in  fixing  the  differences,  and  in  substantiation 
of  our  idea  that  the  grades  were  to  be  revised  in  accordance  with 
their  present  approximate  commercial  value  (taking  also  into 
consideration  tlie  possible  future  quantity  of  each  grade)  we 
submit  herewith  the  following  data  m  support  of  our  convictions 
that  the  above-mentioned  grades,  especially,  should  have  been 
revised  and  the  differences  as  compared  with  middling  made 
narrower;  the  white  grades  below  middling,  and  tinged  grades 
being  already  at  the  narrowest  differences  of  the  past  ten  years, 
and  middling  and  low  middling  stained  at  the  same  differences 
as  the  past  tnree  years. 
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As  this  evidence  seems  to  us  to  be  overwhelming,  we  can  only 
suppose  that  we  were  acting  under  a  different  interpretation  of 
our  powers,  and  the  method  to  be  followed,  from  the  majority. 
If  we  are  incorrect  in  our  idea  of  what  should  govern  the  com- 
mittee, we  desire  the  board  of  managers  to  so  j&vise  us.  K  we 
are  not  incorrect,  we  desire  to  present  our  side  of  the  question  to 
the  managers,  through  you,  for  such  action  as  they  may  deem 
best. 

It  is  maiufestly  impossible,  in  our  beUef,  for  the  committee  to 
work  inteUigently  as  a  whole  unless  they  are  all  of  the  same  mind 
as  to  the  authority  conferred  upon  them,  and  in  simple  justice  to 
us,  as  members  of  this  committee,  and  to  the  conunittee.  as  a 
whole,  we  consider  it. necessary  for  the  board  of  managers  to 
decide  what  shall  govern  the  committee,  so  that  there  can  be  no 
uncertainty  now  or  in  the  future. 

In  support  of  our  views  that  the  differences  on  grades  above 
middling,  especially  on  the  grades  of  strict  good  middling,  good 
middling,  and  strict  middling,  should  have  been  revised,  m  view 
of  our  belief  regarding  the  committee's  powers  and  methods,  we 
present  the  following  evidence: 

First.  That  the  only  letters  written  by  members  of  the  ex- 
change to  the  revision  committee,  as  requested  by  section  72, 
were  m  favor  of  a  revision  of  the  grades  above  middling. 

Second.  That  the  evidence  presented  to  the  committee  in  its 
meeting  was  to  the  effect  that  good  grades  were  generally  much 
more  plentiful  this  year  than  last,  and  this  was  not  disputed. 

Third.  If  the  differences  made  last  November  were  correct  for 
last  year's  crop  for  the  above-mentioned  three  grades,  they  could 
not  De  correct  for  this  crop,  as  it  is  a  well-knowTi  fact  that  this  is 
a  high-grade  crop  and  that  we  have  had  almost  continuous  dr^^ 
Aveather  since  September  throughout  the  South,  and  have  had  an 
abnormal  picking  season,  as  against  an  abnormally  rainy  one  last 
year. 

Fourth.  Statistics  were  presented  to  the  committee  showing 
that  on  an  average  over  75  per  cent  of  the  crop,  in  the  opinion  of 
southern  correspondents  from  every  State,  had  been  picked,  thus 
guaranteeing  that  the  percentages  of  high  grades  would  be  much 
greater  than  last  year,  and  especially  as  it  is  known  that  there  is 
Rttle  or  no  second  growth  this  season. 

Fifth.  The  only  statistics  presented  regarding  the  percentages 
of  grades  this  year  east  of  the  Mississippi,  as  compared  to  same 
time  last  year,  were  to  the  effect  that  there  were  6  per  cent 
strict  good  middling  this  year,  as  against  3  per  cent  last  year;  30 
per  cent  good  middling  tliis  year,  as  against  18  per  cent  last  year; 
38  per  cent  strict  middling  this  year,  as  against  38  per  cent  last 
year;  19  per  cent  middling  this  year,  as  agamst  29  per  cent  last 
year — about  double  the  percentage  of  strict  good  middling  and 
good  middling,  and  as  regards  strict  middling. 

Sixth.  The  revision  committee,  at  its  meeting  last  November, 
asked  and  we  think  obtained  permission,  and  this  request  was 
unanimous  on  their  part,  to  fix  the  difference  for  strict  middling 
independentlv  of  the  good  middling  difference,  for  the  reason 
that  it  was  then  felt  that  the  difference  made  last  year  for  strict 
middling  above  middling  was  too  large,  although  unavoidable 
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on  account  of  our  rules,  as  there  was  a  scarcity  of  good  middling 
last  year,  but  not  the  same  scarcity  of  strict  middling,  but  under 
the  rules  they  were  compelled  to  make  strict  middling  halfway 
between  good  middling  and  middling.  In  other  words,  at  the 
meeting  last  year  it  was  felt  that  strict  middling  was  rated  at 
too  much  on  middling,  which  was  the  reason  for  changing  the 
rule  to  enable  the  committee  to  avoid  this  error  in  the  future, 
but  this  year,  with  the  same  percentage  of  strict  middling  as 
last  and  good  weather  against  bad,  it  is  left  unchanged. 

Seventh.  Statistics  of  the  exchange  for  the  past  ten  years 
show  that  at  no  time  has  strict  good  middling  been  at  a  greater 
difference  than  one-half  on  except  last  year,  or  good  middling 
over  three-eighths  on  except  last  year,  or  strict  middling  over 
three-sixteenths  on  except  last  year,  thus  showing  the  precedent 
of  the  past,  which  in  our  opinion  is  sufficient  proof  of  our  under- 
standing of  the  meaning  of  section  72,  yet  it  is  generally  admitted 
that  this  year's  crop  has  been  one  or  the  most  uniformly  high 
grade  crops  we  have  had  for  ten  years.  In  substantiation  of 
this,  please  find  below  stated  differences  for  ten  years  of  the  New 
York  Cotton  Exchange,  also  the  percentages  for  the  seasons  of 
each  of  these  three  grades  as  received  in  classing  the  purchases 
of  average  receipts,  east  of  the  Mississippi  River,  by  one  firm 
during  the  past  seven  years,  and  this  year  to  date : 


Crop  year. 

Strict  good  mid- 
dling. 

Good  ni 

iddling. 
Cent. 

Strict  middling. 

Percent. 

Cent. 

Percent. 

Percent. 

Cent. 

1803-94 

i 
.50 
.62 
.62 

A 

A 

i 

1 

A 
A 

.32 

A 
A 

A 
A 
i 

A 

1894-95                   

1895^96 

1896-97 

8 
5 
3 
4 
12 
2 
2 
6 

23 
20 
11 
20 
23 
15 

28 
30 
25 
31 
29 
30 
33 
38 

1897-98 

189ft-99 

1899-1900 

A 
A 

.15 

1900-1901 

1901-2 

1902-3 

16  1           .44 
30  1            .44 

.22 

1903-4 

.22 

Eighth.  On  November  19,  1903,  the  attached  reports  of  the 
eighteen  cotton  exchanges  and  boards  of  trade  throughout  the 
South  show  that  strict  good  middling  was  quoted  three-eighths  on, 
good  middling  from  three-sixteenths  to  one-fourth  on,  and  strict 
middling  one-eighth  on,  thus  showing  the  selling;  value  in  the 
South,  which  governs  the  selling  value  to  the  spinner. 

We  have  presented  these  facts  in  detail  so  that  there  may  be  no 
uncertainty,  although  we  think  it  is  a  fact  generally  admitted  by 
everyone  that  this  is  an  unusually  high  grade  crop,  gathered 
under  circumstances  so  exceptional  that  it  practically  amounts 
to  a  record,  and  if  the  differences  for  this  year  should  be  the  same 
as  last  it  must  be  because  the  method  of  arriving  at  them  has 
been  changed,  of  which  this  minority  of  the  committee  on  revision 
has  no  knowledge,  or  else  the  committee  has  authority  to  do  as 
they  wish  under  the  by-laws,  of  which  they  also  are  not  aware. 
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In  conclusion,  we  repeat  that  we  feel  that  this  minority  report 
is  due  to  ourselves  J  ana  to  the  exchan^je,  as  we  do  not  understand 
that  the  revision  committee  have  the  authority  under  the  by-laws 
to  depart  from  what  we  understand  is  the  intent  of  the  section 
governing  them,  and  which  has  been  borne  out  by  precedent  for 
the  past  ten  years  and  longer,  and  we  would  also  most  respect- 
fully state  that^  in  our  opinion,  it  is  against  the  best  interests  of 
tliis  exchange,  to  follow  an}"  but  an  unvarying  policy,  and  it  is 
equally  impossible  to  expect  members  to  serve  on  committees  if 
they  are  expected  to  operate  under  one  system  one  year  and 
under  a  different  system  another,  where  their  duty  is  defined  by 
a  section  of  our  by-laws/' 

The  minority  asked  to  be  placed  on  record,  which  was  done, 
on  the  minutes  of  the  revision  conunittee  as  having  voted  against 
leaving  the  tlifferenees  on  good  micidling  and  strict  middUng 
imchanged. 

All  of  which  is  respect fidlj  submitted,  and  we  request  that  it 
be  spread  upon  the  minutes  of  the  excnange. 
YouiB^  truly, 

P.  A.  Fachiri. 
M.  T.  Maine. 
J.  Frank  McFadden. 
Daniel  J.  Sully. 
R.  A.  Springs. 
This  minority  protest,  which,  so  far  as  known,  was  not  seriously 
disputed,  is  so  strong  and  convincing  as  to  leave  no  doubt  that  the 
revision  committee  almost,  if  not  entirely,  ignored  conditions  that 
existed  in  the  spot  market.     The  board  of  managers,  however,  took 
the  position  that  it  was  a  matter  over  which  they  had  no  control,  that 
the  revision  committee  was  in  no  way  under  their  jurisdiction,  and 
they  therefore  declined  to  take  any  action. 

The  circumstances  surrounding  the  market  at  the  time  this 
revision  of  1903  was  made,  the  action,  or  rather  the  nonaction,  of 
the  committee,  and  the  subsequent  result  as  reflected  in  the  relation 
of  the  contract  price  to  the  price  of  spot  cotton,  may  not  afford  suffi- 
cient ground  for  such  severe  criticism  of  the  committee  as  could  rea- 
sonably be  made  against  the  committee  of  1906;  yet  this  circumstance 
does  afford  an  emphatic  illustration  of  the  fact  that  the  system  of 
fixing  differences  only  once  or  twice  a  year  carries  with  it  the  inherent 
probability  of  grave  abuses. 

Sections.  Charges  of  frequent  establishment  of  improper  differences  at 
New  York. 
These  revisions  of  November,  1903,  and  November,  1906,  and  par- 
ticularly the  latter,  are,  in  the  opinion  of  some  members  of  the  cotton 
trade,  only  exaggerated  instances  of  a  more  or  less  general  policy 
on  the  part  of  revision  committees  of  the  New  York  Cotton  Exchange 
to  systematically  manipulate  differences  in  their  own  interests.     The 

«  See  page  87. 
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essence  of  this  contention  is  that  a  clique  of  spot-cotton  merchants 
in  New  York  have  for  years  controlled  the  revision  committees  of  the 
exchange,  and  have  through  them  established  improper  differences 
for  the  express  purpose  of  reaping  iQegitimate  gains.  A  member  of 
the  New  York  Cotton  Exchange  said,  in  this  connection : 

The  money  that  has  been  made,  particularly  by  ten  or  a  dozen 
firms,  in  this  market  in  the  past  ten  jears  in  consequence  of  these 
conditions  has  been  very  large,  and  m  individual  cases  it  has  been 
extremely  large. 

This  charge  that  spot-cotton  merchants  in  the  New  York  market 
have  controlled  revision  committees  of  the  exchange  and  have  sys- 
tematically established  improper  differences  with  the  particular  object 
of  reaping  iQegitimate  profits  is  alniost  impossible  to  prove,  even  if 
true.  Owing  to  the  very  wide  discretion  allowed  members  of  the  re- 
vision committee  and  the  variety  of  factors  that  its  members  may 
take  into  consideration,  it  is  virtually  impossible  to  prove  that  mem- 
bers of  any  revision  committee  have  deliberately  abused  their  trust, 
even  though  circumstances  may  point  very  strongly  to  such  a  con- 
clusion. 

It  is  a  fact  that  the  revision  committees  of  the  New  York  Cotton 
Exchange  have  for  several  years  been  selected  from  a  limited  group 
of  members  of  the  exchange,  and  mainly  from  so-called  spot-cotton 
interests.  For  six  years,  beginning  with  1901,  nine  such  firms  were 
constantly  represented  on  the  revision  committee,  and  four  other 
such  firms  had  been  so  represented  for  five  years. 

The  complete  membership  of  the  revision  committee  for  the  years 
1901  to  1906,  inclusive,  is  shown  in  the  following  list,  the  terms  of 
service  of  the  various  members  also  being  given: 


Served. 


Served. 


George  H.  McFadden  &  Bro.:    J.  F. 
McFadden 

S.  M.  Weld  &  Co.: 

E.M.  Weld 

C.  W.Ide  (deceased) 

Hubbard  Bros.  &  Co.:  O.  E.  Moore  . . . . 

Robert  Moore  &  Co. :  E.  E.  Moore , 

Rountiee  dc  Co. :  R.  H.  Rountree 

Lehman  Bros.:  S.  M.  Lehman 

Henry  Hentz  &  Co. :  J.  A.  Hartcom.  jr. 

8.  Oruner  &  Co. :  Henry  Schaefer 

OeoraeBrenneckedcCo.:  George  Bren- 

necke 

R.  T.  Wilson  &  Co. :  C.  M.  Calhoun 

John  Grierson  &  Co. :  JohnGrierson 

R.  A.  Springs  &  Co. :  R.  A.  Springs. . . 

Woodward  &  Stillman:  Charles  Still- 
man , 


Years. 


Years. 


Hopkins,  Dwight  &  Co. :  S.  Hopkins 

Mohr,  Hanemann  <t  Co. :  William  Mohr. 

Jones  &  Shutt :  George  M.  Shutt 

Heath,  Witherspoon  &  Co.:  William 
Witherspoon 

Ralli  Bros.:  P.  S.  Galatti 

W.  T.  MiUer  &  Co. :  W.  T.  Miller 

M.  T.Maine 

P.  A.  Fachiri 

C.  C.  Cowan 


2  ji  D.J.Sully. 


Karl  Meissner 

\\  Ray  &  Co.:  W^Uiam  Ray 

!    W.  R.  Craig  &  Co. :  W.  R.  Craig 

11  Reid&Co.:  Fergus  Reid 

1 1  Tannor  &  Co. :  John  Tanner 

I   Tuttle,  Hurley  &  Co.:  E.  A.  Tuttle.. 
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This  list  shows  at  a  glance  that  the  inembership  of  the  revision 
committee  of  the  New  York  Cotton  Exchange  has  been  constituted 
from  a  very  hmited  number  of  firms,  whereas  the  membership  of  the 
exchange  is  several  hundred. 

It  should  be  borne  in  mind^  of  course »  that  all  members  of  the  New 
York  Cotton  Exchange  are  not  equally  well  qualified  to  serve  on  the 
revision  committee^  while,  moreover,  there  are  undoubtedly  many 
members  or  firms  who  do  not  eare  to  be  represented  on  that  committee. 
Nevertheless^  it  h  ycry  clear  that  positions  on  the  revision  committee 
have  been^  in  the  main,  allotted  to  a  ^exy  small  number  of  firms. 
There  is  a  general  absence  from  representation  of  so-called  future 
houses — that  is^  houses  conducting  a  brokerage  business  in  futures. 
This  tendency  to  select  members  of  the  committee  from  spot-cotton 
firms  may,  however,  be  defended  in  some  measure  on  the  ground  that 
spot  interests  would  naturally  be  more  familiar  viiih  conditions  and 
particularly  with  prices  in  st>iithern  cotton  markets  than  future 
brokersj  some  of  whom  have  notliing  whatever  to  do  with  actual 
cotton.  Furthermore,  althougb  the  New  York  revision  committee  has 
been  generally  composed  of  spot  interests  to  the  \'irtual  exclusion 
of  members  doing  a  future  business,  these  spot  interests  have  by 
no  means  been  of  one  mind.  The  firms  represented  on  the  revision 
committees  during  the  past  six  or  seven  years  are  not  all  in  favor 
of  the  arbitrary  methods  adopted  on  various  occasions  by  some 
members  of  these  committees.  It  should  not  be  overlooked,  how- 
ever, that  a  few  very  strong  and  influential  firms,  especially  if  they 
have  representatives  on  the  revision  committee,  may,  in  one  way 
or  another,  create  a  sentiment  that  must  necessarily  influence  the 
committee  in  their  action.  For  instance,  a  lai^  spot-cotton  firm  which 
also  operates  extensively  in  futures  might,  through  its  extensive  broker- 
age payments,  easily  influence  some  members  of  the  exchange,  serv- 
ing on  the  revision  committee,  who  were  favored  w^ith  its  patronage. 
Indeed,  it  is  alleged  that  precisely  this  thing  has  happened  in  New 
York,  and,  moreover,  that  such  large  operators  have  thus  been  able  to 
influence  the  election  of  boards  of  managers,  and  through  them  the 
appointment  of  revision  committees. 

The  extent  to  which  members  of  revision  committees  have  thus 
abused  their  position,  or  the  extent  to  which  such  members  have  been 
subjected  to  outside  influence  is,  however,  a  matter  which  can  not 
be  determined  with  absolute  accuracy.  It  is  certain  that  the  unwar- 
ranted differences  established  by  the  New  York  revision  committee 
in  November,  1906,  resulted  in  large  profits  to  certain  members  of  that 
conunittee  and  their  associates,  and  on  the  other  hand  in  enormous 
losses  to  many  speculators^nd  to  cotton  merchants  who  had  purchased 
hedges  on  the'New  York  Cotton  Exchange.  It  is  not  possible  to  prove 
whether  the  revision' conunittee  of  1906,  or  any  other  revision  com- 
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mittee,  deliberately  conspired  to  establish  improper  differences  and 
thereby  betray  their  trust;  but  it  has  been  shown  that  some  members 
of  the  committee  of  1906  who  profited  by  their  own  action  admitted 
that  it  was  impossible  for  members  of  the  committee  to  be  wholly 
indifferent  to  considerations  of  personal  interest.  The  history  and 
the  results  of  this  single  revision  show  clearly  the  danger  of  intrusting 
to  any  committee  the  power,  subject  to  no  rule  as  to  a  standard  to 
be  followed,  to  fix  differences  which  shall  apply  for  months  on  set- 
tlements of  future  contracts,  when  members  of  such  committee  are 
thus  largely  interested  and  possibly  may  be  already  committed  to 
transactions  in  the  future  market,  the  outcome  of  which  is  likely  to 
be  greatly  influenced  by  their  action. 


CHAPTER  VI. 
OTHEE  COKPLAIHTS  AOAIHST  PZEI0DIC-DIP7EBEHCE  8T8TEM. 

Section  1.  Effect  of  the  system  oil  qnotation  of  spot  prices. 

It  ia  clear  from  the  considerations  already  presented  that  an  abnor- 
mal change  in  the  margin  between  the  spot  price  and  the  contract 
price  may,  and  in  fact  must,  result  from  an  improper  adjustment  of 
differences  on  grades  extensiveJy  tendered  on  contract  if  such  differ- 
ences remain  fixed  for  any  considerable  period  of  time.  It  is  equally 
apparent  that  such  tlisturbanees  of  the  normal  parity  increase  the 
risk  of  dealing  in  futures  because  the}^  render  the  future  price  more 
variable  than  it  would  be  if  it  foUoM^ed  the  spot  price  closely.  This 
increase  in  speculative  risks  is  clearly  an  evil  in  itself.  It  causes 
unjust  and  unnecessary  losses  to  one  body  of  speculators  and  corre- 
spondingly unwarranted  gains  to*otherg.  It  operates  to  the  benefit 
of  the  larger  and  more  experienced  traders  as  against  the  smaller  and 
less  well  informed.  Aside  from  their  injurious  effect  upon  speculators, 
these  disturbances  of  the  parity  between  the  spot  and  the  contract 
price  are  especially  objectionable  because  they  are  almost  certain  to 
inflict  serious  injury  upon  cotton  merchants  who,  instead  of  using  the 
future  market  for  speculative  purposes,  employ  it  for  hedging,  with 
the  particular  purpose  of  reducing  the  element  of  speculation  in  their 
transactions  in  spot  cotton. 

Losses  to  operators  in  futures  using  the  New  York  market, 
however,  are  not  the  only  evil  resulting  from  periodic  differences. 
Another  very  serious  objection  to  the  system  arises  in  connection 
with  the  quotation  of  prices  of  spot  cotton.  The  New  York 
Cotton  Exchange  does  not  at  the  present  time,  in  its  official  daily 
circular,  quote  spot  prices  for  grades  of  cotton  other  than  middling. 
Such  prices  were,  howei^^r,  quoted  for  several  years.  When  the 
system  of  monthly  revisions  (during  the  active  cotton  season)  was 
adopted,  an  amendment  to  the  by-laws  provided  that  the  quotations 
established  by  the  revision  committee  should  ^'constitute  the  official 
quotations  o{  the  exchange.^'  These  quotations  were  arrived  at 
simply  by  taking  the  spot  price  of  middling  for  the  day  as  estab- 
lished by  the  committee  on  spot  quotations  and  by  adding  to  or 
deducting  from  that  price  the  arbitrary  differences  periodically  fixed 
by  the  revision  committee." 

oAt  an  earlier  date  spot  quotations  were  based  on  actual  transactions  in  the  re- 
spective grades. 
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The  result  was,  of  course,  that  whenever  the  official  diflFerences  for 
any  grades  were  out  of  Ime  with  the  commercial  differences  in  the 
leading  southern  markets  the  quoted  spot  prices  of  such  grades  at  New 
York  became  extremely  artificial.  These  prices  were  published  under 
the  caption  of  ** Current  spot  prices,"  and  on  their  face  purported  to 
be  actual  spot  prices,  as  will  be  seen  from  the  following  copy  of  a 
table  taken  from  the  official  daily  circular  of  the  New  York  Cotton 
Exchange  of  November  1,  1893: 

CURRENT  SPOT  PRICES. 

[Quotations  are  based  on  American  standard  of  classification  and  on  cotton  in  store,  ranning  In 
quality  not  more  than  half  a  grade  above  or  below  the  grade  quoted.] 


Ordinary 

Strict  ordinary 

Good  ordinary 

Strict  good  ordinary 

Low  middling 

Strict  low  middling. 


Uplands. 

Gulf. 

511 

6^ 

6A 

6j\ 

7A 

7i% 

7| 

71 

7i 

8 

8 

8i 

Middling 

Good  middling 

Strict  good  middling 

MiddUngfair 

Fair 


Uplands. 


8A 

8i 

8H 


Gulf. 


8A 
8! 


At  times  when  the  official  differences  of  the  New  York  Cotton  Ex- 
change closely  approximated  the  actual  differences  in  southern  mar- 
kets, the  published  spot  prices  represented  the  actual  market  prices 
more  closely.  However,  it  frequently  happened  that  certain  of  these 
so-called  spot  prices  were  out  of  line  with  the  spot  prices  of  the  same 
grades  in  southern  markets. 

The  absurdity  of  this  situation  was  apparently  recognized  by  the 
New  York  Cotton  Exchange,  and  after  the  revision  in  November, 
1893,  the  exchange  ceased  to  quote  spot  prices  on  grades  other  than 
middling  in  its  daily  circular,  confining  itself  to  quotations  of  middHng 
cotton.  Thus,  in  the  daily  circular  for  November  22,  1893,  there  was 
substituted  for  the  usual  table  of  so-called  spot  quotations  the  fol- 
lowing: 

Middling  uplands 8 

Middling  gulf 8} 

The  latter  form  has  been  in  general  use  since  November  22,  1893, 
the  quotation  for  middling  gulf  (which  grade  has  not  always  been 
quoted)  invariably  being  a  quarter  of  a  cent  above  that  for  middling 
uplands.  This  change  was  in  accordance  with  an  amendment 
adopted  on  that  date,  by  which  a  provision  for  the  quotation  of 
the  specific  grades  given  in  the  table  above  was  stricken  out  and 
instead  a  rule  inserted  that  '*The  quotations  published  in  the  daily 
circular  shall  be  for  middling  upland  and  gulf  cotton  in  store,  running 
in  quality  not  more  than  a  half  grade  above  or  below  middling. ''* 


«  The  premium  on  gulf  cotton  is  mainly  due  to  its  longer  staple  and  better  body. 
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This  discontinuance  of  spot  quotations  for  specific  grades  of  cotton 
other  than  middUng  may  fairly  be  construed  as  an  admission  on  the 
part  of  the  New  York  Cotton  Exchange  that  the  periodic-difTereoce 
system  was  incompatible  with  the  publication  of  spot  prices  for  such 
specific  grades,  as  in  fact  it  was.  There  is  no  injustice  in  stating  that 
this  amendment  to  the  by-law*s  was  tantamount  to  a  confession  that 
the  New  York  Cotton  Exchange  had  subordinated  its  spot-cotton 
business  to  the  contract  market, 

WhUe  the  New  York  Cotton  Exchange  thus  many  years  ago  discon- 
tinued the  publication  of  such  arbitrary  prices  of  the  various  grades 
of  cotton  other  than  middlings  nevertheless  until  very  recently  what 
purported  to  be  New  York  quotations  of  such  grades  have  been  pub- 
lished broadcast  throughout  the  South*  They  were  published  for 
a  long  time  in  the  official  daily  circular  of  the  New  Orleans  Cotton 
Exchange.  This  is  shown  by  the  following  list  of  such  prices  as 
published  in  the  official  circular  of  the  New  Orleans  Cotton  Exchange 
on  June  7,  1^07; 

LATEST  FROM  NEW  YORK, 


Spots. 

"r-^y-  ^iLT 

epoti.                1 

Tb^d^. 

d*y. 

Good  or^Bajy. .,. 

Cent4. 

12-00 
12:35 
12:75 
13,  U 

CenU. 
1L7S 
IZIO 
12.50 
12.80 

MtddUng  uplands , .  ^. 

13. 2S 
13,50 
14.01 
14  75 

ia.00 

HLddling  gulf 

U.  2=> 

Low  middling           ♦,    

Good  middling..  ....  ...  ... 

11 7d 

Strict  iow  iDJddlltig ,.... 

MiddUtig  fflit 

14.50 

Similar  quotations  were  published  daily  in  a  large  number  of  news- 
papers in  the  South.  By  reference  to  the  above  table,  it  will  be  seen 
that  the  spot  price  of  middling  uplands  on  Jime  7,  1907,  at  New  York 
was  quoted  at  13.25  cents,  whereas  the  so-called  New  York  spot  quo- 
tation of  good  ordinary  cotton  on  the  same  day  was  12  cents.  This 
is  a  difference  of  125  points,  or  precisely  the  fixed  diflference  established 
by  the  revision  committee  at  its  I^ovember,  1906,  meeting.  In  the 
same  way,  low  middling  cotton  was  quoted  at  12.75  cents,  or  50  points 
\mder  the  price  of  middling,  this  again  being  the  difference  fixed  by 
the  revision  committee  at  its  November  meeting.  The  absurdity  of 
such  professedly  spot  quotations  will  be  apparent  when  it  is  stated 
that  the  price  of  good  ordinary  cotton  in  the  New  Orleans  market  on 
June  7  was  10/^^  cents,  and  that  cotton  can  be  shipped  from  New 
Orleans  to  New  York  at  an  expense,  including  freight,  of  about  five- 
eighths  of  a  cent,  or,  in  any  event,  not  more  than  three-fourths  of  a 
cent  per  poxmd.  In  other  words,  with  good  ordinary  obtainable  in 
New  Orleans  at  10  x\  cents,  it  would  be  possible  to  ship  that  grade  to 
New  York  and  deliver  it  there  with  a  slight  profit  at  from  10 1 J  to 
10{|  (10.81  to  10.94)  cents.     This  latter  figure,  in  a  general  way,  ex- 
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cept  for  the  fact  that  cotton  might  be  landed  in  New  York  at  an  even 
lower  price  from  some  sections  of  the  cotton  belt  nearer  New  York, 
may  be  said  to  indicate  roughly  the  real  value  of  good  ordinary  cotton 
in  New  York  on  June  7,  1907.  As  against  this  approximate  actual 
value  of  that  grade,  the  **spof  price  of  good  ordinary  in  the  New 
York  market,  as  published  in  the  circular  of  the  New  Orleans  Cotton 
Exchange,  was  12  cents.  In  other  words,  this  so-called  spot  quota- 
tion in  the  New  York  market  was  fully  a  cent  above  the  price  which  a 
seller  of  that  grade  in  the  open  market  in  New  York  could  reasonably 
expect  to  realize.  Neariy  the  same  discrepancy  is  indicated  for  low 
middling,  for  which  the  New  York  *  *spot  '^  price  was  12f  cents,  whereas 
on  the  basis  of  the  New  Orieans  quotation,  lljV  cents,  it  would  have 
been  possible  to  deliver  that  grade  in  New  York  at  a  trifling  fraction 
above  12  cents. 

The  Bureau  called  the  attention  of  the  New  Orieans  Cotton  Ex- 
change to  these  spot  quotations  for  the  New  York  market  as  thus 
published  in  the  official  daily  circular  at  New  Orleans.  The  secre- 
tary of  the  New  Orieans  exchange  immediately  took  up  the  matter 
with  the  classification  committee  of  that  exchange,  and  as  a  result  the 
publication  of  prices  of  spot  cotton  for  the  New  York  market  other 
than  that  for  middling  was  at  once  discontinued.  The  superintend- 
ent of  the  New  York  Cotton  Exchange  held  that  that  exchange  was 
not  responsible  for  the  distribution  of  such  quotations. 

It  is  probable  that  the  distribution  of  such  so-called  quotations  of 
the  New  York  spot  market  was  really  due  to  carelessness  and  over- 
sight rather  than  to  an  intent  on  the  part  of  any  interest  to  deceive  the 
public.  It  is  not  contended,  in  discussing  this  incident,  that  the  quo- 
tations were  used  at  all  generally  as  the  basis  of  actual  transactions 
in  the  South,  for  it  is  extremely  improbable  that  they  were  so  used, 
since  competition  in  the  purchase  of  cotton  in  southern  markets  is 
such  that  the  prices  paid  the  grower  would  ordinarily  be  uninfluenced 
by  such  artificial  ^^spot'*  quotations.  Furthermore,  in  the  year 
1906-7  such  quoted  prices  of  the  various  grades  at  New  York  were 
so  far  out  of  line  with  the  prices  in  the  southern  markets  that  it 
should  have  been  apparent  to  anyone  that  they  were  erroneous;  more- 
over, of  course,  they  exaggerated  the  real  value  of  low  grades.  The 
distribution  of  these  quotations  has  been  discussed  simply  for  the 
purpose  of  emphasizing  the  artificial  character  of  the  periodic-differ- 
ence system.  While  quotations  showing  the  actual  differences  might 
be  used  in  the  case  of  spot  prices  and  another  set  of  differences  applied 
on  contract  deliveries,  the  publication  ^  of  both  would,  of  course, 
emphasize  the  arbitrary  character  of  the  contract  differences.  The 
use  of  the  periodic-difference  system,  therefore,  necessarily  involves 
either  an  antagonism  between  the  spot  market  and  the  contract  mar- 
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ket,  or  elae  the  subordmation  of  the  spot  market  to  the  contract 
market  in  so  far  as  the  pubUcation  of  quotations  is  concerned. 

Alleged  artificial  character  of  the  spot  middling  quota- 
tion AT  New  York, — While  the  practice  of  publishing  prices  for  the 
various  grades  of  cotton  other  than  middling  in  the  New  York  mai^ 
ket  has  been  discontinued,  complaint  is  still  made  that  the  spot  price 
of  middling  cotton  itself,  as  quoted  by  the  New  York  Cotton  Exchange, 
is  misleading  and  out  of  line  with  the  quotations  of  southern  markets. 
The  charge  was  made  that  owing  to  the  narrowness  of  the  New 
York  spot  market  it  had  been  found  impracticable  to  establish  the 
price  of  middling  cotton  on  the  basis  of  actual  trsnsactionsj  and  that 
consequently  that  price  had  been  largely  determined  in  normal 
seasons  by  adding  an  arbitrary  premium  to  the  current  price  of 
contracts. 

It  is  true  that  at  times  the  New  York  quotation  of  middling  cotton 
has  been  so  seriously  out  of  line  with  the  quotations  of  that  grade  in 
southern  markets  as  to  leave  no  doubt  that  it  was  not  fairly  repre- 
sentative of  the  real  value  of  middling  in  New  York,  il embers  of 
the  New  York  Cotton  Exchange  admitted  that  at  times  the  quotation 
had  been  established  on  a  more  or  less  arbitrary  basis.  That  the 
price  of  middling  cotton  at  New  York  has  regularly  been  arrived  at 
by  adding  to  the  contra**t  price  a  ^ed  arbitrary  premium  Ls,  how- 
ever,  disproved  by  the  fact,  so  repeatedly  emphasized  in  this  report, 
that  the  margin  between  the  price  of  spot  middling  and  of  future 
contracts  for  the  spot  month  has  been  subject  to  very  violent  dis- 
turbance. The  addition  of  a  constant  arbitrary  to  the  contract  price 
would  obviously  result  in  a  practically  uniform  margin. 

It  is  doubtful  whether  there  is  a  sufficient  volume  of  spot  business 
in  the  New  York  market  to  permit  quotation  committees  to  establish 
on  that  basis  alone  an  accurate  quotation.  As  shown  elsewhere,  the 
New  York  market  has  ceased  to  be  the  broad  spot  market  that  it 
formerly  was.  It  may  be  stated  that  in  this  respect  New  Y^'ork 
labors  under  natural  disadvantages  for  which  it  can  not  be  held 
responsible — it  is  neither  within  the  producing  belt  nor  in  a  spin- 
ning district;  but,  if  this  be  granted,  it  is,  at  least,  incumbent  upon 
the  New  York  Cotton  Exchange  to  see  that  the  price  of  middling 
cotton,  as  published  officially  in  its  daily  circular,  shall  represent  as 
nearly  as  possible  its  actual  selling  value  in  that  market.  It  is 
probably  justifiable,  and  indeed  necessary,  for  the  New  York  quota- 
tion committee  to  take  into  consideration  the  values  of  middling 
cotton  in  other  markets;  in<fact,  it  would  seem  that  this  is  perhaps 
the  best  guide  which  New  York  quotation  committees  can  use.  Such 
a  practice  is,  of  course,  entirely  different  from  that  of  adding  a 
premium  to  the  contract  price,  since  the  actual  selling  prices  of 
cotton  in  southern  spot-cotton  markets  and  the  expense  of  getting 
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cotton  from  the  South  to  New  York  are  the  two  principal  elements 
in  determining  its  current  market  value  at  New  York. 

It  is  not  intended  to  give  the  impression  that  the  price  of  middUng 
cotton  at  New  York  has  been  regularly  misquoted.  Occasionally, 
however,  the  price  has  been  so  seriously  out  of  Une  with  southern 
prices  or  the  ^'laid-down^'  prices  at  northern  spinning  centers  as  to 
indicate  that  it  was  not  a  faithful  reflection  of  the  real  value  of  that 
grade  in  the  New  York  market. 

Section  2.  Effect  of  fixed  differences  on  supply  of  cotton  and  volume  of 
spot  business  at  New  York. 

A  further  complaint  frequently  advanced  against  the  periodic-dif- 
ference system  as  employed  in  New  York  is  that  differences  have  been 
established  arbitrarily  for  the  express  purpose  of  attracting  cotton  to 
the  New  York  market  and  of  maintaining  a  stock  there.  While  some 
persons  present  this  as  a  complaint  against  the  revision  committee, 
some  others  virtually^efend  arbitrary  differences  on  this  same  ground, 
holding  that  they  are  necessary  in  order  to  maintain  a  stock  of  cotton 
at  New  York,  and  that  such  a  stock  is  essential  to  the  best  interests 
not  only  of  the  New  York  market,  but  of  the  cotton  trade  generally.  If 
differences  are  so  established  that  certain  grades  of  cotton  are  over- 
valued— that  is,  if  when  delivered  on  contracts  they  will  bring  a 
price  in  excess  of  that  which  they  would  realize  in  southern  markets 
(after  allowing  for  expense  of  shipment  and  other  costs) — there  would 
evidently  be  a  tendency  to  send  such  overvalued  grades  to  New  York. 
Whether,  however,  in  the  long  run  the  stock  of  cotton  in  the  New 
York  market  would  be  increased  by  such  a  policy  is  by  no  means 
certain. 

Decline  in  spot  business  at  New  York. — The  fact  that  New 
York  has  ceased  to  be  a  broad  spot-cotton  market,  where  all  grades 
of  the  crop  are  actively  dealt  in,  has  already  been  alluded  to.  Whereas 
in  the  early  seventies  the  spot  business  of  New  York  amounted  to 
more  than  half  a  million  bales  yearly,  it  has  in  recent  years  fallen 
to  less  than  150,000  bales  on  the  average,  and  this  in  the  face  of  the 
enormous  increase  in  the  country's  production  of  cotton.  In  other 
words,  where  spot  sales  in  the  New  York  market  formerly  represented 
15  per  cent  or  more  of  the  total  production,  in  recent  years  they  have 
been,  on  the  average,  less  than  2  per  cent.  This  latter  figure,  it 
should  be  stated,  does  not  represent  the  total  volume  of  business 
in  cotton  done  by  New  York  merchants,  some  of  whom  conduct  large 
operations  throughout  the  cotton  belt.  The  receipts  of  cotton  at 
New  York,  moreover,  represent  a  considerably  larger  fraction  of  the 
crop  than  the  spot  sales  there  do.  Much  of  the  cotton  received  at 
New  York,  however,  is  really  through  business,  and  the  quantity  of 
spot  cotton  actually  sold  within  the  limits  of  the  port  of  New  York 
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has  fallen  to  extremely  small,  proportions  in  comparison  with  the 
total  yield  of  the  crop.  An  idea  of  the  shrinkage  in  spot  sales  since 
1 870  may  be  obtained  from  the  following  table^  compiled  from  figures 
furnished  by  the  New  York  Cotton  Exchange,  The  figiu'es  for  the 
commercial  crop  are  from  census  publications.  The  final  column  of 
percentages  was  computed  by  the  Bureau,  The  sales  *'on  specula- 
tion/' it  may  be  noted,  are  intended  to  represent  spot  cotton  sold  to  a 
purchaser  who  intends  to  hold  it  for  an  advance,  as  distinct  from 
sales  for  export  or  Immediate  shipment  to  domestic  spinners  and 
may  involve  some  duplication,  since  cotton  so  purchased  may  later 
appear  in  figures  of  ex|>orts  or  sales  for  consumption.  The  totals  do 
not  include  deliveries  on  contract,"  although  on  the  books  of  the  New 
York  Cotton  Exchange  such  deliveries  are  thus  included  under  the 
head  t)f  sj>ot  sales. 

In  the  opinion  of  some,  the  figures  do  not  include  all  spot  cotton 
actually  sold  in  the  New  York  market.  It  is  urged  that  merchants 
making  large  sales  would  often  have  motives  for  declining  to  report 
them  to  the  exchange.  This  is  a  claim  which  it  is  iju possible  to 
prove  or  disprove.  In  any  event,  it  is  admitted  by  all  that  the  de- 
cline in  tile  vohmie  of  spot  business  at  New  York  has  been  very  great. 
The  table  follows: 


Table  22.— TOTAL  BALES   OF  SPOT  COTTON  AT   NEW  YOniC  AND  PROPORTION  OF 
SUCH  SALES  TO  COMMERCIAL  CROP,  CROP  YEARS  1870-71  TO  1906-7. 


Crop  year. 


Now  York  spot  sales. 

Total  crop. 

Per  cent 
New  York 
spot  sales 

to  total 
crop. 

For 
export. 

For  con- 
sump- 
tion. 

On 
specu- 
lation. 

Total. 

Bales. 

BaUs. 

BaUs. 

Bales. 

BaUs. 

455,505 

221,603 

56,707 

733,905 

4,352,317 

16.9 

235,559 

255,268 

34,015 

524,842 

2,974,351 

17.6 

258,294 

218,564 

26,613 

503,471 

3,930,506 

12.8 

1G6, 716 

234,360 

59,940 

461,016 

4,170,388 

ILl 

184,300 

198,273 

56,587 

439,160 

3,832,991 

n.5 

131,907 

194,120  '  47,012 

373,039 

4,632,313 

8.1 

123,264 

224,480 

41,957 

389,701 

4,474,069 

8.7 

57, 170 

245,711 

25,254 

328,135 

4,773,865 

6.9 

60,399 

182,510 

23,902 

275,811 

5,074,155 

5.4 

166,058 

139,456     14,a59 

319,573 

5,755,359 

5.6 

134,601 

163,824 

16, 446 

314,961 

6,605,750 

4.8 

165,441 

156,398 

43,420 

365,259 

5,456,048 

6.7 

87,565 

132,683 

20,611 

240,859 

6,949,756 

3.5 

117.720 

152, 184 

26,034 

295,938 

5,713,200 

5.2 

58,354 

112, 739 

3,484 

174,577 

5,706,165 

3.1 

.58, 183 

138,081 

8,005 

204,260 

6,575,691 

3.1 

61,825 

136, 676 

3,414 

201, 9lf 

6,505,067 

3.1 

31,459 

88,309 

4,761 

124,529 

7,046,833 

L8 

36,892 

157,207 

7,151 

201,250 

6,938,290 

2.9 

18.936 

74,696 

93,632 

7,472,511 

L3 

4,632 

89,974 

1,226 

95,832 

8,652,507 

LI 

1870-71.. 
1871-72. . 
1872-73. . 
1873-74. . 
1874-75. 
1875-76. 
187fr-77. . 
1877-78. . 
1878-79. . 
1870-80.. 
1880-81. 
1881-82. 
1882-83. . 
1883-84., 
1884-85. 
1885-86.. 
1886-87.. 
1887-88. , 


,  1889-90. 
1890-91.. 


o  For  a  statement  of  such  deliveries  see  page  264. 
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Table  22.— TOTAL  SALES  OF  SPOT  COTTON  AT   NEW   YORK  AND   PROPORTION  OF 
SUCH  SALES  TO  COMMERCIAL  CROP,  CROP  YEARS  1870-71  TO  1906-7-Continued. 


Crop  year. 


New  York  spot  sales. 


For 
export. 


For  con- 
sump- 
tion. 


On 
specu- 
lation. 


Total. 


Total  crop, 


Per  cent 
New  York 
spot  sales 

to  total 
sales. 


I 


1891-92. 
1892-93.. 
1893-94. 
1894-95. 
1895-96. 
1896-97. 
1897-98. 


1899-1900. 
1900-1901. 

1901-2 

1902-3.... 
1903-4. . . . 
1904-^.... 
1905-6. . . . 
190fr-7.... 


Bales. 
64,581 

100, 376 
66,309 
22,533 
90,742 

128, 770 

102,826 
40,091 
94,525 
24,708 
48,079 
26,769 
76,537 
10,377 
3,%  493 
18,464 


Bales. 
97.073 
82,073 

137.393 
88,897 
77,297 

124,604 
47,942 
55,781 
51,891 
59,966 
65,884 
96,044 

168, 189 
92,669 

190,062 
99,801 


Bales. 

2,678 

8,931 

1,522 

707 

426 


10,200 

300 

371 

7,100 

130 


840 


Sumjnary. 

Average  for  period— 

1870-71  to  1879-80  (10  years). .. 
1880-81  to  1889-90  (10  years). .. 
1890-91  to  1899-1900  (10  years). 
1900-1901  to  1906-7  (7  years. ) .. 


Bales. 

164,332 

191,380 

205,224 

112, 137 

168,465 

253,374 

160,968 

96,172 
146, 787 

91, 774 
114,093 
122,813 
244,726 
103,886 
225,555 
118,265 


434,865 
221.719 
159, 467 
145,873 


Bales . 
9,035,379 
6,700,365 
7,549,817 
9,901,251 
7, 157, 346 
8,757,964 
11,199,994 
11,274,840 
9,507,786 
10,245,602 
9,478,546 
10,784,473 
10,015,721 
13,007,310 
10,725,602 
13,305,265 


4,397,032 
6,496,933 
8,973,734 
11,178,931 


1.8 
2.9 
2.7 
1.1 
2.4 
2.9 
L4 

.9 
1.5 

.9 
1.2 
1.1 
2.4 

.8 
2.1 

.9 


9.9 
3.4 
1.8 
1.3 


Peculiar  position  of  the  New  York  market. — Unquestionably 
the  reduction  in  spot  business  at  New  York  has  been  due,  in  large 
measure,  to  conditions  wholly  outside  of  the  rules  and  regulations  of 
the  New  York  Cotton  Exchange.  In  particular,  the  railroads  have, 
as  their  facilities  improved,  adopted  the  practice  of  quoting  through 
rates  from  the  South  direct  to  mill  points  in  New  England  and  New 
York  State,  which  through  rates  are  less  than  the  rate  from  the 
South  to  New  York  plus  the  rate  from  New  York  to  final  destination. 
The  disadvantage  under  which  New  York  merchants  labor  in  this 
respect  is  partly  offset  through  the  allowance  by  railroads  of  what  is 
known  as  the  '^stop-over  privilege '^  at  New  York,  but  even  with  this 
concession  the  combined  through  rate  from  southern  points  to  mill 
centers  in  New  England  and  New  York  State  via  New  York  is  still 
higher  than  the  direct  through  rate  from  such  southern  points  to  the 
same  destinations,  while  the  port  charges  at  New  York  are  an  item 
of  appreciable  importance. 

It  is  apparent  that  this  excess  in  freight  costs  alone  would  operate 
seriously  against  the  spot-cotton  business  of  New  York.  Another 
cause  which  has  contributed  to  the  same  result  is  the  increasing 
wealth  of  the  South,  which  has  rendered  the  southern  planter,  and 
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more  particutarlj  the  southern  cotton  merchant,  more  and  more 
independent  of  New  York  bankers  in  carrying  the  crop. 

Owing  to  the  distance  from  the  cotton  belt,  as  a  result  of  which 
some  time  is  required  to  ship  cotton  to  New  York,  that  market  must, 
of  course,  maintain  a  certain  stock  of  cotton  to  protect  its  contracts. 
Since  the  seller  of  a  contract  must  stand  ready  to  make  delivery  if 
such  deliver^"  is  demanded  by  the  buyer,  it  is  clear  that  New  Y'ork 
should  carry  an  actual  stock  of  some  considerable  proportions  from 
which  to  make  deliveries  if  deliveries  were  demanded.  That  the 
necessity  of  maintaining  a  reserve  stock  of  cotton  at  New  York  is 
clearly  re  ah  zed  by  members  of  the  New  York  Cotton  Exchange  is  indi- 
cated by  the  following  excerpt  from  an  article  by  A,  R,  Marsh,  pub- 
lished in  the  Atlanta  Constitution  of  April  26,  1907: 

The  New  York  market,  which,  as  a  regular  market  for  spot 
cotton,  was  doomed  early  in  the  eighties  of  the  last  century, found 
a  new  reason  for  being  in  the  immense  development  of  the  theory 
and  practice  of  he<lging  transactions  in  cotton  goods.  Instead  of 
remaining  a  market  in  whidi  a  few  hundred  thousand  bales  of 
actual  cotton  were  yearly  gathered  together  and  gradually  sold 
out  to  spinners,  the  New  York  market  became  the  international 
clearing-house  for  credits  of  all  the  innumerable  producers,  manu- 
facturers, ami  consumers  of  cotton.  This  is  to-day  what  the  New 
York  market  exists  for,  and  such  dealings  in  actual  cotton  as  take 
place  here  stand  in  the  same  small  proportion  to  the  business,  as 
a  whole,  as  the  transactions  in  actual  gold  coin  at  the  Bank  of 
England  in  proportion  to  the  vast  operations  in  international 
credits  which  daily  pass  through  the  books  of  that  institution. 

The  New  York  market,  then,  is  primarily  a  great  clearing- 
house for  international  credits  connected  with  cotton.  At  the 
same  time,  however,  it  is  clear  to  a  thoughtful  man  that  the  busi- 
ness of  the  New  York  market  would  be  utterly  unsafe  unless  there 
was  a  sufficient  reserve  of  actual  cotton  in  New  York  to'  make 
every  credit  transaction  substantially  a  transaction  in  actual  cot- 
ton, and  not  a  mere  paper  or  wildcat  contract.  In  other  words, 
just  as  the  Bank  of  England  must  have  a  large  reserve  of  actual 
gold  coin  behind  all  its  huge  interchanges  of  credits,  so  the  New 
York  cotton  market  must  have  a  considerable  stock  of  actual 
cotton  behind  all  its  transactions.  One  of  the  most  serious  prob- 
lems of  the  New  YorTc  Cotton  Exchange  has  been  and  is  so  to  frame 
its  contract  tJiat  a  suficient  supply  of  actual  cotton  wiU  regularly 
come  to  New  Yorlc  to  insure  the  maintenance  of  this  reserve.  Now, 
as  has  been  pointed  out  above,  every  bale  of  cotton  that  comes 
to  New  York  costs  somebody  $1.50  to  cover  New  York  expenses; 
evidently,  then,  it  is  never  possible  for  any  character  of  cotton 
which  spinners  are  bu^ang  freeh'  throughout  the  South  to  come 
to  New  York  at  all.  The  mere  saving  of  this  expense  of  $1.50  per 
bale  enables  the  spinner  always  to  outbid  New  York  for  such 
characters  of  cotton  as  he  is  buying  freely. 

This  fundamental  fact  was  very  early  perceived  by  the  man- 
agers of  the  New  York  Cotton  Exchange,  and  they  arrived  at  the 
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conclusion,  which  experience  has  shown  to  be  perfectly  correct, 
that  the  reserve  of  actual  cotton  in  New  York  must  always  be 
derived  from  those  kinds  of  cotton  which,  for  the  time  being, 
spinners  are  not  buying  freely,  and  which  consequently  holders  of 
cotton"  in  the  South  are  willing  to  part  with  at  a  concession  for 
the  sake  of  getting  their  money  out  of  them. 

♦  ♦  ♦  ♦  ♦  3|C  3|C 

An^  action  of  the  New  York  Cotton  Exchange  thai  should  inter- 
fere in  the  slightest  degree  with  this  movement  of  cotton  in  svM- 
dent  quantity  to  New  York,  which  is  ultimately  redistributed  to 
spinners y  would  sooner  or -later  absolutely  destroy  the  New  York 
Votton  Exchange. 

♦  ♦  *  :|c  3|c  3|c  :|c 

The  whole  problem ,  theUy  of  the  New  York  Cotton  Exchange  has 
been  to  provide  an  absolutely  free  market  for  all  holders  and  sellers 
of  every  kind  and  description  of  cotton  throughout  the  South, 
and  to  furnish  all  these  holders  and  sellers  at  all  times  a  basis  of 
calculation  which  would  enable  them  to  ascertain  at  any  moment 
the  actual  price  they  would  get  for  their  cotton  were  they  to 
ship  it  to  New  York  and  deliver  it  on  contracts  made  in  the  New 
York  Cotton  Exchange." 

Charge  that  cotton  has  been  deliberately  overvalued  at 
New  York. — The  above  statement  indicates  cleariy  that  the  adoption 
of  the  periodic-difference  system  at  New  York  was  due,  in  part  at  least, 
to  the  desire  to  attract  a  stock  of  cotton  to  that  port.  The  theory  was, 
as  stated  in  the  final  paragraph  quoted,  that  periodic  differences  would 
''furnish  all  these  holders  and  sellers  at  all  times  a  basis  of  calculation 
which  would  enable  them  to  ascertain  at  any  moment  the  actual  price 
they  would  get  for  their  cotton  were  they  to  ship  it  to  New  York  and 
deliver  it  on  contracts/'  The  argument  is  simply  that  because  the  mer- 
chant can  figure  definitely  on  contemplated  shipments  of  cotton  to 
New  York  it  is  more  practicable  for  him  to  make  shipments  to  that 
market  than  it  would  be  under  the  commercial-difference  system, 
where  the  final  values  of  grades  other  than  middling  can  not  be  known 
until  the  time  of  delivery.  This  alleged  advantage  of  the  periodic- 
difference  system  is  discussed  in  Chapter  Yll, 

Those  who  condemn  the  periodic-difference  system  contend,  how- 
ever, that  quite  aside  from  any  tendency  which  periodic  differ- 
ences by  their  very  nature  may  have  to  facilitate  shipments  of  cotton 
to  the  New  York  market  the  system  has  resulted  in  the  establishment 
of  false  differences  which  overvalue  cotton  when  tendered  on  contract. 
As  a  matter  of  fact,  under  the  periodic-difference  system,  provided  the 
differences  remain  unchanged  for  long  periods,  some  grades  are  almost 
certain  to  be  overvalued.  This  arises  from  the  fact  that  the  commer- 
cial differences  in  southern  markets  are  subject  to  change;  conse- 
quently it  frequently  happens  that  the  arbitrary  differences  established 
at  New  York  are  in  excess  of  those  for  high  grades  in  southern  markets 

o  Italics  by  Bureau. 
43225— H.  Doc.  949,  60-1 18 
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or  less  than  those  for  low  grades  in  such  southern  markets.     In  other 
words,  such  gratles  are  relatively  overvalited  in  New  York, 

Aside  from  any  such  incidental  overraluation  of  differences,  bs  it 
may  be  termed,  hoBxyer,  the  further  charge  is  made  that  such  over- 
Taluing  differences  hare  been  deUberately  and  knowingly  established 
for  the  express  purpose  of  attracting  cotton  to  Xew  York  on  a  false 
basis  far  contract  delivery-  One  member  of  the  New  York  Cotton 
Exchange,  in  discussing  this  matter  in  November,  1907,  said: 

I  start  with  the  premise  that,  from  my  observation  in  the 
markets  of  New  Orfeans,  Liverpool,  Havre,  Bremen,  and  New 
York,  New  York  is  the  clearing  nouse  for  the  cotton  business  of 
the  world.  New  York  is  not  a  natural  c<)tton  market.  Being 
the  money  center  and  speculative  center^  it  has  forced  and  built 
np  a  cotton  market  under  the  rules  and  regulations  of  an  exchan^je. 
Tne  question  might  naturally  be  asked,  why  is  New  York  doing 
the  largest  contract  business  in  the  world,  located,  as  it  is,  so  far 
from  the  field  of  production?  It  b  a  clearing  house  for  cotton 
because  we  either  nave  had  a  stock  of  cotton  nere,  or  else  it  has 
been  possible,  under  certain  strained  conditions,  to  obtain  a 
stock,  which  takes  the  form  of  a  reserve,  just  as  coin  establishes 
a  reserve  for  a  bank.  Hitherto— and  I  am  now  referring  to  con- 
ditions previous  to  the  revision  in  September— New  York  maile 
differences  below  niithiling  and  above  niitldling,  slightly  over 
value  in  both  instances^  so  that  if  the  spei^dative  tide  carnetl  the 
market  hevoml  wlmt  might  seem  its  normal  value  those  over- 
valued differences  have  immediately  attracted  cotton  here,  with 
the  result  that  the  man  who  has  made  his  purchase  hedge  here 
(assuming  that  he  may  have  sold  to  a  spinner  in  Fall  River,  or 
Providence,  or  Bremen,  or  Havre,  or  in  Russia),  has  found  that 
the  market  maintained  a  fairly  just  equilibrium.  Now,  on  the 
contrary,  the  merchant  who  may  have  bought  his  cotton  in  the 
South,  prior  to  the  time  when  he  may  have  been  able  to  sell  it  to 
the  spinner — domestic  or  foreign — has  been  able  to  hedge  by  a 
sale  in  the  New  York  market,  knowing  that  if  any  manipulation 
or  any  comer  came  into  the  market,  it  was  only  a  question  of 
straining  the  differences,  when  cotton  would  move  from  the 
South  here  to  protect  that  hedge. 

4c  3|C  *  3|C  *  «  * 

Fixed  differences,  at  times,  appear  to  be  unfair.  Those  dif- 
ferences are  not  unfair,  for  in  the  course  of  time  the  trade  comes 
around  to  those  differences,  although  it  may  take  six  months,  or 
maybe  a  year.  Meanwhile,  the  New  York  market  being  a  market 
in  which  these  contracts  are  traded  in  in  large  volume,  or  in  which 
contracts  are  cleared  in  volume,  the  merchant  can  afford  to  carry 
this  cotton  (it  being  the  reserve  which  keeps  the  market  in  eaui- 
librium)  until  such  time  as  the  trade  comes  around  and  takes  tnat 
cotton  at  those  differences,  which  at  one  time  are  overvalued  and 
at  another  time  are  undervalued.  I  want  to  impress  upon  you 
that  one  point;  that  the  record  of  the  market  will  show  you  that 
cotton  has  frequently,  in  fact  every  year,  come  to  New  x  ork  on 
the  differences  alleged  to  be  overvalued,  and  we  have  shipped 
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that  cotton  out  to  exporters  and  made  a  profit  on  it;  in  other 
words,  the  time  has  come  around  when  the  cotton  was  under- 
valued. 

That  certain  grades  of  cotton  have  been  overvalued  intentionally 
or  unintentionally  by  revision  committees  by  means  of  improper 
differences  is  certain.  By  reference  to  chart  8,  opposite  page  160,  it 
will  be  seen  that  for  several  years  past  the  New  York  differences  for 
low  middling  and  good  ordinary  cotton  have  as  a  rule  been  much 
too  narrow;  in  other  words,  these  grades  were  overvalued  relatively 
to  middling.  For  the  high  grades  the  differences  on  the  New  York 
Cotton  Exchange  have  been  more  nearly  in  line  with  commercial 
differences.  Nevertheless,  in  the  high-grade  crop  year  of  1903-4  the 
difference  at  New  York  for  good  middling  was,  for  a  considerable 
period,  materially  greater  than  the  commercial  differences  existing 
at  New  Orleans,  thus  overvaluing  that  grade. 

While  there  is  little  doubt  that  certain  members  of  the  revision  com- 
mittee have,  at  times  voted  in  favor  of  incorrect  differences  in  the 
belief  that  they  would  tend  to  attract  a  stock  of  cotton  to  New  York, 
it  can  not  be  said  to  be  definitely  proved  that  any  such  purpose  has 
constantly  governed  the  action  of  the  committee  year  after  year. 
More  important  than  the  intent  of  the  committee  in  establishing  such 
differences  is  the  question  of  the  actual  effect  of  such  false  differences 
upon  the  supply  of  cotton  at  New  York.  It  may  be  that  errors  in 
differences  resulting  in  the  overvaluation  of  certain  gades  may  tend 
temporarily  to  draw  such  grades  to  New  York  for  delivery  on  con- 
tract. Any  such  policy,  however,  if  constantly  followed,  would  de- 
feat its  own  end,  for  the  reason,  so  clearly  shown  in  this  report,  that 
errors  in  differences,  if  they  affect  those  grades  generally  tendered  on 
contract,  almost  invariably  result  in  sending  the  contract  price  to  an 
unusual  discount  as  compared  with  spot  middling.  The  extra  profit 
apparently  afforded  by  overvaluing  differences  would  therefore  be  off- 
set by  the  reduction  in  the  basis  price  itself.  There  can  be  no  ques- 
tion that  if  any  such  overvaluation  of  grades  by  means  of  improper 
differences  were  constant  in  amount,  such  overvaluation  would  be 
fully  discounted  by  the  cotton  trade  through  depreciation  of  the  con- 
tract price  itself.  Any  other  theory  leads  at  once  to  the  absurd 
deduction  that  there  can  be  permanently  two  confUcting  prices  for 
cotton  and  that  a  given  body  of  men  can  establish  and  maintain  an 
artificially  high  price  in  the  face  of  the  natural  laws  of  supply  and 
demand. 

This  plea  of  bringing  cotton  to  New  York  at  an  artificial  price  could 
hold  only  in  case  the  differences  resulted  in  an  overvaluation  and 
contracts  had  already  been  sold  at  these  false  differences,  or  in  case 
the  contract  price  had  not  yet  fallen  to  the  discount  necessary  to  off- 
set such  overvaluation.     Both  these  last  are  specific  and  temporary 
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en  mil  lions,  and  m^an,  of  course ,  that  some  one  ultimately  will  be 
injured,  either  by  getting  cotton  at  an  overvaluation  or  by  having 
his  contract  decline  in  value;  that  is ^  in  its  essence  this  proposition 
contemplates,  consciously  or  unconsciously^  a  certain  injustice  to  some 
one  due  to  artificial  factors,  as  distinguished  from  ]>ossible  loss  due  to 
natural  factors*  Any  such  scheme  for  defying  the  law  of  prices  must 
either  work  injustice  ultimately  or  else  fail  to  work  at  all. 

It  has  been  shoi^Ti  conclusively  in  Chapters  III  and  IV  that  there 
has  been  a  tendency  to  reduce  the  contract  price  relatively  to  the 
price  of  sp(»t  middling  whenever  the  prevailing  contract  grades  have 
been  overvalued.  This  readjustment  of  the  contract  price  to  im- 
proper differences,  however,  does  not  work  perfectly.  In  particular, 
such  readjustment  is  not  instantaneous,  but  is  often  interfered  with  by 
outside  influences.  In  the  season  of  1906-7  it  was  some  time  before 
the  improper  re\nsion  made  in  November  exerted  its  full  effect  on  the 
ccjjilract  price.  Again  in  September,  1907,  when  differences  were 
brought  more  nearly  m  line  with  those  in  spot  markets^  the  margin 
between  the  contract  price  and  the  price  of  spot  middling  narrowed 
only  slowly.  This  natural  sluggishness  in  the  readjustment  of  prices 
may  readily  mean  that,  for  short  periotls  of  time^  if  contract  dif- 
ferences established  at  New  York  are  out  of  line  with  those  In  south- 
em  markets  one  or  anotlier  grade  of  cotton  will  be  overvalued  at 
New  York;  that  is,  will  bring  more  if  delivered  on  contract  there 
than  if  sold  in  the  South.  Thus  there  may  be  a  more  or  less  frequent 
tendency  to  draw  cotton  of  some  grade — although  not  necessarily 
the  same  grade — to  the  New  York  market.  On  the  other  hand,  any 
such  influence  is  necessarily  limited  and  essentially  improper. 

It  is  clear  from  what  has  been  said  that,  so  far  as  improper  differ- 
ences tend  to  attract  cotton  to  New  York,  they  tend  to  attract  the 
overvalued  grades.  These  will  ordinarily  be  the  surplus  grades  of  the 
crop,  that  is,  the  grades  which,  for  the  time  being,  are  least  in  demand 
in  southern  markets,  and  consequently  those  for  which  buyers  in 
those  markets  are  disposed  to  reduce  their  bids,  thus  making  the 
New  York  differences  relatively  more  attractive.  The  periodic- 
difference  system  of  the  New  York  Cotton  Exchange,  therefore,  tends 
to  make  the  stock  of  cotton  at  New  York  consist,  not  of  a  representa- 
tive assortment  of  grades,  but  of  the  grades  which  for  the  time  being  are 
least  desirable.  Of  course,  these  grades,  if  carried  long  enough,  may 
later  be  in  demand.  That  the  general  character  of  the  stock  of  cotton 
in  the  New  York  market  has  for  some  time  been  imsatisfactory  to 
spinners  was  openly  admitted  by  a  committee  of  the  New  York  Cot- 
ton Exchange,  in  July,  1907,  in  an  official  report  urging  the  extension 
of  the  certificate  system  to  southern  markets.  That  committee, 
which  consisted  of  James  F.  Maury,  chairman;  R.  P.  McDougall, 
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E.  E.  Moore,  T.  M.  Robinson,  L.  L.  Fleming,  John  Tannor,  and  Henry 
Schaefer,  said,  in  the  course  of  its  report: 

This  season  shows  more  clearly  than  ever  before  that  what  the 
New  York  Cotton  Exchange  needs  above  all  other  things  and 
must  have,  is  a  large  stock  y  spinners'  cotton  and  a  large  Imsiness 
in  spots. 

It  we  had  these  we  would  get  a  very  large  hedging  ];)usiness  and 
the  speculative  business  also,  all  that  we  get  now,  and  much 
more,  because  the  tendency  of  speculation  is  to  seek  the  broadest 
markets  where  there  are  the  largest  numbers  of  buyers  and  sellers. 

The  present  price  of  our  futures  represents  the  value  of  the 
kind  and  grades  of  cotton  which  the  buyer  expects  to  get  if  he 
calls  for  delivery.  He  expects  low  grades  and  mixed  lots,  hardly 
ever  even-running  lots.  Therefore,  he  usually  has  the  added 
expense  of  breaking  up  the  certificates  and  reassorting  the  cotton 
if  ne  wishes  it  in  even-running  grades  for  mills  or  for  export. 

K  we  had  re^larly  a  stock  of  500,000  to  1,500,000  bales, 
nearly  all  of  spmners'  cotton,  it  would  raise  the  price  of  our 
futures  much  nearer  to  that  of  spot  cotton,  and  our  future  market 
would  harmonize  with  the  price  of  spots,  and  therefore  would 
truly  be  the  world's  market  for  American  cotton.  i 

:)c  *  :)c  *  :)c  3|c  4r  ' 

With  a  large  stock  of  good  spinning  cotton  held  by  manjr 
members  here,  instead  of  the  mixed  stock  held  as  now  by  a  very 
few,  the  speculator  need  not  fear  comers,  as  a  manipulated  rise 
in  price  would  cause  large  deliveries  in  the  current  month  because 
of  the  profit,  but  they  would  be  of  good  grades  which  could  be 
safely  taken  up  because  they  would  be  readily  resalable  to 
spinners  and  exporters.  Likewise  any  large  tender  of  such  cotton 
on  contract  would  draw  spinners  and  exporter  here  at  once  to 
get  bargains. 

♦  ♦  ♦  ♦  :|c  ^k  * 

The  cotton  world  is  demanding  of  us  that  we  must  represent 
the  real  trading  basis j  the  spot  prices  for  spinners'  cotton,  not 
prices  based  on  ''overs,''  low  grades,  and  speculation.  We  can 
easilv  do  it  if  we  will;  no  other  exchange  has  naif  a  chance  against 
us  if  we  do  it  now. 

♦  ♦  ♦  ♦  ♦  3|c  :|c 

Carrying  large  stocks  of  spinners'  cotton  and  becoming  the 
big  spot  market  of  the  world,  we  shall  get  all  the  hedging  business 
based  upon  this  stock  and  the  dealings  in  it.  The  speculative 
business  will  come  here,  too,  because  here  are  the  largest  number 
of  buyers  and  sellers  and  our  future  prices  will  then  be  based 
upon  spinners'  cotton,  as  they  can  not  be  said  to  be  now.** 

Some  opponents  of  the  periodic-difference  system  contend  that  if 
grade  differences  were  correctly  established  New  York  might  secure 
a  reasonably  large  and  representative  stock  of  merchantable  cotton, 
and  that  its  importance  as  a  spot  market  might  thus  be  greatly 

o  Italics  as  in  original. 
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increased.  On  the  other  haml,  as  alreatly  state<I^  there  are  eert&iD 
natural  disadvantages  under  which  New  York  labors  as  a  spi)t  mar- 
ket, and  many  other  persons  in  the  cotion  trade  insist  thai  these 
disadvantages  are  so  great  as  to  prevent  New  York  from  ever  be- 
coming an  important  spot  market  >  They  argue  that  only  surplus 
firades  could  come  to  New  York  even  if  differences  were  correctly 
fixed;  that  New  York,  because  of  its  hanking  facilities^  is  a  natural 
]dace  for  carrying  cotton  wliich  is  temporarily  not  in  demantl,  but 
that  since  some  grades  are  le^  in  ilemaml  than  othens  the  stmk 
which  would  come  to  New  York  wouki  fiaturallT  he  orUv  of  such 
soiplus  grades. 

COKTEXnOK  THAT  NeW  YoEK:  is  XATTTtAIXY  A  SCBPLrS  MAR- 
KET.— The  viewB  of  those  whu  thus  contend  that  Xew  York  is  a 
natural  market  only  for  the  temporarilv  surplui^  grades,  and  that 
no  change  in  the  system  of  estabhshing  grade  differences  would  re- 
sult in  materially  improving  the  character  of  the  slock  at  Xew  York, 
are  illustrated  by  the  following  excerpts  froni  statements  of  cotton 
merchants  obtaineil  by  the  Bureau  in  the  course  of  its  investigation. 

One  of  the  leatliuj^  spot  merchants  of  the  New  York  Cotton  Ex- 
diange,  in  discussing  this  point  in  October,  1907^  said: 

I  recall  very  well  that  in  1S07  we  had  nothing  but  higb-gratle 
stock  in  New  York.  In  August,  1897,  we  owned  the  whole 
stock  of  New  York  cotton — consisting  of  about  35,000  bales — 
and  the  lowest  grade  in  it  was  about  3,000  bales  of  American 
good  middUng;  the  rest  of  it  was  strict  good  middling,  mid- 
dling fair,  and  fair.  And  then  they  all  set  up  a  hue  and  cry 
that  it  was  an  outrage  to  attract  nothing  but  strictly  high-grade 
cotton  to  New  York;  and  all  this  last  year  they  have  said  that 
it  was  an  outrage  to  attract  nothing  but  low-grade  cotton  to 
New  York.  New  York  can  attract  nothing  ela?,  and  there  is 
no  legislation  possible  by  which  you  can  forc«  the  South  to  send 
cotton  to  New  York  when  they  can  not  do  it.  The  South 
could  not  sell  cotton  at  all  without  New  York,  and  the  people 
who  ship  it  up  here  >vill  all  tell  ^ou  that — the  Memphis  distnct, 
particularly.     They  said  New  lork  was  a  godsend.     *     *     * 

New  York  is  so  severely  handicapped  by  its  freight  conditions, 
by  its  terminals,  by  its  storage  conditions  and  insiu^ance  condi- 
tions, that  it  never  can  compete  with  the  South  in  the  season^ 
or  for  that  matter  out  of  the  season,  because  of  the  fact  that 
New  York  can  only  draw  what  is  temporarily  unsalable  in  the 
South,  and  that  tKe  spinner  will  always  buv  when  he  wants  it 
and  when  he  needs  it,  and  he  will  always  leave  it  alone  when 
he  does  not  need  it. 

Another  member  of  the  New  York  Cotton  Exchange  said: 

As  things  are  at  present  [September,  1907],  as  you  doubtless 
understand,  not  a  bale  of  cotton  can  come  to  New  York  which 
is  in  active  demand  by  spinners,  for  the  reason  that  there  is  a 
handicap  of  expense  in  New  York  to  the  extent  of  25  points — a 
quarter  of  a  cent  per  pound — wliich  the  cotton  does  not  incm:  if 
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it  is  shipped  direct  from  the  South  to  the  spinner;  consequently 
the  cotton  which  can  come  to  New  York  is  necessarily  at  present 
cotton  which  the  spinner  is  not  actively  buying.  ^  It  consists 
largely  of  what  southern  spot  men  call  "  overs  ;^^  that  is,  bales 
of  cotton  which  they  have  to  take  from  farmers  in  order  to 
acquire  round  lots,  but  which  they  have  no  immediate  outlet  for 
witn  spinners  and  which  they  ship  to  New  York.  *  *  * 
That  is  substantially  our  only  source. 

Another  spot  merchant  in  the  New  York  market  said  in  this  con- 
nection : 

The  merchant  uses  his  purchases  to  fill  his  contracts  for  special 
grades,  and  the  balance  (overs)  is  sent  on  to  New  York.  *  *  * 
New  Orleans  is  a  large  spot  market,  with  numbers  of  offices 
where  the  samples  are  laid  out  and  sold  for  export,  and  so  on, 
whereas  this  is  not.     New  York  is  not  a  natural  market. 

Against  these  arguments  that  New  York  can  never  hope  to  be 
other  than  a  surplus-grade  market,  those  who  contend  that  under  a 
proper  system  of  establishing  differences  an  adequate  supply  of 
cotton  of  representative  grades  would  come  there  point  to  certain 
natural  advantages  of  the  New  York  market,  particularly  its  great 
banking  facilities  and  the  opportunity  for  coastwise  transportation, 
as  sufficient  to  offset  the  disadvantages  in  respect  to  distance  from 
the  cotton  belt  and  any  disadvantage  with  respect  to  railroad  rates. 
The  view  of  those  who  believe  that  a  proper  system  of  establishing 
differences  would  result  in  building  up  instead  of  destroying  the 
stock  of  cotton  in  the  New  York  market,  and  spot  business  there, 
is  illustrated  by  the  following  letter  by  George  H.  McFadden,  written 
in  1905: 

Philadelphia,  June  20,  190b, 
Mr.  Atwood  Violett,  New  York  City, 

Dear  Atwood  :  I  have  been  intending  to  write  you  regarding 
your  circular  concerning  the  certification  of  cotton  in  the  South 
so  that  it  would  be  a  good  delivery  there  against  contracts  made 
on  the  New  York  Cotton  Exchange. 

I  agree  with  your  opinion  in  the  matter  thoroughly,  and  if 
you  ever  take  the  matter  up  again,  if  you  agree  with  me,  I 
would  go  a  step  further  and  ask  the  New  York  Exchange  to 
change  their  difierences  between  grades  if  necessary  semimonthly 
or  monthly,  depending  upon  the  value  of  the  respective  grades 
of  cotton.  To  avoid  any  effort  at  local  manipulation  of  these 
diflferences  it  could  be  arranged  upon  the  average  of  the  differ- 
ences between  grades  at  five  or  six  of  the  prominent  cotton 
markets  in  the  South. 

My  reason  for  the  above  is  that  the  efforts  of  the  New  Yorlc 
Cotton  Exchange  for  the  vast  five  or  six  years  have  been  to  see  how 
poor  a  contract  they  could  make  in  New  Yorlc,  and  not  how  good 
a  one  or  even  fair,  and  I  think  the  time  Jias  come  when  the  New 
York  contract  should  be  made  a  better  one  than  either  Liverpool 
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QT  New  Orleans  f  for  with  proper  differences  and  the  certificate  sys^ 
tern  there  is  no  reason  why  it  should  not  he,^  A  vital  reason  for 
this  change  comes  from  the  fact  that  I  do  not  think  there  is 
any  reason  existing  why  New  York  should  not  be  a  cotton 
market  for  the  sale  of  actual  cotton.  It  has  the  most  perfect 
coastwise  connections  with  southern  ports  and  very  reasonable 
rates  of  freight;  it  has  frequent  and  cheap  freight  connections 
with  all  the  cotton-consunung  centers  of  tne  world;  it  is  within 
a  night's  ride  of  all  the  mills  in  the  Middle  States  and  New 
England,  whose  consumption  is  2,000,000  bales  cotton  per  year 
if  not  more;  it  has  the  cheapest  stor^e  in  America^  the  cheap- 
est money,  and  insurance  is  no  more  if  as  high.  With  all  these 
advantages  I  do  not  see  why  the  effort  is  constantly  made  to 
state  New  York  will  never  be  a  cotton  market  and  to  do  every- 
thing possible  to  ignore  the  position  it  should  take  in  the  cotton 
world. 

If  this  position  of  affairs  should  come  to  pass  I  think  the 
Cotton  Exchange  seats  instead  of  being  worth  $10,000  would  be 
worth  $50,000. 

Yours,  truly,  Geo.  H.  McFadden. 

So  severe  a  condemnation  of  the  New  York  market  coming  from 
a  firm  of  merchants  doing  a  very  extensive  business  is  certainly 
entitled  to  serious  consideration. 

Mr.  McFadden  (the  author  of  this  letter),  when  asked  in  November, 
1907,  whether  he  cared  to  comment  upon  it,  said: 

Simply  that  since  that  time  I  have  changed  my  mind  regarding 
the  situation.  New  features  and  new  mterests  coming  into 
the  cotton  market,  and  the  development  of  the  manipulations 
in  the  different  positions  and  months,  make  it  impossible  for 
New  York  to  be  what  I  once  hoped  it  would.  Also,  the  freight 
situation,  which  has  remained  unchanged,  has  not  operated 
to  the  benefit  of  New  York  as  against  New  England  and  other 
spinning  districts.  But  New  York  will  always  be  a  cotton 
market  when  you  have  a  premium  on  carrying  charges  in  the 
market  and  not  when  you  nave  a  discount,  irrespective  of  what 
the  revision  committee  may  do,  as  trade  laws  always  conform 
to  those  conditions. 

Surplus  character  of  the  New  York  stock  aggravated  by 
arbitrary  differences. — Whatever  the  real  merit  of  these  con- 
flicting contentions  as  to  the  natural  tendency  of  the  New  York 
market  to  attract  only  surplus  grades  may  be,  it  is  certain  that  this 
tendency  is  aggravated  by  the  practice  of  establishing  grade  differ- 
ences only  once  or  twice  a  year,  since  differences  so  established 
almost  necessarily  sooner  or  later  become  out  of  line  with  the  com- 
mercial differences  for  at  least  certain  grades  in  southern  markets. 
Obviously  it  is  to  the  advantage  of  the  shipper  of  cotton  to  New 
York  to  select  those  grades  which,  by  reason  of  disparities  between 
the  differences  in  New  York  and  the  commercial  differences  in  the 
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South,  are  temporarily  most  overvalued  relatively  to  middling. 
It  is  also  evident  that,  by  thus  putting  a  premium  on  sending  tem- 
porarily undesirable  grades  to  New  York,  that  market  is  made  the 
less  attractive  to  buyers  of  actual  cotton.  In  proportion  as  the 
market  tends  to  repel  buyers  its  volxmie  of  business,  especially  of 
spot  business,  is  limited.      « 

It  is  worth  noting  in  this  connection  that  while  defenders  of  the 
New  York  difference  system  assert  that  that  market  would  be  unable 
to  maintain  a  stock  of  cotton  except  imder  periodic  differences  others 
express  the  belief  that  a  return  to  the  commercial-difference  system 
would  increase  the  stock  of  cotton  and  the  volume  of  spot  business 
in  New  York.  It  is  true  that  during  the  period  prior  to  1888,  when 
the  conmiercial-difference  system  was  employed  in  New  York,  the 
volume  of  spot  business  had  very  materially  declined.  Thus,  spot 
sales  at  New  York,  which  were  about  17  per  cent  of  the  crop  in  1870, 
fell  by  1880  to  about  5  per  cent;  by  1890  they  had  fallen  to  less  than 
3  per  cent.  For  the  ten  years  from  1890  to  1900,  during  most  of 
which  time  revision  meetings  were  held  monthly  during  the  active 
season,  the  average  was  1.8  per  cent  of  the  crop.  For  the  seven  years 
from  1900  to  1907  the  average  was  only  1.3  per  cent  of  the  crop. 
Whether  the  ratio  of  spot  sales  in  New  York  to  the  total  crop  would 
have  continued  to  diminish  if  the  conunercial-difference  system  had 
been  maintained  can  not,  of  course,  be  determined.  The  influences 
affecting  that  market  are  so  complex  that  it  is  impossible  to  disen- 
tangle the  effect  of  one  from  that  of  another.  The  conflicting  factors 
which  have  been  mentioned  are  so  difficult  to  weigh  that  it  is  alto- 
gether impracticable  to  reach  any  positive  conclusion  from  purely 
general  considerations  as  to  the  probable  effect  on  the  New  York 
market  of  a  substitution  of  the  commercial-difference  system  for  the 
periodic-difference  system  now  employed.  Actual  experience  alone 
could  determine  whether  New  York  could  increase  its  stock  of  cotton 
and  its  spot  trade  imder  that  system. 

It  is,  however,  a  matter  of  secondary  importance  as  to  which  of 
these  conflicting  views  is  correct.  It  should  be  apparent  that  the 
maintenance  of  a  stock  of  cotton  at  New  York  is  not  the  proper 
criterion  for  judging  of  the  propriety  of  the  rules  and  contract  of  the 
New  York  Cotton  Exchange.  The  first  consideration  is  that  these 
rules  and  the  contract  shall  be  equitable  and  commercial.  If,  imder 
such  proper  rules,  the  New  York  Cotton  Exchange  can  not  attract 
sufficient  cotton  to  New  York  or  make  some  other  equitable  provi- 
sion to  protect  operations  in  futures,  then  it  must  either  shift  its 
headquarters  to  some  more  favorable  location  or  go  out  of  business. 
As  a  matter  of  fact,  the  idea  of  establishing  differences  that  over- 
value grades  in  order  to  attract  cotton  is  inherently  fallacious.  It 
would  be  much  simpler  to  advance  the  contract  price  itself.     Such 
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adyonce  would,  if  differences  were  properly  established,  affect  all 
grades  aUke,  and  would  thus  tend  to  attract  a  more  representative 
stock  than  that  likely  to  be  obtained  when  only  certain  grades  are 
overvalued,  and  this  even  though  the  stock  would  stUl  consist  mainly 
of  the  surplus  grades  of  the  crop.  Any  such  advance  in  the  contract 
price  would  come  about  legitimately  as  the  natural  result  of  com- 
petitive efforts  to  attract  cotton  to  New  York  in  fulfillment  of  con- 
tracts, instead  of  resulting  from  an  arbitrary  and  false  system  of  over- 
valuing differences  which,  as  already  shown,  tends  to  give  an  advan- 
tage to  a  few  operators  as  against  the  great  mass,  and  which,  further- 
more, is  open  to  the  serious  objection  that  it  presents  a  constant 
temptation  on  the  part  of  revision  committees  to  abuse  their  position 
for  the  purpose  of  personal  gain.  If  it  should  prove  that  New  York 
could  not,  by  thus  advancing  the  contract  price,  secxure  a  sufficient 
supply  of  cotton  to  protect  its  operations  in  futiures,  then,  as  just 
stated,  this  would  be  evidence  that  the  New  York  Cotton  Exchange 
must  devise  some  other  proper  i^eans  of  protecting  its  patrons  or 
go  out  of  business. 

Section  8.  Arbitrary  differences  an  alleged  source  of  tmusoal  profit  to 
certain  spot-cotton  merchants. 

In  connection  with  this  charge  that  the  periodic-difference  system 
has  been  employed  to  draw  a  stock  of  cotton  to  New  York,  the  further 
complaint  is  made  that  certain  interests,  and  particularly  a  group  of 
spot-cotton  merchants  in  New  York,  have  reaped  laige  and  xmdue 
profits  in  this  manner.  Of  course,  as  fully  explained  in  Chapter  V, 
members  of  a  revision  committee  can,  by  abusing  their  position  and 
estabhshing  differences  on  an  improper  basis  after  they  have  sold  con- 
tracts on  the  exchange,  thus  secure  illegitimate  profits.  Such  possible 
abuse  of  the  system  has  been  fully  illustrated  and  need  not  be  reviewed 
here. 

^Vside  from  any  profits  arising  from  such  deUberate  abuse  of  the 
New  York  difference  system  by  those  on,  or  represented  on,  revision 
committees,  however,  the  system  also  imdoubtedly  tends  at  times  to 
create  opportunities  for  reaping  unusual  gains  as  a  result  of  disparity 
between  contract  differences  at  New  York  and  commercial  differences 
in  southern  markets.  If,  whether  because  wrong  differences  are 
fixed,  even  though  unintentionally,  in  the  first  instance,  or  because 
of  changes  in  commercial  differences  after  the  New  York  revision, 
the  contract  differences  result  in  a  relative  overvaluation  of  certain 
grades,  obviously  there  will  be,  temporarily,  an  opportimity  to  reap 
an  \mdue  profit  by  shipping  cotton  to  New  York  to  take  advantage 
of  such  conditions,  and  there  can  be  no  question  that  at  times  this  has 
actually  happened.  On  the  other  hand,  this  must  be  regarded  as  an 
OQcasional  rather  than  as  a  constant  feature  of  the  New  York  differ- 
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ence  system.  The  natural  result  of  excessive  differences  on  high 
grades  of  cotton,  or  of  insufficient  differences  on  low  grades,  provided 
these  grades  are  being  tendered  on  contract,  is  to  send  the  contract 
price  to  a  discount  sufficient  to  offset  such  errors  in  the  differences. 
It  follows,  therefore,  that  when  this  process  of  adjustment  has  been 
applied  there  will  be  no  \mdue  profit  in  tendering  such  grades  of  cotton 
at  the  false  differences.  This  is  especially  the  case  in  New  York, 
owing  to  the  natural  difficulties  in  bringing  cotton  to  that  market  at 
all,  particularly  the  relatively  high  freight  charges.  This  readjust- 
ment of  the  contract  price  to  errors  in  differences  may,  however, 
require  some  time,  consequently  cotton  merchants  who  already  have 
cotton  on  hand  in  New  York  or  who  are  in  a  position  to  buy  it  promptly 
in  the  South  may  be  able  to  deliver  the  overvalued  grades  on  contract 
at  New  York  and  thereby  secure  a  special  profit  which,  though  per- 
haps not  strictly  illegitimate,  is  at  least  imeamed.  The  larger  spot 
merchants  who  have  special  facilities  for  knowing  the  tendencies  in 
the  relative  values  of  the  grades  in  the  South,  and  who  are,  of  course 
thoroughly  informed  as  to  the  logical  effect  of  errors  in  differences 
upon  the  contract  price,  clearly  have  an  advantage  over  smaller  dealers 
and  speculators  who  are  not  as  well  informed  or  who  do  not  have 
facilities  for  taking  advantage  of  such  conditions.  In  this,  as  in  many 
other  respects,  therefore,  there  can  be  little  doubt  that  the  periodic- 
difference  system  of  the  New  York  Cotton  Exchange,  because  of  its 
tendency  to  overvalue  certain  grades  at  one  time  or  another,  has 
worked  to  the  special  advantage  of  a  limited  number  of  operators  of 
special  facilities  and  intelligence  and  to  the  corresponding  detriment 
of  the  general  mass  of  traders. 

Section  4.  Alleged  use  of  New  York  stock  for  the  purpose  of  depressing 
contract  price. 

In  addition  to  the  charge  that  the  fixed-difference  system  of 
the  New  York  Cotton  Exchange  has  tended  to  attract  mainly  the 
surplus  grades  of  cotton  to  that  market,  the  further  complaint  is 
made  that  this  stock  has  been  used  by  large  operators,  in  connection 
with  the  fixed-difference  system,  to  systematically  hammer  the 
New  York  contract  price.  It  has  already  been  shown  that  the  effect 
of  differences  which  overvalue  certain  grades  of  cotton  when  delivered 
on  contract  is  to  depress  the  contract  price.  A  striking  illustration 
of  this  occurred  in  the  New  York  market  in  November,  1906.  It 
is  charged  that  such  sacrifice  of  contracts  as  took  place  at  that 
time  has  occurred  again  and  again  on  a  smaller  scale  in  the  New 
York  market  as  a  result  of  improper  differences  in  connection  with 
an  undesirable  stock  of  deliverable  cotton.  The  argument  is  that 
because  the  New  York  contract  differences  frequently  overvalue 
certain  grades,  and  because  deliveries  of  cotton  are  usually  so  mixed 
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as  to  be  undesirable  to  the  receiver,  holders  of  contracts,  even  though 
they  were  aware  of  these  conditions  at  the  time  they  bought  such 
contracts,  nevertheless,  when  the  date  of  delivery  actually  arrives, 
are  unwilling  to  take  up  the  cotton,  but  instead  ''run  from  notices;" 
that  is,  sell  out  their  contracts  when  they  receive  notice  of  delivery 
from  the  seUer. 

The  charge  here  outlined  is  substantially  that  large  spot  houses 
on  the  New  York  Cotton  Exchange  have  tidcen  advantage  of  the  gen- 
eral character  of  the  New  York  stock,  and  of  the  artificial  differencea 
established  by  the  New  York  Cotton  Exchange,  to ''  milk"  the  market 
by  tendering  imdesirable  deliveries  at  false  differences,  thus  inducing 
the  buyers  of  such  contracts  to  sell  them  out  at  a  sacrifice.  In  this 
case,  it  is  alleged,  these  same  spot  interests  have  purchased  these  con- 
tracts at  the  decline,  thus  makhig  a  profitable  turn.  It  is  alleged  that 
spot  merchants  in  the  New  York  market  have  thus  been  able  to  keep 
in  their  possession  a  stock  of  cotton  and  to  use  it  over  and  over  again 
as  a  very  effective  weapon  for  clubbing  the  New  York  contract  market. 

In  this  connection  one  of  the  largest  spot  merchants  in  the  New 
York  market,  who  is  also  a  member  of  the  Exchange,  said: 

There  is  no  question  but  that  there  is  a  large  amount  of  that 
^.  e.,  inferior  cotton]  here.  These  men  who  get  control  of  a  lot 
of  contracts  and  want  to  weaken  the  market — that  is,  the  spot 
brokers — do  not  want  to  handle  and  finance  actual  cotton. 
They  will  throw  a  lot  of  this  stuff  over  which  they  have  got  to 
transfer  to  a  different  month  or  themselves  finance  it.  Tms  has 
been  acting;  as  a  club,  and  I  think  it  is  one  of  the  worst  features 
of  the  Exchange.  A  combination  will  get  together  a  lot  of  this 
low-grade  cotton,  and  before  notice  day  there  would  be  a  high 
market  and  they  would  throw  it  right  on  the  market  and  of 
course  it  would  force  the  market  down — ^Sometimes  a  half  a  cent. 

Q.  And  then  they  take  back  their  contracts?— A.  Yes;  and 
very  often  at  a  lower  price  and  thereby  make  what  is  called  a 
**tum.'*  They  might  nave  sold  short  and  they  throw  this  low 
cotton  on  the  market  and  lower  the  price  a  half  a  cent  and  then 
buv  it  in  again. 

Q.  Has  that  been  an  extensive  practice? — A.  Right  along. 

Q.  So  that  the  same  cotton  lias  oeon  sold  again  in  this  way  a 
great  many  times? — A.  Without  question. 

In  so  far  as  the  overvahiation  of  certain  grades  of  cotton  at  New 
York  by  means  of  false  differences  is  recognized,  and  the  mixed 
character  of  contract  deliveries  appreciated,  it  might  again  be  ex- 
pected that  these  conditions  would  be  constantly  taken  accoimt  of 
or  discounted  by  buyers  of  contracts.  In  other  words,  that,  instead 
of  an  occasional  depression  of  the  contract  price  because  of  a  desire 
on  the  part  of  buyers  to  escape  such  ileliveries,  the  anticipation  of 
such  deliveries  would  l>e  in  oi>eration  at  all  times,  and  would  thus 
reduce  the  contract  price  i)roportionately  at  all  times  so  that  no 
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exceptionally  large  depreciation  or  loss  would  result.  While  this 
tendency  unquestionably  exists,  it  does  not  work  with  absolute 
perfection  in  practice.  It  must  be  remembered  that  all  buyers  in 
any  speculative  market  are  not  equally  well  informed.  A  great 
many  persons  buy  future  contracts  in  cotton  from  purely  specula- 
tive motives,  and,  not  expecting  to  take  up  cotton  thereon,  are  not 
aware  of  the  eflfect  of  such  mixed  deliveries  or  such  improper  differ- 
ences on  the  contract  price.  Moreover,  the  fact  that  this  class  of 
speculators  suffers  by  reason  of  such  conditions  does  not  deter  them 
from  again  entering  the  market.  It  is  a  well-recognized  trait  of  the 
average  speculator  that  he  is  not  deterred  from  ventures  because  of 
losses,  but  in  a  vast  nimiber  of  instances  such  speculators  are  confi- 
dent that  on  a  second  experience  they  will  meet  with  better  success. 

As  against  the  opportunity  which  such  unintelligent  speculation 
offers  for  clubbing  the  market,  however,  it  should  be  remembered 
that  it  seldom  or  never  happens  that  all  the  shrewder  operators 
are  arrayed  on  one  side  of  the  market ;  instead  there  is  ordinarily  the 
keenest  rivalry  between  factions,  each  of  which  includes  operators  of 
great  intelligence  and  resources.  Such  operators  are  well  aware  of 
the  character  of  deliveries  and  of  the  influence  of  grade  differences 
on  the  contract  price.  Hence  their  operations  tend  to  discount  such 
conditions  as  those  imder  discussion,  even  though  a  large  number  of 
smaller  traders  may  be  ignorant  of  the  effect  of  such  conditions. 
Consequently  any  exceptional  gains  through  the  practice  of  clubbing 
the  market,  as  above  described,  are  ordinarily  limited.  It  is  worth 
noting  in  this  connection  that  in  December,  1907,  when  a  very 
determined  contest  was  in  progress  in  the  New  York  market,  and 
when  a  substantial  short  interest  was  seeking  to  depress  the  contract 
price,  the  issuance  of  a  fairly  large  number  of  notices  at  New  York 
exerted  practically  no  effect  whatever.  Instead,  the  cotton  thus 
tendered  was  almost  immediately  taken  up  by  the  buyers  of  contracts. 

Increase  in  tenders  of  contract  cotton  at  New  York  in 
RECENT  YEARS. — In  support  of  charges  that  the  stock  at  New  York 
has  been  used  for  manipulative  purposes,  considerable  significance 
is  attached  by  some  to  the  large  increase  in  contract  deliveries,  or, 
rather,  in  contract  tenders,  in  the  New  York  market  in  recent  years, 
and  particularly  since  the  system  of  two  revision  meetings  yearly 
went  into  effect  in  1897.  That  the  amount  of  tenders  on  contract 
has  thus  increased  is  clearly  shown  by  the  following  table,  compiled 
from  data  furnished  by  the  New  York  Cotton  Exchange,  figures  for 
New  Orleans  being  added  for  purposes  of  comparison. 
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Table  23.— TOTAL  TENDERS  OF  COTTON    ON  CONTRACT  IN  NEW  YORK  AND  CON- 
TRACT DELIVERIES  IN  NEW  ORLEANS,  CROP  YEARS  1892-83  TO  1906-7. 


Year. 


1892-93.. 

1893-04.. 

1894-96.. 

1896-06.. 

1896-07.. 

1887-06.. 

1806-99 

1899-1000 


New 
York.a 


Bales. 
151,600 
102,500 
136,300 
133,500 
821,000 
126,700 
231,800 
178,600 


New 

Orleans,  b 


BcUes.  I 
13,900 
17,900 
142,900 
23,300 
35,700 
26,200 
35,000 
69,700 


Year. 


1900-1901 
1901-2... 
1902-3... 
1903-4.., 
1904-6... 
1906-6... 
1906-7... 


New 
York.« 


Bales. 
375,400 
397,300 
600,000 
283,500 
445,800 
478,500 
450,600 


New 
Orleans.^ 


Bales. 
17,700 
63,000 
113,200 
90,900 
32,900 
51,200 
22,500 


«  Crop  year. 


b  Year  ended  October  31. 


The  net  tenders  of  cotton  in  the  Liverpool  market  for  a  series  of 
years  have  been  as  follows: 

Bales.     I  Balee. 

1904 290,400  |  1906 104,500 

1905 259,100  I  1907  (11  months) 318,700 

It  should  be  emphasized  that  the  figures  given  for  the  New  York 
Exchange  are  not  necessarily  actual  deUveries  of  cotton  on  contract, 
but  the  total  of  notices  of  delivery;  in  other  words,  the  total  does  not 
mean  that  there  was  an  actual  transfer  of  ownership  of  cotton  to  the 
extent  of  the  figures  given.  On  the  contrary,  in  many  instances  the 
buyer,  instead  of  taking  the  cotton,  simply  sold  out  his  contract  to 
the  original  seller  for  the  reasons  just  described.  The  extent  of  this 
practice  can  not  even  be  estimated. 

Owing  to  the  radical  difference  in  the  conditions  surroimding  the 
New  York  market  from  those  prevailing  in  New  Orleans  it  is  practi- 
cally impossible  to  attempt  to  interpret  the  significance  of  these 
figures  in  connection  with  the  charge  above  outlined.  Since  New 
York  is  naturally  a  carrying  market  it  would  be  expected  that  reten- 
ders  of  cotton  would  be  more  frequent  there  than  at  New  Orleans. 
The  large  tenders  in  New  York  have  been  cited  by  some,  in  fact,  as  an 
argument  in  favor  of  the  New  York  system,  on  the  ground  that  business 
could  be  conducted  with  greater  stability.  It  may  be  noted  that 
these  large  tenders  of  cotton  at  New  York  unquestionably  mean  that 
a  considerable  amount  of  cotton  was  retendered  again  and  again,  since 
for  several  years  the  total  tenders  at  New  York  have  greatly  exceeded 
the  total  amount  of  cotton  certificated  by  the  inspection  bureau  of 
the  New  York  Cotton  Exchange. 

In  order  to  improve  the  character  of  the  stock  of  cotton  tenderable 
on  New  York  contracts  and  to  furnish  sellers  of  contracts  in  the  New 
York  market  with  greater  protection,  efforts  have  for  some  time  been 
made  by  members  of  the  New  York  Cotton  Exchange  to  secure  an 
extension  of  the  licensed  warehouse  and  certificating  system  of  the 
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exchange  so  as  to  include  southern  markets.  Under  this  plan,  cotton 
would  be  graded  in  southern  markets  \mder  the  control  of  the  inspec- 
tion bureau  of  the  New  York  Cotton  Exchange,  and  after  being  cer- 
tificated and  stored  in  licensed  warehouses  would  be  deliverable  on 
New  York  contracts  without  actually  being  brought  to  New  York; 
the  buyer  of  the  contract  would  be  allowed  to  deduct  from  the  con- 
tract price  the  shipping  expenses  from  the  market  where  the  cotton 
was  thus  stored  to  New  York,  and  also  a  small  penalty.  The  argu- 
ments in  favor  of  this  plan  and  some  of  the  objections  to  it  will  be 
discussed  in  a  later  part  of  this  report  and  need  not  be  further  con- 
sidered here. 


CHAPTER  VII. 
ATTBKPTBI)  DEFEH8S8  OF  PEBIODIC-DIFFEREHCE  8T8TSM. 

Section  1.  Alleged  advantage  of  a  definite  basis  for  transactions. 

It  should  be  unnecessary  to  present  further  evidence  to  support  the 
sUteiiit^nt  that  the  periodic-difference  system  has  repeatedly  disorgan- 
ized the  future  market  from  a  hedging  standpoint,  that  it  tends  to  in- 
creii^  the  risks  of  speculation,  that  it  is  antagonistic  to  the  proper 
quotation  of  the  spot  market,  and  that  other  abuses  of  the  system  have 
lieen  serious. 

D(*s|dte  these  facts,  many  cotton  merchants,  including  some  in  the 
South,  contend  that  it  is  necessary  to  have  a  system  under  which 
grade  differences  can  be  known  for  some  definite  period  in  advance, 
on  the  ground  that  otherwise  it  is  impracticable  to  conduct  business 
in  spot  cotton  with  reasonable  certainty.  Those  who  take  this  view 
assert  that  under  the  fluctuating-difference  system  the  operator  in  fu- 
tures, and  more  particularly  the  cotton  merchant,  can  not  reckon  the 
result  of  his  transactions  with  any  degree  of  accuracy,  because  he  can 
not  possibly  know  in  advance  what  differences  between  grades  will 
apply  on  cotton  tendered  or  received  on  his  contract  when  the  delivery 
is  actually  made.  They  urge  that  cotton  merchants  usually  operate 
on  a  very  narrow  margin  of  profit — at  times  not  more  than  an  eighth 
of  a  cent  a  pound — and  that  so  small  a  margin  may  be  seriously  re- 
duced, or  even  extinguished,  if  differences  are  changed  during  the 
interval  between  the  making  of  the  contract  and  its  maturity.  For 
instance,  suppose  a  cotton  merchant  had  purchased  100  bales  of  good 
ordinary  cotton  in  the  interior  at  a  difference  of  1  cent  off  middling 
and  had  sold  a  future  contract  against  this  cotton  immediately  on 
purchasing  it.  Presumably,  at  the  time  he  makes  this  transaction, 
the  cotton  merchant  does  not  contemplate  delivering  his  cotton  on 
the  contract,  but  intends  to  dispose  of  it  to  spinners,  using  the  con- 
tract merely  as  a  hedge.  In  such  case,  however,  he  still  has  the 
alternative  of  delivering  the  cotton  on  the  contract  if  that  should 
prove  more  advantageous  to  him.  Suppose,  now,  the  relative  value 
of  good  ordinary  cotton,  as  compared  with  middling,  declines  after 
the  merchant  has  made  his  purchase  and  before  he  sells  the  cotton, 
so  that  the  difference  l>etween  middling  and  good  ordinary  is  1.5 
cents  instead  of  1  cent.  If,  now,  he  sells  the  cotton  to  spinners,  he 
must  do  so  at  a  lower  price  than  he  paid.  If,  moreover,  the  same 
266 
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increased  difference  is  applied  in  case  he  delivers  the  cotton  against 
his  future  contract,  his  loss  is  the  same.  On  the  other  hand,  if,  under 
the  fixed-difference  system,  the  difference  for  good  ordinary  on  con- 
tract deliveries  remains  at  1  cent,  he  can  deliver  his  cotton  on  con- 
tract and  avoid  loss,  even  though  the  commercial  difference  may 
widen.  Consequently,  cotton  merchants  who  transact  business  in  this 
way  may  prefer  the  New  York  system  of  fixed  differences  to  the 
New  Orleans  system  of  commercial  differences.  As  shown  later, 
however,  any  such  advantage  can  be  only  a  temporary  one. 

Of  course,  if  a  merchant  has  cotton  on  hand  in  the  delivery  market 
and  sells  a  xiontract  for  delivery  in  the  current  month,  he  would  be 
subject  to  no  unforeseen  loss  with  respect  to  grade  differences  under 
the  New  Orleans  system,  since  the  differences  which  would  apply  on 
his  delivery  would  be  those  existing  on  the  day  before  he  issued  the 
notice,  and  would  therefore,  of  course,  be  known  to  him.  In  ordinary 
business,  however,  owing  to  the  time  required  for  transporting  cotton 
from  the  interior  to  New  Orleans,  and  for  other  reasons,  a  cotton 
merchant  is  compelled  to  buy  his  cotton  days  or  weeks,  or  possibly 
months,  before  delivery  is  actually  made.  In  such  cases,  although  he 
may  sell  a  contract  immediately  on  buying  the  cotton,  he  can  not  then 
know  what  differences  will  apply  when  the  tender  is  made.  It  is 
clear,  therefore,  that  under  these  circumstances  any  radical  change  in 
commercial  differences  in  the  delivery  market — which,  of  course, 
under  the  commercial-difference  system  should  be  reflected  in  the  con- 
tract differences — may  completely  upset  the  calculations  of  such 
merchants. 

Objections  to  the  commercial-difference  system  on  this  score  are 
well  illustrated  in  the  following  excerpt,  in  substance,  from  a  state- 
ment by  a  merchant  in  the  Memphis  market : 

The  principal  objection  to  fluctuating  differences  is  that  fre- 
quent revisions  upset  all  the  calculations  of  both  buyers  and 
sellers  who  are  parties  to  future  contracts.  When  a  cotton  mer- 
chant buys  a  quantity  of  cotton  and  hedges  against  that  by  sell- 
ing in  the  future  market,  he  knows  precisely  what  differences 
wul  be  computed  on  or  off  the  base  on  the  day  of  delivery,  if 
the  differences  are  fixed.  If  the  differences  are  not  fixed,  but  are 
subject  to  revision  at  any  time,  he  has  no  assurance  that  the  cal- 
culations he  based  upon  the  differences  existing  when  the  con- 
tract was  made  will  be  any  guide  whatever  to  his  profits  upon 
closing  the  transaction.  It  is  easily  possible  that  in  a  transaction 
where  he  figured  a  profit  he  will  realize  a  loss, 

A  cotton  buyer  of  Memphis,  Tenn.,  said : 

You  know  just  exactly  what  you  can  expect  in  New  York. 
You  know  that  that  difference  is  fixed  in  September  and  in  No- 
vember and  that  it  can  not  be  changed  for  a  year.  You  can  base 
your  calculations  for  a  year  on  what  that  cotton  is  worth  in  New. 
York.    In  making  your  forward  sales  your  basis  is  fixed  on  New 
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York*    Yon  know  \ihat  it  is  worth  in  N<?w  York  and  you  can 
fig^ure  how  njuch  niort^  spinners  are  Tvilling  to  pay  for  it  than 

vou  can  dt^liver  it  for  on  contract*    I  am  very  much  in  favor  of 
fixed  differences. 

A  inerchatit  in  the  New  Orleans  market,  who^  however,  was  opposed 
to  tile  New  York  system  of  fixed  differences^  said ; 

We  sometimes  see  opportunities  to  buy  futures  in  this  market 
npiinst  sales  to  Europe,  and  if  we  can  be  Uf^sured  that  the  dif- 
ferences existing  at  the  tinit^  we  make  the  purchase  will  obtain 
when  the  delivery  is  nmde  to  lis  during  the  succeeding  tJiree  or 
foui'weeks,  on  the  same  priiiciple  we  can  operate  with  exactness 
and  on  a  narrow  margin;  in  oithercas*?  we  snouhl  prefer  to  know 
what  we  aro  g<^iJ^^  ^o  gi*t.  For  instance,  here  we  are  on  the  6th 
day  of  June.  Suppose  June  contracts  were  sellitig  at  a  price 
which  invited  me  to  bay  them,  I  might  figui^e  tbem  out,  buy 
the  June,  contracts  at  to-day  s  price,  receive  the  cotton,  and  I 
amid  sell  it  to  Kurope.  I  might  be  willing  to  do  it,  hut  the 
cotton  may  not  Ire  tendered  me  until  the  em  I  of  June^  and  wdien 
the  cotton  is  tendered  to  me  at  the  end  of  June  the  differences 
may  liave  V>een  changed  against  me.  For  example,  instead  of 
getting_  low  mid  tiling  at,  say,  Ij^  off,  as  it  is  to-day,  I  might  get 
low  middling  at  l^  off,  a  difference  of  one-eighth  cent,  and 
one-eighth  cent  is  mon*  than  the  conmiission  I  should  expect  to 
make.  That  is  the  reason  wlw  I  am  in  favor  of  monthly  differ- 
ences* ( )n  the  ot  li e r  1 1 and,  I  m  i gh  t  see  a n  o ppo rt  unity  to  b uy 
w>tton  to-day  and  sell  Junes,  hut  by  the  last  week  in  Jime,  in- 
stead of  the  difference  being  l^V  cents,  it  would  be  lj\  cents.  Of 
course,  there  is  the'uncertainty.  But  you  will  find  that  most  busi- 
ness men  want  to  be  sure  of  what  they  are  doing. 

It  wuU  be  seen  that  the  substance  of  these  arguments  is  that  the 
commercial-difference  system  does  not  afford  the  cotton  merchant  a 
sufficiently  definite  basis  for  calculating  the  outcome  of  his  operations 
in  spot  cotton,  even  in  the  New  Orleans  market.  The  additional  ar- 
gument is  advanced  against  the  use  of  commercial  differences  in  New 
York  that  that  market  is  primarily  a  surplus-grade  market,  and  that 
much  of  the  cotton  received  there  is  purchased,  not  for  immediate  re- 
sale, but  with  the  intention  of  carrying  such  surplus  grades  until  they 
are  again  in  active  demand.  It  is  argued  that  the  purchase  of  such 
cotton  for  shipment  to  New  York  is  primarily  a  banking  or  invest- 
ment operation,  and  one  that  ordinarily  will  not  be  undertaken  at  all 
unless  the  merchant  can  be  assured  of  a  safe  and  sure  profit  The 
fact  that  the  New  York  market  is  at  a  great  distance  from  the  cotton 
belt,  thus  ivquiring  more  time  in  which  to  make  shipments  of  cotton 
from  the  South  than  in  the  case  of  New  Orleans,  was  urged  as  a  still 
further  reason  why  it  was  imperative  that  the  merchant  should  know 
in  advance  what  diffeivnces  will  apply  on  his  contract  when  delivery 
is  actuallv  made. 
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The  arguments  in  favor  of  periodic  diflFerences  just  outlined,  it 
will  be  found  on  analysis,  are  in  nearly  every  case  from  the  standpoint 
of  the  seller  of  Contracts  who  may  desire  to  tender  cotton  upon  them. 
They  really  amount  to  a  plea  for  relieving  the  seller  of  contracts  from 
risk  by  throwing  the  entire  risk  on  the  buyer.  It  is  clear  that  the 
seller,  if  he  knows  what  differences  will  apply  on  cotton  which  he 
intends  to  deliver,  can  calculate  his  profits  to  a  nicety.  This  is  not 
true,  however,  in  the  case  of  the  buyer  of  the  contract.  Although  one 
of  the  statements  above  quoted  argues  that  periodic  differences  are 
an  advantage  to  the  buyer  as  well  as  to  the  seller,  this  argument  is 
misleading  for  the  reason  that  the  buyer,  instead  of  receiving  grades 
which  he  desires,  or  which  he  expected  at  the  time  he  bought  the  con- 
tract, will  be  compelled  to  receive,  when  the  delivery  is  actually  made, 
any  grade  or  grades  within  the  tenderable  range  which  the  seller  sees 
fit  to  tender  him. 

Section  2.  Fixed  differences  unjnst  to  the  bnyer. 

The  privilege  of  the  seller  of  tendering  any  grades  within  the 
deliverable  range  gives  him  an  advantage  over  the  buyer  even  under 
the  commercial-difference  system,  as  is  more  fully  shown  below. 

The  advantage  of  the  seller,  however,  obviously  is  vastly  increased 
under  a  system  of  periodic  differences,  since  periodic  differences  en- 
able the  seller  in  large  measure  to  escape  the  risk  of  changes  in  grade 
differences  altogether.  Thus,  in  the  case  of  the  New  York  Cotton 
Exchange,  during  the  interval  between  the  November  revision  meet- 
ing and  that  in  the  following  September— or,  in  other  words,  for  a 
period  of  ten  months  of  every  year — the  seller  of  a  contract  against 
cotton  on  hand  is  absolutely  protected  against  any  change  in  the 
commercial  differences  from  the  day  that  he  enters  into  his  contract. 
The  buyer,  however,  takes  all  the  risk  which  the  seller  escapes;  he 
may  have  to  receive  cotton  at  fixed  differences  which  in  no  way  cor- 
respond to  those  at  which  he  could  dispose  of  it  in  the  spot  market. 

That  the  periodic-difference  system  thus,  in  very  large  measure, 
throws  the  risk  of  changes  in  differences  upon  the  buyer  was  frankly 
admitted  and  defended  by  one  of  the  leading  advocates  of  the 
periodic-difference  system  in  the  New  York  market,  who  said : 

In  any  other  kind  of  a  contract,  as  I  understand  it,  the  buyer 
takes  the  risk,  and  I  think  he  ought  to  do  so.  After  a  man  has 
sold  his  commodity,  whether  it  be  a  horse  or  a  house  or  a  hundred 
bales  of  cotton,  I  see  no  reason  why  he  should  take  any  further 
risk.  He  no  longer  owns  the  commodity.  It  may  be  that  he  is 
delivering  it  two  or  five  months  hence,  but  it  seems  to  me  that  it 
is  good  law  and  good  logic  that  the  buyer  should  take  the  risk 
of  variation  in  grades,  as  well  as  of  variation  in  price  level. 
*  *  *  My  point  of  view  is  determined  to  a  very  large  extent 
by  my  feeling  that  a  contract  is  a  contract;   that  the  permissi- 
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advance  would,  if  differences  were  properly  established,  affect  all 
grades  aUke,  and  would  thus  tend  to  attract  a  more  representative 
stock  than  that  likely  to  be  obtained  when  only  certain  grades  are 
overvalued,  and  this  even  though  the  stock  would  stUl  consist  mainly 
of  the  surplus  grades  of  the  crop.  Any  such  advance  in  the  contract 
price  would  come  about  legitimately  as  the  natural  result  of  com- 
petitive efforts  to  attract  cotton  to  New  York  in  fulfillment  of  con- 
tracts, instead  of  resulting  from  an  arbitrary  and  fake  system  of  over- 
valuing differences  which,  as  already  shown,  tends  to  give  an  advan- 
tage to  a  few  operators  as  against  the  great  mass,  and  whiph,  further- 
more, is  open  to  the  serious  objection  that  it  presents  a  constant 
temptation  on  the  part  of  revision  conmiittee^  to  abuse  their  position 
for  the  purpose  of  personal  gain.  If  it  should  prove  that  New  York 
could  not,  by  thus  advancing  the  contract  price,  seciure  a  sufficient 
supply  of  cotton  to  protect  its  operations  in  futiures,  then,  as  just 
stated,  this  would  be  evidence  that  the  New  York  Cotton  Exchange 
must  devise  some  other  proper  ipeans  of  protecting  its  patrons  or 
go  out  of  business. 

Section  8.  Arbitrary  differences  an  alleged  source  of  imusaal  profit  to 
certain  spot-cotton  merchants. 

In  connection  with  this  charge  that  the  periodic-difference  system 
has  been  employed  to  draw  a  stock  of  cotton  to  New  York,  the  further 
complaint  is  made  that  certain  interests,  and  particularly  a  group  of 
spot-cotton  merchants  in  New  York,  have  reaped  large  and  xmdue 
profits  in  this  manner.  Of  course,  as  fully  explained  in  Chapter  V, 
members  of  a  revision  committee  can,  by  abusing  their  position  and 
estabhshing  differences  on  an  improper  basis  after  they  have  sold  con- 
tracts on  the  exchange,  thus  secure  illegitimate  profits.  Such  possible 
abuse  of  the  system  has  been  fully  illustrated  and  need  not  be  reviewed 
here. 

Aside  from  any  profits  arising  from  such  deliberate  abuse  of  the 
New  York  difference  system  by  those  on,  or  represented  on,  revision 
committees,  however,  the  system  also  undoubtedly  tends  at  times  to 
create  opportunities  for  reaping  unusual  gains  as  a  result  of  disparity 
between  contract  differences  at  New  York  and  commercial  differences 
in  southern  markets.  If,  whether  because  wTong  differences  are 
fixed,  even  though  unintentionally,  in  the  first  instance,  or  because 
of  changes  in  commercial  differences  after  the  New  York  revision, 
the  contract  differences  result  in  a  relative  overvaluation  of  certain 
grades,  obviously  there  will  be,  temporarily,  an  opportunity  to  reap 
an  imdue  profit  by  shipping  cotton  to  New  York  to  take  advantage 
of  such  conditions,  and  there  can  be  no  question  that  at  times  this  has 
actually  happened.  On  the  other  hand,  this  must  be  regarded  as  an 
occasional  rather  than  as  a  constant  feature  of  the  New  York  differ- 
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ence  system.  The  natural  result  of  excessive  differences  on  high 
grades  of  cotton,  or  of  insufficient  differences  on  low  grades,  provided 
these  grades  are  being  tendered  on  contract,  is  to  send  the  contract 
price  to  a  discoimt  sufficient  to  oflFset  such  errors  in  the  differences. 
It  follows,  therefore,  that  when  this  process  of  adjustment  has  been 
appUed  there  will  be  no  undue  profit  in  tendering  such  grades  of  cotton 
at  the  false  differences.  This  is  especially  the  case  in  New  York, 
owing  to  the  natural  difficulties  in  bringing  cotton  to  that  market  at 
all,  particularly  the  relatively  high  freight  charges.  This  readjust- 
ment of  the  contract  price  to  errors  in  differences  may,  however, 
require  some  time,  consequently  cotton  merchants  who  already  have 
cotton  on  hand  in  New  York  or  who  are  in  a  position  to  buy  it  promptly 
in  the  South  may  be  able  to  deliver  the  overvalued  grades  on  contract 
at  New  York  and  thereby  secure  a  special  profit  which,  though  per- 
haps not  strictly  illegitimate,  is  at  least  imeamed.  The  larger  spot 
merchants  who  have  special  facilities  for  knowing  the  tendencies  in 
the  relative  values  of  the  grades  in  the  South,  and  who  are,  of  course 
thoroughly  informed  as  to  the  logical  effect  of  errors  in  differences 
upon  the  contract  price,  clearly  have  an  advantage  over  smaller  dealers 
and  speculators  who  are  not  as  well  informed  or  who  do  not  have 
facilities  for  taking  advantage  of  such  conditions.  In  this,  as  in  many 
other  respects,  therefore,  there  can  be  little  doubt  that  the  periodic- 
difference  system  of  the  New  York  Cotton  Exchange,  because  of  its 
tendency  to  overvalue  certain  grades  at  one  time  or  another,  has 
worked  to  the  special  advantage  of  a  limited  number  of  operators  of 
special  facilities  and  intelligence  and  to  the  corresponding  detriment 
of  the  general  mass  of  traders. 

Section  4.  Alleged  use  of  New  York  stock  for  the  purpose  of  depressing 
contract  price. 

In  addition  to  the  charge  that  the  fixed-difference  system  of 
the  New  York  Cotton  Exchange  has  tended  to  attract  mainly  the 
surplus  grades  of  cotton  to  that  market,  the  further  complaint  is 
made  that  this  stock  has  been  used  by  large  operators,  in  connection 
with  the  fixed-difference  system,  to  systematically  hammer  the 
New  York  contract  price.  It  has  already  been  shown  that  the  effect 
of  differences  which  overvalue  certain  grades  of  cotton  when  delivered 
on  contract  is  to  depress  the  contract  price.  A  striking  illustration 
of  this  occurred  in  the  New  York  market  in  November,  1906.  It 
is  charged  that  such  sacrifice  of  contracts  as  took  place  at  that 
time  has  occurred  again  and  again  on  a  smaller  scale  in  the  New 
York  market  as  a  result  of  improper  differences  in  connection  with 
an  undesirable  stock  of  deliverable  cotton.  The  argument  is  that 
because  the  New  York  contract  differences  frequently  overvalue 
certain  grades,  and  because  deliveries  of  cotton  are  usually  so  mixed 
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bility  of  variation  in  the  contract  introduc^f?  a  purely  speeulative, 

or,  I  mig^ht  say,  fi^aiiibling,  element  into  the  contract;  rjkI  that, 
consequently,  wlien  a  contract  has  once  bi^on  made  there  oii^ht  in 
be  no  viiriation  in  the  terms  of  it.  I  Ix'lieve,  therefore,  that  the 
smaller  the  number  of  changes  in  the  liifference^s  Ijet.ween  the 
various  grades  of  cotton  the  nearer  we  approach  to  a  thoroughly 
sound  commercial  contract. 

latPOBTANT  iJlSTINtTION  BCTWEKN   A  BABtS  tOXTRACT  AND  A   SPECIFIC 

CONDUCT.— It  is  true  that  in  ordinary  contracts  for  the  purchase  of 
sjHirific  goods  the  buyer  must  take  the  risk  of  any  decline  in  value 
snW^quent  to  the  execution  of  the  contract.  Thus,  if  a  man  buys  a 
piece  of  real  estate  at  an  agreed  price,  he  nnist,  of  course^  hear  any 
loss  which  may  occur  from  a  subst^qnent  decline  in  the  valtie  of  the 
property.  Tn  the  same  way,  the  buyer  of  a  contract  calling  for  the 
delivery  of  middling  cotton  only,  or  of  any  other  specific  grade,  must 
pay  the  price  fixed  at  the  time  the  contract  is  entered  into,  regard Ici^ 
of  whether  or  not  this  price  proves  to  l>e  above  or  ht^low  the  market 
value  of  such  npecified  grade  when  it  is  actually  delivered*  In  other 
words,  the  buyer  takes  the  risk  of  any  subsequent  change  in  the  value 
of  such  grade,  and  properly  so<  It  hy  no  means  follows,  however, 
that  he  should  take  the  entii*e  risk  of  changes  in  valuers  of  all  grades 
in  ihe  case  of  a  basis  contract.  The  option  of  the  seller  as  to  the 
grsnles  whirh  he  will  tendet-  under  a  bs^sis  f^ont nH*t  makes  the  distinc- 
tion between  a  basis  contract  and  a  specific  contract,  and  it  is  a  vital 
one  and  one  which  can  not  be  too  strongly  emphasized.  Under  a 
basis  contract,  with  a  fixed-difference  system,  the  buyer  not  merely 
assumes  the  risk  that  middling  cotton  may  go  down  in  value,  but  he 
has  to  assume  the  risk  of  receiving,  at  a  price  fixed  in  advance,  that 
particular  grade  among  twenty  or  thirty  which  may,  during  the  in- 
terval between  the  making  and  the  maturity  of  the  contract,  decline 
the  most. 

The  buyer's  position  may  be  made  clearer  by  the  following  illustra- 
tion :  Suppose  a  buyer  of  cattle  were  to  agree  to  purchase  a  steer  at  a 
given  price  from  a  western  ranch  owner  and  to  assume  the  risk  of 
injury  to  the  animal  during  shipment  to  a  central  market  like  Chi- 
cago. The  buyer,  as  a  result  of  his  experience  and  that  of  others, 
would  have  some  idea  of  the  probable  risk  that  the  steer  might  be- 
come injured.  This  risk  is  similar  to  that  which  the  cotton  buyer 
takes  in  making  a  future  contract  for  a  specific  grade  of  cotton.  But 
suppose  the  cattle  buyer  agreed  to  allow  the  western  ranch-  owner  to 
deliver  him,  at  a  price  fixed  in  advance,  any  one  of  a  consignment  of 
30  steers  which,  on  the  arrival  of  the  consignment  at  Chicago,  the 
seller  might  then  choose  to  deliver.  In  the  transptH^ation  of  $uch  a 
lot  of  30  steers,  it  is  obWous  that  the  risk  that  some  one  animal  may 
become  sick  or  injured  or  nuiy  die  is  many  times  greater  than  the  ri.^k 
with  a  single  steer.     Under  such  a  contract,  it  is  clear  that  the  seller 
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would  deliver  to  the  buyer  that  steer  which  at  the  time  of  arrival  in 
Chicago  was  worth  the  least  money.  If  any  one  of  the  30  steers 
were  injured  or  were  to  die,  the  buyer  would  get  that  one.  The  mul- 
tiplied risk  in  this  case,  although  perhaps  greater  than  the  risk  which 
the  cotton  buyer  takes  under  a  basis  contract  where  the  differences 
for  the  respective  grades  are  fixed,  is  similar  in  principle. 

In  ordinary  business  transactions  the  seller  undertakes  to  deliver  a 
specific  article  and  bears  the  risk  incurred  in  obtaining  that  article  for 
delivery.  In  such  cases,  as  already  stated,  the  buyer  properly  bears 
the  risk  of  any  subsequent  change  in  value.  But  if  the  seller  is  re- 
lieved of  his  risk  of  delivering  a  specific  article,  as  he  is  under  a  basis 
contract,  he  certainly  should  be  compelled  to  deliver  an  exact  commer- 
cial equivalent ;  otherwise  the  buyer  is  compelled  to  bear  not  only  his 
proper  risk  but  the  risk  that  naturally  should  fall  on  the  seller. 

The  absolute  inability  of  the  buyer,  at  the  time  he  enters  into  the 
contract,  to  stipulate  what  grades  he  will  take,  or  to  know  what 
grades  he  will  be  compelled  to  take,  injects  into  the  transaction  under 
the  periodic-difference  system  an  enormous  element  of  uncertainty. 
This  uncertainty  may  properly  be  said  to  give  the  contract  much  of 
a  gambling  character.  So  far  as  the  buyer  is  concerned,  the  trans- 
action comes  very  near  being  a  lottery.  The  seller  has  not  only  the 
extremely  valuable  privilege  of  selecting,  but  also  the  inducement  to 
select,  from  the  wide  range  of  grades  deliverable  on  contract,  those 
grades  which  he  can  tender  to  best  advantage  to  himself,  or,  con- 
versely, to  the  greatest  disadvantage  of  the  receiver.  A  contract 
which  permits  any  such  advantage  to  one  party  is  obviously  an  in- 
equitable contract;  and  the  inequity  is  not  overcome  by  merely  stat- 
ing that  it  is  not  concealed  but  is  known  to  both  parties. 

The  difficulty  can  not  be  met  by  allowing  the  buyer  of  a  future 
contract  to  specify  what  grades  he  will  receive.  Such  a  provision, 
as  will  be  shown  in  a  later  portion  of  this  report,  is  incompatible 
with  the  nature  of  a  general  trading  contract  It  is  urged,  to  be 
sure,  that  the  buyer  does  have  some  idea  of  the  kind  of  cotton  which 
he  will  receive;  that  is,  that  he  may  expect  to  receive  the  surplus 
grades  of  the  crop.  While  this,  in  a  general  way,  is  true,  practically 
the  range  of  even  these  surplus  grades  is  so  great  that  he  is  but  little 
better  off  than  he  would  be  if  he  had  no  idea  whatever  as  to  the  grades 
likely  to  be  delivered.  The  range  of  grades  ordinarily  tendered  on 
even  a  single  contract  in  New  York  is  often  extremely  wide — so  wide, 
indeed,  that  the  receiver  can  not  guess  the  probable  composition  of 
a  tender  with  any  degree  of  accuracy.  Moreover,  in  the  case  of 
future  contracts  purchased  before  the  crop  is  gathered  the  buyer  can 
not  know  in  advance  what  the  surplus  grades  will  be. 

The  buyer  of  a  contract  is,  therefore,  at  an  enormous  disadvantage 
under  the  periodic-difference  system.     On  the  other  hand,  the  seller 
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of  a  future  contract  is  not  put  to  any  corresponding  disadvantage 
under  the  com mercial -difference  system,  since  here  also  the  privilege 
of  selecting  the  grade  or  grades  of  cotton  which  he  will  tender  re- 
duces very  niaterinlly  tlie  risk  wliich  In?  is  forced  to  assxime.  It  is 
true  that  the  particular  grade  of  rotton  which  he  may  have  intended 
to  deliver  against  the  future  contract  which  he  has  sold  may,  by  the 
time  delivery  is  nmde,  have  declined  relatively  to  middling  as  a 
result  of  change  in  the  commercial  differences,  so  that  if  he  tendered 
it  he  would  suffer  a  loss.  But  he  can  at  any  time  deliver  middling 
cotton  tit  the  very  price  for  which  he  sohl  the  contract,  provided 
middling  cotton  is  obtainable*  Moreover,  among  the  wide  range  of 
otlier  grades  there  are  almcvst  eeitain  to  be  some  which  ha^^e  not  de- 
clined i-elatively  to  middling,  or  which  have  declined  very  much  less 
than  others.  The  cotton  merchant  who  does  anything  like  a  large 
business  in  spot  cotton  is,  therefore,  usually  in  a  position  to  select 
the  grades  which  he  will  deliver  on  contracts  in  such  a  way  as  to 
suffer  no  serious  loss  on  account  of  the  change  in  commercial  differ- 
ences,  or,  in  any  event,  materially  to  limit  his  loss.  If  different^cs 
generally  widened  on  all  grades,  the  stdler  of  a  fnture  contract  w^io 
was  carrving  a  large  stock  of  cotton  would  deliver  high  grades  and 
withhold  low  grades.  On  the  other  hand,  if  the  diffeivnces  gen- 
erally became  narrower,  he  would  deliver  low  grades  and  withhnld 
high  grades.  If  the  differences  became  wider  on  low  grades  and  at 
the  same  time  narrower  on  high  grades,  thus  reducing  the  delivery 
value  for  both,  the  seller  would  be  placed  at  a  disadvantage  unless 
he  had  middling  cotton  itself  to  deliver. 

Of  course,  after  a  seller  has  shipped  cotton  to  a  market  in  satisfac- 
tion of  a  future  contract  previously  sold,  he  will  be  injured  if,  prior  to 
delivery,  differences  are  widened  on  low  grades  or  narrowed  on  high 
grades,  since  in  either  case  he  will  receive  less  for  his  cotton  than  he 
had  expected  to  obtain  at  the  time  of  shipment.  As  shown  in  the 
statements  above  quoted,  it  is  urged  by  some  cotton  merchants  that 
after  a  shipper  has  thus  gone  to  the  trouble  and  expense  of  accumu- 
lating a  lot  of  cotton  and  has  actually  started  it  on  its  way  to  the  mar- 
ket, he  should  not  be  made  to  suffer  because  of  any  subsequent  decline 
in  its  value  as  a  result  of  changes  in  grade  differences.  While  at 
first  sight  it  seems  like  an  injustice  to  subject  a  seller  under  these  cir- 
cumstances to  any  risk  of  loss,  it  will  be  seen  on  analysis  that  this 
is  one  of  the  risks  which  the  seller  must  expect  to  take  unless  he  is 
willing  to  specify  the  exact  grades  of  the  cotton  which  he  proposes  to 
deliver;  that  is,  unless  he  is  willing  to  forego  the  privilege  of  select- 
ing at  the  time  of  delivery  what  grades  he  will  tender.  Such  a 
system,  however,  as  just  stated,  is  incompatible  with  the  require- 
ments of  a  general  trading  contract. 
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As  a  matter  of  practice,  the  cotton  merchant  who  «ells  a  future 
contract  against  cotton  in  stock  often  does  not  have  any  definite  ided 
at  the  time  he  sells  the  contract  what  grades  he  will  ultimately  deliver- 
This  is  particularly  true  in  the  case  of  hedging  transactions,  where 
the  seller  will  deliver,  if  he  delivers  at  all,  those  grades  which  he  has 
been  unable  to  dispose  of  to  the  trade,  or  broken  lots  or  "  overs  " 
which  may  have  accumulated  on  his  hands  and  the  nature  of  which  he 
himself  may  not  have  known  at  the  time  his  contract  was  sold.  This 
very  opportunity  of  the  seller,  by  reason  of  the  optional  feature  of 
the  basis  contract,  to  dispose  of  his  surplus  grades  at  a  time  when 
he  might  have  difficulty  in  selling  them  in  the  spot  market,  however, 
alone  confers  a  great  benefit  upon  him.  For  the  seller  to  demand 
that  he  be  absolutely  relieved  of  all  risk  of  fluctuation  in  grade  dif- 
ferences, despite  the  fact  that  he  is  thus  unwilling  or  unable  to  commit 
himself  to  the  delivery  of  specific  grades,  is  an  unreasonable  position, 
and  one  not  in  accord  with  business  principles.  As  just  shown,  any 
such  evasion  of  the  risk  by  the  seller  simply  throws  a  greater  risk 
on  the  buyer.  The  buyer,  to  be  sure,  endeavors  to  escape  this  risk 
by  reducing  his  bids  for  contracts.  These  efforts  on  the  part  of  the 
buyer,  however,  afford  only  a  very  meager  measure  of  protection. 
Furthermore,  any  such  attempt  on  the  part  of  the  buyer  to  shift  the 
burden  necessarily  results  in  disorganizing  the  future  market  and  in 
causing  heavy  loss  to  innocent  parties. 

The  risk  of  fluctuation  in  grade  differences  exists,  and  consequently 
it  must  fall  upon  some  one.  If  it  were  possible  for  merchants  to  shift 
this  risk  upon  the  shoulders  of  the  speculative  class  exclusively,  the 
situation  would  be  somewhat  different.  It  has  been  shown  that  the 
hedging  function,  provided  differences  are  properly  established,  does 
enable  cotton  merchants  to  shift  the  risk  of  fluctuations  in  the  basis 
price  to  others  who  are  willing  to  assume  such  risk,  or  at  least  pro- 
vides for  the  distribution  or  offsetting  of  that  risk.  The  shifting  of 
this  risk  as  to  the  basis  price,  accomplished  by  means  of  hedging, 
not  only  does  not  injure  either  the  buyer  or  the  seller  of  actual  cotton, 
but  distinctly  benefits  both.  Any  attempt  to  shift  the  risk  of  changes 
in  grade  differences  by  the  establishment  of  arbitrary  differences, 
however,  is  certain  to  react  upon  the  contract  price  and  thus  to  destroy 
to  a  greater  or  less  extent  the  protection  offered  by  hedging.  This  is 
equally  true,  whether  the  attempt  is  made  to  shift  the  risk  upon  a 
distinct  class  like  speculators,  or  to  shift  it  from  sellers  exclusively 
upon  buyers. 

Thus,  because  the  seller  of  a  future  contract  has  the  absolute  option 
of  selecting  what  grades  he  will  tender,  the  uncertainty  which  the 
commercial-difference  system  throws  upon  him  is  a  far  less  serious 
matter  than  the  uncertainty  which  that  option,  under  the  fixed  or  the 
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periodic  difference  system  ^  throws  upon  the  buyer  of  a  future  con  tract. 
Moreover,  the  ar^nuent  that  changes  in  differences  introduce  an  un- 
certainty into  the  tenns  of  the  contract  overlooks  the  fact  that  the 
fixing  of  such  differences  injects  this  uncertainty  into  the  basis  price 
of  future  contracts  itself, 

AdvantaOK  of  seller  in  cases   where  ACTTAL  DELIVERr  OF  COTTON 

IS  NOT  MADE. — The  preceding  disi-iission  has  been  based  on  the  assump- 
tion that  the  cotton  merchant  who  sells  a  future  contract  will  deliver 
the  cotton.  In  actual  practice  such  deliveries  are  not  extensively 
made  by  merchants.  The  merchant  who  sells  a  future  contract  as  a 
hedge  will  not  actually  deliver  cotiun  in  fulfillment  of  his  contract 
if  he  can  dispose  of  it  to  better  advantage  in  the  sjuot  market,  while 
the  buyer,  at  the  same  time,  wnll  not  compel  delivery  on  contract 
unle^  he  is  unable  to  supply  his  wants  in  the  spot  market.  It  is  true, 
as  pointed  out  in  Chapter  II,  that  an  operator  is  influenced  by  prac- 
tically the  same  considerations  in  either  case;  that  is,  a 'merchant 
who  agrees  to  deliver  middling  cotton  to  a  spinner  and  who  buys  a 
future  contract  as  a  hedge  operates  on  the  theoiy  that  he  can  take  up 
cotton  on  his  future  contract,  and,  even  though  it  may  not  be  exactly 
the  grade  required  to  fill  his  agreement  with  the  spinner,  resell  it  in 
the  spot  market  at  an  advance  sufficient  to  offset  any  advance  which 
lie  may  have  to  pay  for  middling.  The  fact  that,  instcud  of  thus 
taking  up  cotton  pn  his  contract  and  reselling  it  in  the  spot  market, 
he  ordinarily  sells  out  his  future  contract,  is  merely  a  matter  of  con- 
venience, and  does  not  affect  the  principle  of  the  operation.  The  same 
is  true  of  selling  hedges;  that  is,  the  fact  that  the  seller  ordinarily 
buys  in  a  contract  to  offset  his  short  sale  does  not  affect  the  principle. 

Since,  however,  in  ordinary  business,  contracts  purchased  or  sold 
as  hedges  are  usually  closed  out  by  counter  sales  or  purchases,  re- 
spectively, instead  of  by  actual  receipt  or  delivery  of  the  cotton,  the 
hedging  merchant  chiefly  considers  the  direct  effect  of  grade  dif- 
ferences on  the  contract  price  relative  to  the  price  of  spot  middling, 
rather  than  their  effect  upon  the  delivery  value  of  the  cotton  if  ten- 
dered or  received  on  contract.  But  the  contract  prioe  is,  of  course, 
governed  largely  by  the  delivery  value.  The  relative  advantages  of 
buyers  and  sellers  under  periodic  differences  and  under  commercial 
differences  as  regards  hedging  transactions  may,  therefore,  very 
properly  be  judged  by  the  influence  of  such  differences,  respectively, 
upon  the  discount  in  the  contract  price  as  compared  with  the  spot 
price. 

It  will  be  found  that  in  such  hedging  transactions,  considered 
from  this  standpoint,  the  seller  of  a  contract  has  an  advantage  prac- 
tically as  great  as  in  cases  where  actual  delivery  of  cotton  is  made. 
The  conditions  which  operate  to  the  advantage  of  the  seller  in  ac- 
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tual  deliveries  tend  to  depress  the  contract  price  relative  to  the  price 
of  spot  middling,  in  which  case  the  seller  of  a  hedging  contract  who 
buys  in  another  contract  to  offset  it  makes  a  profit  on  the  contract 
which  more  than  offsets  his  loss  on  his  transaction  in  spot  cotton. 
This  is  well  illustrated  in  the  case  of  the  great  increase  in  the  margin 
between  the  spot  and  the  contract  price  which  occurred  in  the  season 
of  1906-7  as  a  result  of  the  improper  revision  of  November,  1906. 
To  be  sure,  under  a  periodic-difference  system  the  contract  price 
after  once  having  been  sent  to  an  unusual  discount  as  compared  with 
the  spot  price  may  again  advance.  It  might  seem  that  a  merchant 
who  sells  a  contract  short  at  a^time  when  the  discount  is  greatest 
would  be  likely  to  suffer  loss  when  the  discount  is  subsequently  re- 
duced. Such  loss,  however,  he  can  usually  avoid  by  simply  holding 
the  spot  cotton  against  which  he  originally  sold  a  hedge  and  deliv- 
ering it  in  fulfillment  of  the  future  contract.  In  this  case  he  ob- 
tains the  price  at  which  the  contract  was  originally  sold  (of  course, 
with  allowances  for  the  stated  differences),  regardless  of  any  subse- 
quent fluctuation  in  that  price.  Moreover,  the  very  fact  that  the  con- 
tract price  is  at  an  abnormal  discount  puts  the  seller  on  his  guard,  for 
he  can  expect  that  more  nearly  normal  conditions  will  some  time 
return. 

While,  therefore,  under  the  periodic-difference  system  the  seller 
has  a  great  advantage  over  the  buyer  in  hedging  transactions  closed 
out  without  actual  delivery,  on  the  other  hand  the  seller  is  subjected 
to  no  unfair  disadvantage  under  the  conunercial-difference  system. 
If,  as  would  be  the  case  under  a  perfect  working  of  that  system,  the 
contract  price  maintains  a  substantially  uniform  parity  with  the 
spot  price,  the  seller  as  well  as  the  buyer  of  a  hedge  is  fully  pro- 
tected. He  will  neither  lose  nor  gain  by  reason  of  changes  in  the 
general  level  of  cotton  prices. 

The  marked  advantage  of  a  selling  hedge  over  a  buying  hedge 
under  the  periodic-difference  system  undoubtedly  explains  the  pref- 
erence of  some  cotton  merchants  for  that  system  as  against  the  com- 
mercial-difference system.  Many  cotton  merchants,  particularly 
those  of  sufficient  means  to  carry  a  large  stock  of  cotton  on  hand  at 
all  times  during  the  active  cotton  season,  have  much  less  occasion  to 
use  a  buying  hedge  than  a  selling  hedge.  In  other  words,  having 
n  stock  of  cotton  on  hand  which  may  depreciate  in  value,  they  desire 
to  protect  themselves  against  such  possible  depreciation  by  selling 
futures.  If,  as  a  result  of  errors  in  fixing  differences,  the  contract 
price  is  sent  to  an  abnormal  discount  as  compared  with  the  price  of 
spot  middling,  such  sellers  of  hedges  are  not  only  protected,  but, 
in  addition  to  securing  a  proper  protection,  they  reap  an  undeserved 
profit  to  the  extent  that  the  discount  in  the  contract  price  is  thus 
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unduly  increased.  It  is  easy  to  see  how  merchants  wh»  have  r«*aped 
excessive  profits  under  these  cii^cumstances  should  so  strongly  favor 
the  New  York  periodic-ditference  system:  but  the  interests  of  this 
ehiss  of  merchants  sliould  not  be  allowed  to  prevail  as  agaiiist  the 
interests  of  other  merchants  and  of  spinnors  whose  busin**ss  requires 
the  use  of  bujnng  hedges.  The  hedging  merchant  is  not  entitled  to 
a  speculative  profit.  He  is  supposed  to  foi^ego  this  in  return  for  pro- 
tection against  spetMilative  losses. 

Section  3.  Alleged  tendency  of  periodic  differences  to  raise  prices  to  the 
cotton  i^ower, 
A  further  ar^^mient  iidvanred  in  favor  of  the  periodic-difference 
system  is  one  wliich  is  really  u  corollary  to  the  contention  that  mer- 
chants reqiiii'e  definite  knowledge  of  contract  differences  in  conduct- 
ing transactions  in  spot  cotton.  This  is  that  it  enables  the  cotton 
liuyer  in  the  South  to  pay  the  grower  a  higlier  price  than  he  could 
afford  to  pay  under  the  conimeixrial -difference  system.  The  argiunent 
is  that,  sinee  tin?  buyer,  in  selling  contracts  against  cotton  purchased, 
can  calculate  his  profit  definitely  under  periodic  diffei*ences,  he  is  con- 
sequently able  to  operate  on  a  narrower  margin  of  profit  than  wouhl 
otherwise  Ix^  possible  antl  thus  to  pay  higher  prices  to  the  cotton 
grower.  lender  tlie  ixnnodic-ilifference  system,  such  a  merchant,  pro- 
vided delivery  is  to  be  made  before  another  revision,  can  know  at  the 
moment  he  sells  the  contract  in  the  New  York  market  exactly  what  he 
will  receive  for  his  cotton  when  he  finally  tenders  it."  On  the  other 
hand,  under  the  commercial-difference  system  as  employed  in  New 
Orleans,  he  can  not  thus  know  what  the  final  delivery  value  of  his  cot- 
ton will  be.  If  he  delivers  high-grade  cotton  and  the  differences  are 
narrowed  prior  to  the  maturity  of  his  contract,  he  must  accept  a  corre- 
spondingly smaller  price;  or  if  he  delivers  low  grades  and  the  differ- 
ences are  widened,  the  net  value  of  his  cotton  will  likewise  be  reduced. 
Of  course,  it  may  be  that  differences  will  change  in  his  favor.  There 
is,  however,  an  element  of  uncertainty.  Consequently,  it  is  argued, 
the  merchant,  in  buying  cotton  from  the  grower,  will  bid  a  lower  price 
for  it  than  he  would  bid  under  a  system  of  fixed  differences,  in  order 
to  protect  himself  agjiinst  this  factor  of  uncertainty.  This  argument 
that  the  i>eriodic-difference  system  tends  to  enable  the  cotton  merchant 
to  pay  the  cotton  grower  higher  prices  for  his  product,  was  advanced 
not  only  by  memlx^i-s  of  the  New  York  Cotton  Exchange,  but  by  some 
buvers  of  cotton  in  the  South. 


<»Of  ix>urs<\  the  jrnulinj;  of  tho  classification  committee  of  the  New  York  Cot- 
ton Exchanjic  mijilit  not  bo  t^xactly  identical  with  the  ideas  of  the  seller,  but 
this  would  be  true  under  any  system  of  diflferences. 
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A  member  of  the  New  York  Cotton  Exchange  said : 

The  system  of  fixed  differences  has  a  peculiar  advantage  in  an 
ordinary  season ;  in  an  extraordinary  season  like  the  last  one  it 
fails.  This  system  of  fixed  differences  has  been  a  great  thing  to 
the  holders  of  very  high  and  very  low  grades  of  cotton  which  are 
not  in  immediate  demand.  During  the  height  of  the  season,  when 
there  is  plenty  of  cotton,  the  demand  usually  runs  for  the  medium 
grades,  say,  for  middling  to  strict  middling.    If  buyers  can  not 

ffet  those  grades,  then  they  stretch  out  to  a  range  or  from  strict 
ow  middlmg  to  strict  good  middling;  but  the  grades  below  and 
above  only  go  into  consumption  after  the  other  grades  have  been 
exhausted.  But  these  grades  are  raised  by  the  larmer,  and  who- 
ever makes  a  market  for  them  is  benefiting  the  farmer  in  the  first 
instance.  That  is  one  great  advantage  of  the  contract. 
■  Now,  suppose  a  farmer,  an  average  farmer,  brings  in,  say,  5 
bales ;  he  has  4  good  bales  and  1  which  was  picked  at  the  end  of 
the  season.  He  does  not  want  to  carry  that  i  bale  home;  he 
wants  to  sell  what  he  has.  He  does  not  grade  it;  he  knows  it  is  a 
little  off,  but  he  won't  sell  the  4  unless  he  can  sell  the  whole  5. 
Somebody  has  to  buy  that  extra  bale  from  him,  and  that  some- 
body has  to  find  a  place  for  it,  and  the  price  of  the  5  will  de- 
pend on  what  he  can  sell  that  "  off  bale  "  for.  If  he  did  not  have 
a  future  market  where  he  could  sell  that,  he  either  would  not  buy 
it  or  he  would  take  it  at  a  price  which  would  perhaps  bring  down 
the  value  of  the  other  4  bales  very  materially;  but,  havmg  an 
outlet  for  that  in  the  future  market,  he  can  pay  a  reasonable  price 
for  it.  That  is  from  the  standpoint  of  the  seller;  for  the  man 
who  buys  it  is  really  only  an  intermediary. 

Now,  somebody  buys  it.  Who?  The  man  who  has  money 
lying  idle.  He  will  buy  the  future  contract  which  this  man  sells, 
and  ne  will  buy  it  in  December  because  he  knows  that  he  can  buy 
December  and  sell  perhaps  January  at  12  points  higher,  which 
will  pay  him  6  per  cent  interest  on  his  money.  That  is  where  the 
fixed  differences  come  in.  He  knows  when  he  takes  that  cotton  up 
on  December  that  he  will  be  able  to  deliver  it  next  January,  or 
March,  or  July,  and  all  he  has  to  do  is  to  figure  his  storage  and 
insurance  rates  from  month  to  month,  and  then  he  can  figure  out 
what  interest  he  will  get  on  his  money.  The  same  cotton  that  he 
takes  up  in  December,  say,  at  50  points. under  middling,  he  will 
deliver  in  July  at  50  points  difference.  That  is  the  advantage  it 
has.  It  makes  a  banking  proposition  that  gives  an  outlet  for  cot- 
ton that  at  the  moment  may  not  be  in  demand.  The  man  who 
takes  up  cotton  in  this  way  has  a  dead-sure  hedge ;  otherwise  he 
would  not  take  it  up. 

A  buyer  of  Mobile  said : 

Now,  if  he  [the  cotton  merchant]  sold  contracts  in  New  Or- 
leans with  the  purpose  of  delivering  on  New  Orleans  contracts, 
and  the  cotton  took  all  the  way  from  one  month  to  four  months 
to  get  to  New  Orleans — and  differences  in  this  season  have  wid- 
ened a  half  cent  sometimes  in  less  than  two  wrecks — where  would 
he  be  when  he  bought  it,  purposing  to  deliver  it  on  that  contract 
*     *     *     ?     New  Orleans  don't  take  a  fixed  difference  except 
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five  dayi5  before  delivery.  You  have  to  give  five  days'  notice  in 
New  Orleans,  If  he  ^okl  on  contract  in  New  York,  he  has  got 
the  differences  fixed  there,  and  the  cotton  might  take  one  month 
or  five  months,  yet  the  buyer  knows  exactly  how  much  he  has 
made  or  lost  on  that  cotton.  At  the  Kew  Orleans  diiferences, 
do  you  think  a  merchant  or  a  buyer  could  buy  that  cotton  and 
give  anything  like  the  value  of  that  cotton?  The  loss  would 
really  come  on  the  farmer  in  the  end.  You  would  have  to  have  a 
much  bipger  margin  if  you  bought  on  that  basis.  The  fixed  dif- 
ference IS  in  favor  of  tlie  farmer.  If  I  have  got  to  take  the  risk 
of  the  differences  widening,  I  must  have  a  much  larger  margin  to 
work  on,  naturally-    That  is  only  business, 

Tlie  argument  in  these  statements  is  that,  with  differences  fixed  in 
advance,  the  cotton  buyer  who  sells  a  future  contract  in  the  New  York 
market  can  at  once  know  exactly  what  he  will  realize  for  his  cotton 
if  he  delivers  it  on  that  contract,  and  that  consequently  he  willlie  able 
to  operate  on  a  narrower  margin  of  profit  in  buying  cotton  from  grow- 
ers than  if  he  hedged  in  New  Orleans,  since  in  that  case  the  final  value 
would  depend  on  the  differences  existing  at  the  time  of  delivery.  It 
does  not  necessarily  follow,  however,  that  because  of  this  certainty  as 
to  differences  Kuch  a  cotton  buyer  really  pays  the  grower  a  higher 
prict*  for  cotton.  It  must  be  remembered  that  if  the  New  York  con- 
tract differences  are  wrong  on  those  grades  which  are  being  tendered 
the  New  York  contract  price  will  almost  invariably  be  sent  to  a  cor- 
respondingly lower  basis  relative  to  the  spot  middling  price.  Under 
such  conditions  the  price  of  basis  contracts  at  New  York  will  be  rela- 
tively lower  than  the  price  of  such  contracts  at  New  Orleans,  where 
commercial  differences  are  used  in  settlement  of  contract  deliveries. 
In  other  words,  while  the  merchant  using  the  New  York  market  may 
make  his  calculations  on  a  narrower  margin,  on  the  other  hand  he 
is  also  making  them  on  a  lower  basis.  The  argument  overlooks  the 
vitally  important  fact  that  the  risk  of  fluctuation  in  grade  differences 
exists,  and  is  not  eliminated  simply  because  the  seller  may  be  able  to 
throw  it  on  the  buyer.  Instead,  the  buyer,  being  aware  that  he  must 
take  this  risk,  naturally  endeavors  to  avoid  it  as  far  as  possible  by 
reducing  the  price  which  he  will  pay  for  his  contract.  Consequently, 
as  just  stated,  the  seller  starts  with  a  lower  contract  basis  in  the  first 
place  than  he  would  if  he  were  operating  under  a  fluctuating-differ- 
ence  system. 

Supporters  of  the  argument  above  outlined  themselves  argue  that 
the  contract  price  adjusts  itself  by  such  discount;  in  other  words, 
this  overvaluation  of  grades  is  offset  by  depression  of  the  contract 
price  relatively  to  the  spot  price  of  middling  (see  p.  138).  These 
arguments  are  really  in  direct  conflict  with  each  other;  indeed,  the 
whole  argument,  it  will  be  found,  on  final  analysis,  is  based  on  the 
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assumption  that  a  given  body  of  men  can  arbitrarily  fix  and  deter- 
mine the  price  of  a  commodity  in  defiance  of  natural  laws. 

At  times,  of  course,  the  basis  price  at  New  York  may  be  such  that, 
with  the  grade  differences  added  or  deducted,  as  the  case  may  be, 
the  net  price  which  the  seller  would  realize  in  delivering  a  certain 
grade  of  cotton  on  contract  would  be  higher  than  the  price  he  could 
obtain  by  delivering  that  grade  on  contract  in  New  Orleans.  In 
other  words,  there  may  be  an  unusual  profit  at  times  in  shipping  cer- 
tain grades  of  cotton  to  New  York  for  delivery  on  contract.  Under 
these  conditions,  it  is  not  unlikely  that,  as  a  result  of  competition 
among  the  buyers  of  such  grades,  a  part  of  this  extra  profit  would  be 
passed  on  to  the  grower.  Such  a  condition  is,  however,  only  tem- 
porary. It  is  due  merely  to  the  fact  so  frequently  pointed  out  that  the 
readjustment  of  the  contract  price  in  New  York  to  errors  in  grade 
differences  is  not  instantaneous,  and  that  while  such  readjustment 
is  in  progress  it  may  be  possible  for  a  limited  period  of  time  to  real- 
ize what  may  be  called  an  undue,  or  unusual,  price  for  cotton,  if  de- 
livered on  contract  in  New  York.  As  soon  as  the  natural  readjust- 
ment of  the  contract  price  takes  place,  this  opportunity  for  special 
profit  disappears. 

This  f9,ct  was,  indeed,  admitted  by  a  member  of  the  New  York 
Cotton  Exchange  who  had  contended  that  by  overvaluing  differences 
a  stock  of  cotton  could  be  attracted  to  the  New  York  market  He 
said,  in  part : 

We  will  assume  that  last  year  [1906]  differences  were  not 
properly  revised  in  New  York.  If  criticism  of  this  market  be 
true — and  we  will  take  low  middling  and  [good]  ordinary  cot- 
ton— if  those  differences  were  so  abnormally  overvalued,  the 
stock  of  cotton  in  New  York  ought  to  have  been  five  or  six  hun- 
dred thousand  bales.  *  *  *  The  fact  that  more  cotton  did 
not  come  to  New  York  is  conclusive  evidence  that  the  New  York 
contract  in  the  final  analysis  settled  to  the  value  of  the  cotton 
that  was  actually  in  New  York  and  to  the  value  of  cotton  legiti- 
mately tenderable  on  the  New  York  contract. 

It  can  not  be  assumed,  therefore,  that  the  periodic-difference  sys- 
tem constantly  enables  a  merchant  to  pay  higher  prices  than  he  could 
pay  under  fluctuating  differences.  Otherwise,  merchants  using  the 
periodic-difference  system — that  is,  merchants  selling  New  York  fu- 
ture contracts — would  be  able  to  outbid  their  competitors  who  use  the 
commercial-difference  system.  Indeed,  if  it  were  true  that  it  was 
more  profitable,  not  merely  for  limited  periods,  but  regularly,  to 
send  cotton  to  New  York  than  to  New  Orleans,  New  Orleans  would 
have  been  forced  out  of  business  as  a  cotton  market.  By  the  very 
nature  of  things,  over  a  long  period  of  time  two  markets  can  not 
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exiat  side  by  side  unlesL^  a  substantial  1  parity  in  prices  is  maintained 
beti^een  them — allowing^  of  course^  for  cost  of  transportatioiK  A 
commodity  ternls  to  seek  the  highest  market  just  hs  certainly  as 
water  tends  to  seek  its  level ;  and  New  York  coidtl  not  coustiintly  offer 
higher  net  prices  for  cotton  than  those  offered  by  other  aimrkets 
without  attracting  practically  all  the  cotton.  A.s  a  matter  of  fact^ 
that  market  attracts  only  a  I  rifling  percentage  uf  the  crop;  and  the 
maintenance  of  even  a  moderate  sto<:k  is  admitted  to  l)e  one  of  the 
most  serious  problems  which  the  New  York  Cotton  Exdmnge  has  to 
meet. 

Even  if  it  be  admitted  that  NeAv  York  temporarily  outbids  south- 
ern markets  for  certain  grades  in  order  to  attract  a  stock  to  p  rot  eel 
its  contracts,  this,  as  already  pointed  out,  could  Ik?  accomplished 
as  well,  and,  indeed,  better,  by  advancing  the  New  York  contract 
price  itself  under  a  proper  system  of  difference's.  Any  premium 
which  the  New  York  market  may  at  times  pay  ft»r  I'oUon  is,  therefore, 
really  due  to  the  fact  that  that  market  needs  cotton,  rather  than  to 
any  peculiar  influence  of  its  difference  system. 

It  is  worth  noting  that  Mr.  Slarsh,  of  the  New  York  Cotton  Ex- 
change,  in  the  article  already  fre<iuently  referi^d  to  in  this  report, 
does  not  cimtend  that  the  farmer  obtains  a  higher  price  for  his  cotton 
because  of  periodic  differences,  but  statei^  that- — 

The  reserve  of  actual  cotton  in  New  York  must  always  be 
derived  from  those  kinds  of  cotton  which,  for  the  time  being, 
spinners  are  not  buying  freely,  and  which,  consequently^  holder's 
of  cotton  in  the  South  are  willing  to  part  with  at  a  concession 
for  the  sake  of  getting  their  money  out  of  them,^ 

Section  4.  Alleged  advantage  of  periodic-difference  system  in  facilitating 
boi  rowing  on  cotton. 

A  further  advantage  claimed  for  the  periodic-difference  system  is 
that  it  greatly  facilitates  the  borrowing  of  money  on  cotton  as  collat- 
eral. This  claim  is  principally  made  in  the  case  of  the  New  York 
market,  where,  it  is  urged,  banks  have  so  wide  a  field  for  investment 
that  they  are  none  too  willing  to  loan  on  cotton,  and  are  specially 
disinclined  to  do  so  unless  they  can  at  all  times  know  the  exact  value 
of  the  collateral.  It  is  argued  that  with  fixed  differences  the  bank 
has  merely  to  consider  changes  in  the  basis  contract  price  in  order  to 
know  the  changes  in  the  value  of  the  cotton  it  holds  as  collateral, 
while  under  commercial  differences  it  must  consider  the  changes  in 
these  also,  which  complicates  the  matter  and  causes  the  bank  to  insist 
on  a  wider  margin  in  making  loans. 


<»  Italics  by  the  Bureau. 
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One  of  the  largest  spot  cotton  merchants  of  the  New  York  Cotton 
Exchange  stated  this  argument,  in  substance,  as  follows : 

The  New  York  cotton  market  is  not  a  natural  cotton  market. 
The  New  York  market  is  here  only  by  reason  of  the  capital  being 
concentrated  here  in  New  York.  In  other  words,  if  the  cotton 
crop  of  the  South  is  too  large  in  one  season  for  the  requirements 
of  consumption,  the  surplus  must  be  carried  by  capital,  and  New 
York  will  furnish  that  capital  always  and  will  easily  carry  that 
surplus,  thereby  preventing  any  undue  depression  in  the  south- 
ern markets.  Again,  if  the  crop  in  one  season  is  of  too  high  a 
grade  (it  is  just  as  difficult  to  sell  too  high  a  grade  crop  at  times 
as  it  is  to  sell  too  low  a  grade  crop,  for  if  there  is  an  extreme  crop 
in  gi'ade  one  year  or  another  there  comes  a  time  in  the  season 
when  the  South  gets  glutted  with  the  so-called  "  unsalable " 
stuff).  New  York  comes  in  and  takes  that  stuff  and  holds  it  off 
the  market  until  such  time  as  the  spinners  of  the  world  can  take 
it ;  that  is  merely  a  function  of  the  exchange.  In  order  for  New 
York  to  carry  cotton  they  necessarily  have  to  have  capital.  It  is 
not  a  question  of  a  man  going  to  a  bank  and  saying,  "  I  have 
1,000  bales  of  cotton ;  will  you  loan  me  $50,000  on  it,  and  I  will 
pay  you  back  in  a  week?"  That  is  what  they  do  in  the  South, 
and  the  bank  naturally  says,  "  Yes;  we  will  do  that."  In  New 
York,  we  know  that  when  we  get  this  cotton — naturally,  for  the 
time  unsalable — we  have  got  to  go  to  the  bank  and  say,  "  We 
want  this  money,  but  we  don't  know  when  we  will  pay  you  back ;" 
and  the  bank  says,  "  We  will  let  you  have  this  money .^'  But  the 
bank  also,  in  the  nature  of  the  case,  will  say^  "  What  quality  of 
cotton  are  you  going  to  receive?"  and  we  will  say  to  the  bank, 
"  It  does  not  mane  any  difference  what  grade  we  receive;  we  will 
give  you  those  warehouse  receipts  and  the  warehouse  certificates 
of  the  New  York  Cotton  Exchange  showing  you  the  grade,  and 
the  grade  does  not  change  within  one  year;  but  the  differences 
that  the  exchange  may  make  between  grades  afterwards  may  vary 
considerably."  Now,  the  bank  will  say  to  a  concern  which  has 
not  very  much  money,  "  That  difference  may  amount  to  $2  or  $3 
a  bale;''  and  we  would  have  to  say,  "  Yes."  Well,  naturall^y,  the 
bank  would  say,  "  We  would  rather  not  do  that.  If  you  give  us 
the  certificates  and  tell  us  that  in  case  anything  happens  to  you, 
we  can  deliver  that  cotton  back  at  the  same  differences  at  which 
you  received  it,  we  will  give  you  all  the  money  you  want."  That 
IS  looking  at  the  situation  from  a  banker's  standpoint;  and,  as  a 
director  in  one  of  the  banks  that  does  perhaps  the  largest  cotton 
business  in  New  York  City,  I  know  from  experience  that  what  I 
have  stated  is  true.  I  claim  that  the  only  contract  New  York 
should  have  is  a  contract  for  basis  middling,  putting  the  fixed 
differences  on  the  grades  above  and  the  grades  below,  made  up 
from  an  average  of,  say,  twenty  years,  and  then  let  them  stay 
there  permanently.  In  other  words,  New  York  will  at  all  times 
be  ready  to  buy  the  cotton,  whatever  the  grade  may  be,  at  those 
differences,  and  will  at  all  times  be  willing  to  deliver  the  cotton, 
whatever  the  grades  may  be,  at  those  differences.  And  banking 
interests  would  like  to  hold  such  collateral,  because*  they  will  then 
know  that  they  can  not  be  damaged  in  the  event  of  the  party  bor- 
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rowing  tlic  iiioney  going  wrong*  In  such  an  event  they  can  turn 
iiniurit)  ujkI  (h^Hver  the  cotton'baek  on  the  cotton  exchange  and 
get  the  mnm  money  Imek  that  they  have  paid  for  it,  which  under 
our  present  nysteiu  is  not  possible. 

Tlie  bunk  always  U>oks  at  tlie  basis  middling  price.  For  in- 
htanee,  a  Imnk  to-day  will  loan  on  the  October  price,  which  is  11 
reiilH  -the  l>ank  will  loan  up  to  80  per  cent  of  it>  and  if  the 
iJiarket  should  gu  ilowti  they  will  require  sufficient  margin  to 
make  (hat  g<>od- -just  like  a  loan  on  the  stock  exchange.  But  the 
hank  can  not  follow  the  revision  in  the  grade  differences.  Even 
we  wlio  a IV  in  tlic  trade  do  not  know  what  they  may  l>e  for  a  cer- 
tain date;  and  consequently  thp  banking  interest,  between  one  day 
and  Mnt»ther,  runs  the  risk  of  the  differences  being  so  revised  that 
the  value  of  I  he  cotton  which  they  hold  as  collateral  is  very  much 
hm  than  what  they  loaned  on. 

It  is  possible  that  the  periodic-difference  system  facilitates  the 
hkainng  ot  nvoncy  on  codon  as  collatt>ral.  The  difficulty  of  the  lender 
iituler  tlie  ixjinmerciabditfei^nce  system,  however,  may  readily  be 
exaggiH*ftt<Hh  It  is  no  ^Hous  matter  for  a  bank  lendmg  money  on 
i^^tton  to  tvnit>ute  the  value  of  the  collateral  by  applying  to  the  con- 
Mnicl  pria*  the  <Hunnierciai  ditfeivnces  prevailing  at  any  given  time 
lt)M>n  the  [mrticuhir  grades  of  eatton  which  it  holds  as  collateral. 
It  is  true  I  hat  the  ofticiul  ditfen'm^s  may  not  be  an  exact  indication 

iif    r!ii^    ilitFi^l't^tM^*^    whirh    \^  ill    5I)>t*1v    0?i    d*'Tivt^Tv    iiniV*r    ji    rij^rtiriilf^r 

ixmti^Hct^  ivinw  allowances  must  be  made  for  special  characteristics 
of  iX>tton.  off  grades^  etc,*  in  the  final  determination  of  differences 
by  arWtrators.  These  variations,  however,  are  not  a  serious  matter 
(mm  a  Ivinking  standtx^int.  Moreover,  any  such  macertainty  as  to 
the  piwis^^  x^lue  of  i\>tton  is  amply  covered  by  the  margin  of  security 
wUioh  any  prudent  Ivink  wouKl  exact  in  making  a  loan.  Even  with 
the  |H^ri\Hli\Mliffer\n\iV  sx^tem,  linkers  do  not  ordinarily  loan  in 
exv"tvs8  of  S^>  |H^r  wni  of  the  x-^lue  of  cotton:  and  it  is  not  probable 
that  th^y  would  r\Htuir\^  any  material  inon?ase  in  this  margin  of  20 
l^r  vvut  to  aK>  ittstire  them  against  tluctuations  in  grade  differences 
uud^r  tht'*  vxMUiu^rvnaUviiffeirvmv  sx-slem.  In  view  of  the  vast  amount 
of  nu^^y  Kviiiw\i  vmx  \\Hti>n  by  s^mthem  brinks  under  the  commercial- 
^litfv^ry»iKV  s\"sli^tu  tUerv  is  little  n\ji5J^Mi  to  Wiev>»  that  merchants  desir- 
h^  to  \4Haiu  adx^invs  vm\  vx^it^Hi  in  the  New  York  market  would 
K*\>>  at\y  >i^f^ri\m^  diftk^ilty  iu  vtv>ing  55\>  if  the  coBunereial-difference 
5ty^^u  xvv^v  adv^>le>{  tlx^rvv  hi  any  ewtit,  how^vwr,  any  snch  addi- 
Ih^Vjil  d\4kHdt\  ui  ^!^^trit\^  Kvjius  ts  v>bvivHfciy  uo  jitstificition  of  an 
mK\>ii^o^^e^\^al  s\>4^Uv  t\ittherttK>*:v^  txiwter  the  <LXMumeretal-difference 
5t\>5|v^^  tt^  ^vnulk  v-tAU  tv  ^ftf^t^rvWvt  W  rvN^uirttt^r «  l»J?e*  and  if  the 
5t>i^^'t^^  vs  |»*v^v^v  a|^Ntt<vi  thje  h:^{^  wttl  be  :*  |9»aiDe  {Nrolection, 
wK^W  H^vW^"  th^^  i^TKstw^  vv.tjfe^y^wv  svv^rat  i:S^  bsiM^  ils^lf  not  only  is 
HM  «  vy<^5fcii^  ^NrvMtw^NN^t.  ^Hi^n  uw<x  tv  ;jk:2:  *C^»iute  ^Hfeiv^^  «f  danger. 
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Section  5.  Alleged  use  of  arbitrary  differences  in  spot-cotton  business. 

A  further  attempted  defense  of  periodic  differences  in  principle 
has  been  made  on  the  ground  that  in  the  spot-cotton  business  itself 
such  differences  are  extensively  employed,  and  that  spot-cotton  mer- 
chants who  object  to  the  application  of  such  differences  to  future  con- 
tracts are  therefore  inconsistent. 

The  statement  that  fixed  differences  are  used  in  the  spot-cotton 
business  is  not  in  any  real  sense  true.  It  is  a  fact  that  large  buyers 
of  spot  cotton  frequently  notify  their  interior  correspondents  that 
they  will  receive  various  grades  of  cotton  at  certain  stipulated  differ- 
ences on  or  off  the  price  of  middling.  This  is  illustrated  by  the  fol- 
lowing excerpts  from  letters  of  a  New  York  Cotton  Exchange  firm 
to  a  southern  merchant,  such  lists  sometimes  being  referred  to  as 
"  difference  sheets :"  <* 

Please  note  the  following  grade  differences  to  govern  our  pur- 
chases, from  Monday,  September  3,  1906  (Liverpool  class)  : 

F.  G.  M.,  i  ct.  on  G.  M.;  G.  M.,  pass;  F.  M.,  i  off  G.  M.; 
Midd.,  ^  off  G.  M.;  F.  L.  M.,  f  off  G.  M.;  L.  M.,  If  off  G.  M.; 
F.  G.  O.,  2i  off  G.  M.;  G.  O.,  3J  off  G.  M.  Any  M.  F.  and 
B.  M.  F.  cotton  to  be  invoiced  at  F.  G.  M.  prices.  Tinges,  F.  M. 
and  above,  i  off  white ;  tinges,  Midd.  and  below,  ^  off  white ; 
stains,  F.  M.  and  above,  ^  off  white ;  stains,  Midd.,  f  off  white ; 
stains,  F.  L.  M.  and  below,  1  off  white. 

We  will  thank  you  to  please  acknowledge  receipt  of  this  letter. 
Yours,  truly. 


Please  note  the  following  new  grade  differences  to  govern  our 
basi^  purchases,  on  from  Monday,  October  15,  1906  (Liverpool 
class  I  * 

F.  G.  M.,  ^  ct.  on  G.  M.;  G.  M.,  pass;  F.  M.,  ^  off  G.  M.; 
Midd.,  tV  off  G.  M.;  F.  L.  M.,  if  off  G.  M.;  L.  M.,  1^?^  off 
G.  M.;  F.  G.  O.,  2i  off  G.  M.;  G.  O.,  3^  off  G.  M.;  tinges, 
F.  M.  and  above,  J  ct.  oft'  white;  tinges,  Midd.  and  below,  i  ct. 
off  white ;  stains,  F.  M.  and  above,  ^  ct.  off  white ;  stains,  Midd., 
J  ct.  oft'  white ;  stains,  F.  L.  M.  and  below,  1  ct.  off  white. 

On  basis  orders  we  allow  no  premium  for  cotton  above 
F.  G.  M.,  and  any  M.  F.  and  B.  M.  F.  cotton  on  such  orders  has 
to  be  invoiced  at  F.  G.  M.  prices. 

We  will  thank  you  to  please  acknowledge  receipt  of  this  letter. 
Yours,  truly, 

A  moment's  reflection  will  show  that  the  practice  of  fixing  differ- 
ences in  the  manner  above  described  is  in  no  sense  parallel  to  the 
fixing  of  differences  by  a  revision  committee  of  the  New  York  Cot- 
ton Exchange.     In  the  first  place,  it  is  the  buyer  who  names  these 

<»  The  grades  indicated  by  the  initials  can  readily  be  ascertained  by  reference 
to  the  list  of  New  York  grades  on  page  72, 

43225— H.  Doc.  949,  60-1 20 
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differences,  and  who  specifier  what  grades  he  will  receive  under  this 
arrangement.  Furthermore,  such  arrangements  are  revocable  on  a 
moment's  notice.  Consecjuently,  they  aro  not  fixed  in  any  such  sense 
as  are  the  differences  of  the  New  York  Cotton  Exchange.  It  should 
b6  unnecessary  to  explain  that  private  arrangements  of  this  tempo- 
rary sort  between  individual  buyors  and  individual  sellers  are  rad- 
ically diffei'ent  in  fiuidamental  principle  from  ihe  practice  of  the 
New  York  Cotton  Exchange  m  establishing  differences  which  hold 
good  for  ten  months,  or,  in  many  cases,  for  a  year,  in  advance  with 
respect  to  the  transactions  of  all-  buyers  and  sellers*  To  cite  this 
practice  in  defense  of  the  fixed-<lifference  system  of  the  New  York 
Cotton  Exchange  is,  therefore,  not  only  irrelevant  byt  absurd. 

Section  6.  Commercial  values  tlie  proper  basis  for  determining  differences, 

It  appears,  therefore,  that  the  attempted  defenses  of  the  periodic- 
difference  system  have  little  forni  and  are  far  more  than  counter- 
balanced by  the  evils  which  have  been  shown  to  result  from  that  sys- 
tem* In  the  preceding  s£*ction.s  of  this  chapter  and  in  the  earlier 
chapters  of  this  report  the  disadvantages  and  abuses  of  the  periodic- 
diffei^nce  system  have  been  presented  in  detail  and  in  their  narrower 
aspects.  All  these  disadvantages  and  abases  really  rest  on  the  one 
fundamental  proposition  that  the  system  is  imcommercial  and  un- 
businesslike. The  application  in  the  settlement  of  future  contracts 
of  any  differences  which  do  not  correspond  with  those  indicated  by 
current  commercial  prices  at  the  time  of  delivery  is  a  violation  of 
the  sound  business  principle  that  values  should  depend  upon  supply 
and  demand. 

The  theory  of  a  basis  contract  undoubtedly  is  that  it  is  an  optional 
contract;  that  is,  that  the  seller,  instead  of  being  compelled  to  deliver 
middling  cotton,  is  allowed  to  tender  other  grades  in  lieu  of  middling. 
The  natural  and  equitable  arrangement  obviously  would  be  that  these 
other  grades  should  be  tendered  only  at  their  true  relative  value  as 
compared  with  the  basis  grade,  middling;  in  fact,  no  other  ar- 
rangement appears  to  have  been  seriously  considered  during  the  first 
twenty  years  of  future  trading  in  cotton.  The  very  term  "basis 
middling  "  means,  of  course,  that  the  other  grades  are  to  be  delivered 
at  differences  relative  to  middling.  The  question  naturally  arises, 
What  better  differences  could  be  used  than  those  established  by  actual 
transactions  in  the  various  grades  in  the  spot  market?  It  is  prob- 
ably safe  to  say  that  any  proposition  to  establish  contract  differences 
on  any  other  basis  would  have  been  rejected  as  absurd  at  the  time 
that  future  trading  in  cotton  was  commenced. 

That  commercial  differences  were  regarded  as  the  only  proper  basis 
is  indicated  by  the  fact  that  in  New  Orleans  and  Liverpool— the  two 
greatest  spot  markets  of  the  world,  and  which  also  do  a  large  business 
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in  futures — this  basis  has  been  the  only  one  seriously  considered. 
Furthermore,  when  the  New  York  market  first  departed  from  an 
absolutely  commercial  basis  by  providing  first  for  weekly  and  then 
for  monthly  revisions  of  differences,  it  nevertheless  aimed  to  follow, 
within  these  limits,  the  commercial  basis.  This  is  indicated  by  the 
fact  that  the  rules  of  the  New  York  Cotton  Exchange  for  a  consider- 
able time  specifically  provided  that  the  revision  committee  should,  in 
advance  of  its  meetings,  obtain  from  the  great  spot  markets  of  the 
South  the  differences  actually  existing  in  those  markets,  the  obvious 
intent  being  that  such  differences  should  be  used  as  a  guide  in  estab- 
lishing the  differences  at  New  York.  It  was  only  at  a  later  date 
that,  owing  to  the  narrowness  of  the  New  York  spot  market  and  to 
other  considerations  noted  elsewhere,  the  New  York  Cotton  Exchange 
departed  from  the  commercial-difference  principle  altogether. 

It  will  be  recalled «  that  a  special  committee  of  the  New  York  Cot- 
ton Exchange  reported  in  1891  against  a  system  of  yearly  revisions 
in  part  as  follows: 

Much  as  it  may  be  desited  by  traders  in  futures  to  have  fixed 
values  for  the  various  grades,  no  legislation  can  ever  accomplish 
it ;  supply  and  demand  will  regulate  the  values,  and  fluctuations 
are  consequently  unavoidable. 

"  Fixing  "  of  differences  an  interference  with  the  laws  of 
SUPPLY  AND  DEMAND. — Asidc  from  the  historical  evidence  as  to  the 
propriety  of  commercial  differences,  it  is  clear  from  the  logic  of  the 
problem  that  actual  commercial  differences  are  the  only  proper  ones. 
The  simple  fact  is  that  the  relative  values  of  the  various  grades  of 
cotton  in  the  spot  market  vary  under  the  natural  working  of  the  law 
of  supply  and  demand.  Any  attempt  to  establish  or  "  fix  "  differences 
on  any  other  basis  is  necessarily  a  defiance  of  that  law.  The  situation 
was  well  put  by  a  broker  in  the  New  Orleans  market,  who  said : 

You  have  two  fluctuations,  one  in  the  general  tendency  of  the 
market  and  the  other  in  the  differences  of  grades,  which  are  af- 
fected by  the  growing  conditions ;  you  have  no  more  right  to  fix 
one  fluctuation  in  the  market  than  you  have  the  other. 

One  of  the  largest  factors  in  the  New  Orleans  market  said,  in  sub- 
stance : 

There  is  no  equity  in  fixed  differences.  It  is  impossible  to  have 
fixed  differences  together  with  the  equities  of  contract.  You 
might  as  well  try  to  fix  the  price  of  middling  cotton  as  to  say 
what  will  be  the  value  of  good  ordinary  or  low  middling  thirty 
days  hence  on  the  basis  of  middling.  I  do  not  favor  the  fixing  of 
differences  for  more  than  a  day.  To  do  so  violates  the  funda- 
mental principles  of  business.  It  is  impossible  to  do  it  with  any 
degree  of  equity.    Nothing  will  justify  it. 

^  See  page  159. 
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vlnother  cotton  factor  m  New  Orleans  said: 

To  my  mind  it  is  an  absurd  proposition.  The  idea  of  a  person 
or  poi-sons,  in  the  month  of  August  or  8eptemberj  sitting  tlown, 
whether  it  be  a  c^onunittee  of  one  or  a  eommittee  of  fifty,  and 
saying  tliat  the  ditferences  between  grades  have  got  to  be  .^o  and 
so  for  the  next  year  is  simply  absurd,  because  the  differeneea 
between  gi'ades  arc  regulated  by  tbe  isimple  question  of  supply 
and  demand  from  day  to  day  or  from  week  to  week  or  from 
nionth  to  month*  Those  ditlnrences  change,  and  no  set  of  indi- 
viduals can  delegate  to  themsdves  the  autliority  to  say  that  the 
d  iff  ere  nce^  l)et  ween  grades  must  ainl  simll  be  fixed  for  six  months 
or  u  year,  because  nol)ody  is  going  to  pay  any  attention  to  it* 
They 'might  as  well  try  to  say  that  we  are  going  to  lix  the  price 
of  contract  cotton  at  such  and  such  a  price.  It  is  a  foolish  propo- 
sition. As  against  this  question  of  fixed  differences,  why  is  it 
that  all  of  the  real  genuine  spot  markets  of  the  South  and  of 
Europe  do  not  have  a  fixed  difference?  *  *  *  It  is  an  unfair 
proposition.  It  is  a  system  which  is  opposed  by  all  tbe  legitimate 
and  the  controlling  spot  markets  of  the  world  except  possibly 
the  Xe%v  York  cotton  nuirket;  but  I  do  not  consider  New  York  a 
spot  market. 

A  merchant  in  the  Savannah  market : 

The  sale  of  a  future  contract  is  made  on  the  basis  of  middling. 
Nearly  any  grade  of  cotton  can  be  delivered  on  it,  and  tf  mid- 
dling is  not  delivered  then  the  other  gi'ades  should  be  delivered 
.  at  either  as  much  more  or  as  rjinch  less  in  price  as  is  justified  by 
the  differences  in  value  obtaining  at  the  time  of  delivery  in  the 
markets  of  the  world  between  the  grades.  If  a  man  buys  mid- 
dling, and  if  he  is  forced  to  take  low  middling  at  one-half  cent 
less,  at  a  time  when  low  middling  in  the  markets  of  the  world  is 
selling  at  IJ  cents  less,  an  injustice  is  done  him;  and  if  a  man 
sends  good  middling  cotton  to  New  York,  which  is  worth  one- 
half  cent  more  in  the  markets  of  the  world  than  middling,  and  if 
after  arriving  in  New  York  the  difference  is  fixed  at  three-eighths 
cent  above,  and  he  therefore  has  to  deliver  the  cotton,  which  is 
worth  one-half  cent  more  than  middling,  at  three-eightiis  cent 
more  than  middling,  an  injustice  is  done  him.  While  it  is  true 
that  at  certain  times  it  may  suit  a  limited  number  of  dealers  in  the 
South  to  find  that  they  can  ship  their  dow-grade  cotton  to  New 
York  and  deliver  it  on  contract  at  more  than  its  intrinsic  value,  it 
w  ould  be  very  shortsighted  to  argue  that  such  exceptional,  tem- 
porary, and  illegitimate  advantages  in  the  end  could  operate  to 
the  advantag:e  of  the  trade  at  large. 

In  connection  with  this  it  may  be  pointed  out  that  nothing  in 
the  above  ought  to  indicate  that  under  certain  conditions  a  basis 
sale  at  fixed  differences  between  grades  may  not  be  legitimate, 
and  at  certain  times  advantageous  both  to  buyer  and  seller,  if  the 
parties  to  the  trade  realize  at  the  time  what  they  are  doing.  A 
mill  may  be  in  the  position,  owing  to  the  peculiar  character  of 
the  goods  it  produces,  to  utilize  low  middling  at  one-half  cent 
below  middling,  without  regard  to  the  possibility  of  that  grade 
being  comparatively  cheaper  in  the  open  market  later  on;  and 
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the  farmer  whose  crop  has  been  damaged  by  rain,  and  who  knows 
that  he  is  going  to  make  a  good  deal  of  low  middling  cotton,  may 
be  willing  to  sell  that  grade  for  delivery  after  his  crop  shall  have 
been  picked  at  half  a  cent  off,  even  though  there  is  a  possibility 
of  that  grade  bringing  only  a  quarter  of  a  cent  below  middling 
at  time  of  delivery.  This,  however,  is  a  very  different  matter 
from  a  contract  sale  on  basis  which  is  put  on  the  market  with  the 
idea  of  representing  the  value  of  middling  cotton,  whether  that 
grade  or  any  other  grade  be  eventually  delivered. 

The  arbitrary  character  of  the  jBxed-difference  system  is  well  illus- 
trated by  the  following  excerpt  from  a  printed  circular  of  Atwood 
Violett,  a  member  of  the  New  York  Cotton  Exchange,  under  date  of 
December  27,  1906 : 

Ten  or  more  men,  comprising  a  majority  of  a  committee  of 
seventeen,  come  together  annually  in  November,  ostensibly  for  the 
purpose  of  making  adjustments  to  fit  the  commercial  differences 
between  the  grades  in  their  relation  to  middling.  Only  this  and 
nothing  more.  In  reality^  however^  they  arrogate  to  themselves 
the  power  to  ^^fix  "  any  excessive  premium  and  any  insufficient 
discount^  regardless  of  the  actual  market  worth  of  the  grades  in 
any  market  where  spot  cotton  is  bought  and  sold^  in  their  relation 
to  middling^  and  thus  force  payment  here  upon  the  buyer  of  the 
contract  at  unwarranted  values  for  the  cotton  tendered  to  him. 

A  member  of  the  New  York  Cotton  Exchange,  who  defended  the 
theory  of  fixed  or  periodic  differences  betw^een  grades,  when  asked 
what  difference  there  was  in  principle  between  fixing  differences  and 
fixing  the  price  of  middling  cotton  itself,  said : 

I  think,  while  the  fixing  of  the  price  of  middling  cotton  is,  of 
course,  absolutely  out  of  the  question,  that  you  can  with  the 
greatest  propriety  fix  the  relative  differences  off  and  on  middling 
on  the  third  Wednesday  in  November.  *  *  *  But  the  fixing 
of  a  price  for  middling  cotton  is  a  different  proposition,  for  the 
reason  that  on  the  third  Wednesday  in  November  it  is  not  abso- 
lutely known  what  the  crop  may  be.  One  can  not  guess  within 
2,000,000  bales  of  what  a  13,500,000-bale  crop  will  be.  One  has 
no  idea  of  w^hat  the  crop  will  be.     There  is  no  w^ay  of  fixing  the 

Erice  of  middling  cotton  at  all.  Not  only  is  it  not  possible  to 
now  the  volume  of  the  crop,  but  before  the  end  of  the  year,  and 
even  before  the  middle  of  the  year,  a  number  of  things  may  hap- 
pen that  will  influence  the  demand  for  cotton,  and  this  would 
necessarily  have  an  effect  upon  the  value  of  the  crop,  whether  it 
be  large  or  small.  On  the  other  hand,  it  is  possible  to  know  with 
reasonable  exactness  the  relative  proportion  of  the  various 
grades  of  cotton  by  the  end  of  November,  because  a  sufficient 
quantity  of  the  crop  has  been  ginned  to  indicate  about  what  the 
proportions  of  the  various  grades  will  be. 

The  above  contention,  that  it  is  possible  to  estimate  closely  the  rela- 
tive proportions  of  the  various  grades  in  any  given  crop,  admits 
nevertheless  that,  under  the  periodic-difference  system,  estimates  or 
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^eisas  are  necessary^  and  ov^looks  the  far  more  important  fact  that^ 
^ven  if  the  quantiti^  of  all  grades  in  a  crop  could  be  accurately 
fcnown  in  advance^  it  would  still  be  impossible  to  know  months  ahead 
what  the  relative  values  of  such  grades  in  the  spot  markets  of  the 
world  would  be.  The  relative  demand  for  grades  may  be  changed 
as  well  as  the  supply. 

The  establishment  of  arbitrary  differences  without  regard  to  actual 
differences  is^  in  fact,  nothing  but  a  weak  and  unbusinesslike  effort  to 
evade  the  risk  of  fluctuation's  in  grade  differencea  It  does  not  change 
the  fundamental  fact  that  tliis  risk  exists;  and  if  it  is  not  met  by  ad- 
justing the  contract  differences  to  aoocnrd  with  actual  differences  it 
must  be  met  by  adjustment  in  the  contract  price,  WTiat  this  adjust- 
ment in  the  contract  pri<^  means  should  be  sufficiently  clear  from  the 
facts  already  presented. 

Indeed,  when  finally  analyzied,  the  practice  of  pemiitling  a  com* 
mittee  of  seventeen  men  to  fix  the  relative  values  of  the  various  grades 
of  the  cotton  crop  for  ten  months  or  a  year  in  advance  is  absurd;  and 
when  it  is  remembered  that  the  members  of  this  committee  may  have 
previously  sold  or  purcha:^  contracts  and  are  consequently  able  to 
dimnge  the  value  of  such  contracts  in  their  own  interest,  regardless  of 
the  rights  of  the  other  parties  to  them,  it  should  be  clear  that  the  sys- 
tem is  really  indefensible. 


CHAPTER  VIII. 
ABUSES  CHABOED  AGAINST  COMMEBCIAL-DIITEBENCE  SYSTEM. 

Section  1.  Principal  complaints  against  the  system. 

In  view  of  the  inherent  inequity  of  the  periodic-difference  system 
as  employed  by  the  New  York  Cotton  Exchange  and  the  evils  which 
have  resulted  from  it  in  practice,  it  might  seem  that  no  question  could 
possibly  arise  as  to  the  superiority  of  the  commercial-difference  sys- 
tem. Many  members  of  the  cotton  trade,  however,  who  admit  that 
the  commercial-difference  system  is  in  principle  the  only  correct  one 
nevertheless  assert  that  the  abuses  which  have  accompanied  its  prac- . 
tical  application  have  been  even  more  serious  than  those  resulting 
from  periodic  differences.  They  contend,  furthermore,  that  periodic 
differences  were  adopted  at  New  York  only  after  actual  experience 
with  commercial  differences,  and,  in  fact,  as  a  result  of  that  experi- 
ence. Some  contend,  indeed,  that  both  systems  have  worked  so  badly 
that  the  only  resort  is  to  a  system  of  absolutely  permanent  differences. 
This  suggestion  is  fully  discussed  elsewhere  and  need  not  be  taken 
up  here.® 

The  principal  abuses  charged  against  the  commercial-difference 
system  are,  iBrst,  that  large  operators  can  and  do  habitually  manipu- 
late the  spot  market  for  the  purpose  of  influencing  the  decisions  of 
committees  or  arbitrators  who  establish  grade  differences  applying  on 
contract  deliveries;  second,  that  decisions  of  such  committees  or 
arbitrators  are  frequently  incorrect,  either  because  of  self-interest, 
carelessness,  or  incompetence. 

Section  2.  Alleged  opportunity  for  manipulation  and  misquotation  of  spot 
markets. 

The  great  objection  advanced  against  the  commercial-difference  sys- 
tem in  its  practical  results  is  the  first  above  mentioned — namely,  that 
it  affords  an  opportunity  for  large  operators  to  manipulate  the  spot 
market,  with  a  view  to  securing  the  establishment  of  improper  differ- 
ences. Thus,  if  an  operator  in  the  future  market  who  was  about 
to  tender  a  considerable  quantity  of  low-grade  cotton  on  contracts 
could,  by  bidding  up  prices  in  the  spot  market  for  such  low  grades, 

<>  See  page  348. 
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mislead  qiiolittion  «x>miuittees  into  quoting  these  prices,  which  would 
eBtabli^h  the  contra rt  ditferences,  he  might  be  able  to  deliver  a  larger 
quantity  of  sucli  grades  on  contract  at  improperly  narrow  difler- 
enee« — that  is^  at  unduly  high  prices.  Under  these  conditions  such 
an  opera  I  ur  could  ri'ap  an  unearned  profit  far  in  excess  of  any  loss 
which  he  might  have  incurred  in  the  manipulation  of  the  spot  market 
in  tlic  manner  suggt^sted. 

In  winneetion  with  xsuch  charges  of  manipulation,  it  was  repeatedly 
utss<*rtixl  by  members  of  the  New  York  Cotton  Exchangee  who  favored 
the  jH'riiKlic-differenee  .system  that  tiie  employment  of  commercial 
diffcivnces  in  that  market  years  ago  was  accompanied  by  grave  abuses 
of  til  is  character.  A  member  of  tlie  exchange,  in  discussing  this  sub- 
ject, said: 

Great  tH>mplaint  was  made  that  the  constant  revision  of  differ- 
ences under  the  action  of  a  committee  ap}>ointed  for  that  pur- 
pos<?  who  met  either  weekly  or  daily  re^^ulted  in  serious  losses 
to  everyone  coiuitH^ted  with  the  trade.  These  losses  a  rase  from 
tli<*  natural  influences  which  were  brought  to  lienr  upon  a  com- 
ttittti^  of  fi vo  or  i^*ven>  whose  majoritv  consisted  of  thive  or  four, 
Hn<l  who  migiit  Ix^  influenced,  by  the  offerings  of  undesirable 
cotton  or  the  bidding  for  desirable  qualities,  to  change  the  drtfer- 
eno.'s  in  such  u  maimer  as  wouhl  result  to  the  benefit  of  those 
who  (ilai^d  the  influence  upon  tlie  memWr^  of  tlie  committee, 
A  ■  '  r  onidition  of  aiTuirs  exi>ts  to-day  in  Liverpt»L  where^ 
during  the  past  season,  when  it  was  found  that  a  good  deal  of 
low-grade  cotton  would  come  to  that  market,  the  weight  of  the 
importers  was  brought  to  bear  upon  the  committee  and  differ- 
ences were  widened  to  such  a  degree  as  to  cause  serious  losses,* 
most  severe  in  many  cases,  upon  American  shippers  who  had 
j^nit  cotton  to  Liver|X)oK  expecting  that  it  would  be  graded  on 
the  differences  ruling  at  the  time  of  shipments  only  to  find  that 
it  was  cradeil  on  the  differences  existing  at  the  time  of  its  ar- 
rival, nliile  they  may  have  made  a  contract  that  it  should  be 
gradoil  at  the  time  it  arrived,  no  one  anticipated  that  the  differ- 
ences ci>uld  |H>ssibly  be  made  as  wide  as  they  were  last  season. 

IVevious  to  the  adoption  of  the  present  system  many  instances 
of  a  similar  nature  occurred  in  Aew  York.  One  of  these  in- 
^ances  of  which  I  have  knowleilge  occurred  just  previous  to  the 
adoption  of  tlH>  prej^nt  system,  when  some  S,ilOO  bales  were  re- 
ceiver! on  contract  under  existing  differences,  and  influence  was 
bn>ugl\t  to  l>ear  ni>on  the  ciwimittee  by  bidding  for  the  character 
of  oi>tton  which  had  K»n  u>ndered  and  which  comprised  about 
tht^  cntirt^  auHHint  of  that  grade  in  the  city  at  that  time^  with 
the  rcsxdt  that  the  differences  were  mi^^^l  at  the  following  meet- 
ing of  tln^  ct^mmittce,  TW^tXX>  l^alos  were  then  redelivered  at 
the  m^w  differences,  to  the  pn^tit  of  tlH>se  who  had  influoEiced  the 
con\mittcCs  This  tr^rrtSi^t'fum  ^ras  nt-n^^  for  the  pvrpo^  of  Ulus- 
tr/ifir,<j  to  thr  rxch/rnor  thr  rtrituff^fp  of  ^Jf^rrivi^  th^  method 
^rhfi'h  fr^/ts  thfri  m  cx-htrrtrY^  ari^  to  f^hotr  th/it  ft  wvw  poftsible  t<^ 
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bring  about  a  revision  in  differences  which  might  result  in  a 
profit  to  those  who  received  cotton  one  week  and  delivered  it  the 
nextj^  The  result  of  this  example,  as  stated,  was  to  alter  the 
system  to  the  present  one. 

Occasional  abuses  probable  under  any  system. — In  considering 
these  charges  of  manipulation  it  should  be  borne  in  mind  that  in 
any  speculative  market  manipulation  of  one  sort  or  another  is  cer- 
tain to  occur  at  times.  It  is  useless  to  hope  for  an  ideal  system  of 
conducting  speculation,  and  allowance  must  therefore  be  made  for 
occasional  abuses.  Obviously,  no  system  of  trading  should  be  con- 
demned on  account  of  occasional  minor  abuses  if  it  can  be  shown  to 
be  sound  in  theory  and  equitable,  as  a  general  rule,  in  practice. 

Again,  under  any  system  of  adjusting  differences  some  friction  is 
almost  certain  to  result,  even  in  the  absence  of  manipulation  or  simi- 
lar abuses.  In  the  keen  competition  which  exists  in  the  cotton  busi- 
ness one  faction  in  the  market  frequently  finds  it  to  its  interest  to 
advance  the  value  of  a  certain  grade,  while  another  faction  may 
desire  to  depress  its  value.  Whatever  the  result  may  be,  the  losers 
are  likely  to  feel  that  they  are  wronged ;  and  yet  the  changes  in  quoted 
prices  may  have  been  absolutely  justified.  Dissatisfaction  is,  indeed, 
almost  inevitable  from  the  mere  fact,  so  frequently  emphasized  in 
this  report,  that  there  are  no  mechanical  means  for  classing  cotton, 
and  the  further  fact  that  there  may  be  a  very  wide  divergence  in  the 
views  of  different  interests,  however  honest  their  intentions,  not  only 
as  to  the  value,  but  as  to  the  character  of  the  different  grades. 

Manipulation  of  differences  difficult  in  broad  spot  markets. — 
At  the  same  time  there  can  be  no  doubt,  in  view  of  statements  obtained 
in  the  course  of  the  investigation,  that  large  operators,  in  the  New 
York  market  particularly,  were  able  years  ago,  when  the  commercial 
differences  were  applicable  on  future  contracts  or  wJien  revisions  were 
made  monthly,  to  manipulate  prices  on  a  rather  extensive  scale. 
This  raises  the  question  whether  this  manipulation  may  not  have  been 
due  in  large  degree  to  the  narrowness  of  the  New  York  spot  market. 
As  shown  elsewhere  (see  p.  247),  transactions  in  spot  cotton  in  New 
York  at  that  time  had  already  decreased  very  sharply  from  the  totals 
of  earlier  years.  Furthermore,  the  range  of  grades  principally  re- 
ceived in  the  New  York  market  had  narrowed  geatly,  that  mar- 
ket in  the  main  receiving  only  the  surplus  or  temporarily  unde- 
sirable grades.  It  is  obviously  easier  to  manipulate  the  prices  of 
such  grades  than  of  those  which  are  in  active  demand,  since  in  the 
case  of  the  latter  any  important  change  in  price  ordinarily  will  be 
vigorously  contested  as  the  result  of  free  competition. 

While  it  must  be  admitted  that  the  weight  of  evidence  submitted 
to  the  Bureau  leaves  no  ground  for  doubt  that  grave  abuses  did  occur 
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in  pstablisbing  diffei^ences  in  the  New  York  market  some  years  ago 
under  the  system  of  frequent  revisions,  there  can  be  little  question 
that  the  opijorhmity  to  niiinipuhite  commercial  differences  in  broad 
sjiot  nuirkels  like  that  at  New  Orleans  with  a  view  to  securing  the 
ujiplication  of  impmper  differences  in  settling  future  contracts  has 
lircn  exaggerated  by  those  who  condemn  the  comniercial-differenee 
system.  Prices  do  not  rise  or  fall  at  the  mere  wish  of  a  manipulator. 
The  manipulator  who  wishes  to  advance  the  relative  commercial 
prit^  of  a  given  grade  of  cotton  which  he  has  on  hand  and  which  he 
deyiix\s  to  deliver  on  futui^  contracts  at  overvalued  differences  must 
either  buy  that  grade  at  a  higher  price,  or  at  least  bid  up  the 
pritv  in  the  i^pot  market.  In  either  case,  he  labors  under  the  disad- 
vant^ip*  of  increasing  his  ^tock  of  a  grade  with  which  he  is  already 
htaded,  ^ince  in  a  broad  spot  market  his  offers  to  buy,  in  case  his 
manipulation  is  unwarranted,  arc  ahnost  certain  to  be  met  with  sell- 
ing otFers*  If,  on  the  other  hand,  a  manipulator  attempts,  by  offer- 
ing i^ittou  at  undidy  low^  prices,  to  depress  the  sspot  price  of  certain 
grades  in  the  hope  of  intluencing  spot  quotation  committees  to  adopt 
such  inanipulatetl  prices  as  the  official  i|  not  at  ions,  and  thus  to  compel 
deliverers  on  future  contracts  to  deliver  the^e  grades  to  him  at  less 
than  their  pixijwr  value,  he  must  incur  the  risk  that  some  buyer 

market  conditions  he  may  be  severely  punished  for  his  interference. 
Undoubtedly  at  times  such  manipulation  is  successful,  and  particu- 
larly owing  to  the  fact  that  subterfuges  may  be  resorted  to.  In  such 
cases  it  may  be  difficult  to  challenge  the  genuineness  of  the  transac- 
tion, and  the  spot  quotation  committees  are  undoubtedly  at  some  dis- 
advantage. It  is  a  safe  proposition^  however,  that  in  broad  markets 
manipulation  of  spot  prices  is  not  practicable  for  any  operators 
except  tho5^  having  very  extensive  commitments  in  the  future  mar- 
ket ;  and  that  even  then  such  operators  are  very  likely  to  find  their 
efforts  unsuccessfid  as  a  result  of  the  competition  of  legitimate  pur- 
chases and  sales  by  other  interests. 

In  the  case  of  a  very  narrow  market,  where  the  existing  stock  may 
be  concentrated  in  the  hands  of  a  few  operators,  or  where  certain 
grades  are  fi>r  the  moment  almost  unsalable,  manipulation  may  at 
times  l>o  practicable.  From  a  careful  consideration  of  the  general 
logic  of  the  situation,  as  well  as  of  the  evidence  obtained  as  to  the 
actual  working  of  the  system  in  New  Orleans,  it  is  a  safe  ocmdusion 
that  much  of  the  difficidty  experienced  with  frequent  revisions  in 
New  York  wars  ago  was  due  to  the  narrowness  of  spot  transactions 
in  that  market. 

This  ot>nclusii>n,  it  sho^dd  W  stated,  is  vigcwnously  disputed  by  ad- 
vocates of  jx^rioilic  n^visions.  Thoy  assert  that  manipulation  of 
diffei>Micos  ni>t  onl^v  txvurrxHl  at  an  earlier  j^^iod  wben  New  York 
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was  a  broad  spot  cotton  market,  but,  moreover,  that  the  same  abuses 
exist  to-day  on  an  extensive  scale  in  both  the  New  Orleans  and  Liver- 
pool markets,  the  largest  spot  markets  in  the  world.  In  this  connec- 
tion, the  following  statements  are  representative  of  many  obtained 
by  the  Bureau  in  the  course  of  its  investigation. 
A  member  of  the  New  York  Cotton  Exchange  said : 

The  New  York  market  is  a  market  in  which,  after  the  Novem- 
ber revision,  any  man  in  any  part  of  the  South  can  figure  out 
almost  to  a  cent  what  he  will  get  for  100  bales  of  cotton  which 
he  ships  to  New  York  to  deliver  on  contract.  In  other  words^ 
the  New  York  market  is  an  open  and  free  market.  In  New 
Orleans,  on  the  contrary,  they  make  use  of  the  possibility  of 
daily  revisions  of  differences  to  make  it  practically  impossible 
for  anybody  in  the  interior  of  the  South  to  sell  contracts  in  New 
Orleans  and  ship  the  cotton  and  deliver  it — in  this  way :  Sup- 
pose to-day  the  difference  between  middling  and  low  middling 
IS  a  cent  per  pound,  as  quoted  in  the  New  Orleans  market.  If  I 
am  a  cotton  shipper  up  in  Oklahoma,  and  I  can  ^et  hold  of  10,000 
bales  of  low  middling  cotton,  and  sell  futures  in  New  Orleans, 
and  make  50  cents  a  bale,  I  should  do  that  if  I  were  assured  that 
the  difference  would  remain  a  cent  a  pound.  As  a  matter  of  fact, 
the  moment  that  they  heard  in  New  Orleans  that  I  had  bought 
10,000  bales  of  low  middling  cotton  and  had  sold  10,000  bales  of 
Mays  or  Julys  in  New  Orleans,  and  was  shipping  the  cotton, 
they  would  widen  the  difference  to  a  cent  and  a  half  per  pound. 
We  have  had  recently  a  very  good  illustration  of  that.  The  dif- 
ference in  New  Orleans  was  one  day  1  cent  per  pound ;  the  next 
day  it  was  widened  to  IJ,  and  two  days  later  it  was  made  1  cent.*" 
That  is  a  fact — from  the  records.  Now,  that  method  of  handling 
things  in  New  Orleans  makes  it  absolutely  impossible  for  any- 
body in  the  interior  to  deliver  any  cotton  in  New  Orleans. 

A  future  broker  in  the  New  Orleans  market  said,  in  substance : 

Under  a  system  of  daily  differences,  any  man  or  group  of  men 
desiring  to  advance  or  depress  certain  grades  in  this  [New  Or- 
leans] market  can  readily  do  so  by  purchases  or  sales  of  spot 
cotton.  The  final  price  of  spot  cotton  is  established  by  the  sales 
of  the  day.  Prices  of  cotton  can  be  influenced,  like  those  of  every 
other  commodity,  by  offers  or  bids,  but  actual  sales  or  purchases 
are  the  only  things  by  which  the  quotation  committee  is  justified 
in  changing  quotations.  But  a  purchase  or  sale  of  500  bales  of 
cotton  of  a  certain  grade  in  a  narrow  market  would  naturally 
affect  the  market  and  force  the  quotation  committee  to  alter  its 
quoted  prices.  While  such  a  thing  is  possible^  however,  this 
market  is  not  sufficiently  subject  to  manipulation  to  make  this  a 
matter  of  common  occurrence ;  I  do  not  believe  that  this  market 
has  been  subject  to  any  such  procedure  to  any  great  extent.  You 
can  readily  understand  that  no  set  of  men  would  be  interested 
in  an  attempt  of  this  character  unless  their  operations  were  on 
a  very  extensive  scale. 

o  For  a  discussion  of  tliis  incident  see  page  305. 
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A  cotton  merchant  of  Terrell,  Tex,,  said,  in  .substance: 

The  New  Orleans  s^^^stem  of  fixing  differences  each  day,  if  de- 
niiinded,  is  an  exceedingly  vicious  one.  It  offers  an  opportunity 
to  large  spot  interests  and  disR^putable  speculators  to  manipu- 
late spot  ditferences  and  thereby  swindle  sellers  of  cotton  who 

tender  the  same  on  contract, 

(hrPORTUNiTY  FOR  MtSQroTATioN  OF  rRiCES, — ^The  prcc^eding  discus- 
*rion  Isolates  to  the  manipulation  of  spot  prices  by  oi>erators  with  a 
view  to  misleading  committees  which  establisli  spot  quotations  or  arbi- 
fnitnrs  who  apply  tlie  spot  differences.  Aside  from  sucVi  manipula- 
tion, it  is  alleged  that  quotation  conmiittees  or  arbitrators  have  delib- 
erately mist|uoted  or  nusapplied  differences,  either  in  order  to  reap 
]>rf»fits  iM^rause  of  their  own  coniniitments  in  the  spot  or  the  future 
market  or  In^causc  of  subsi'rviunct»  to  outside  ojxurators.  This  amoniits 
to  a  charge  that  {.*oinniittet*s  have  delil>erately  established  quotations 
which  they  knew  did  not  faithfully  reflect  actual  market  conditions 
or  tliat  arbitrators  have  applied  difference's  which  they  knew  did  not 
correspond  to  the  actual  differences  existing  in  the  market.  Such 
cluirg**s  have  lKM?n  made  against  h<ith  the  Xew  York  and  the  New 
Orleans  market^?,  altliough,  as  noted  later,  tlie  New  Orleans  Cotton 
Kxchangi^  has  provided  variou^s  safeguards  designed  to  prevent  such 
abuse  of  power. 

A  member  of  the  New  York  Cotton  Exchange  said  in  this  con- 
nection : 

The  difficulty  about  frequent  revisions  is  one  which  is  a  uni- 
versal matter.  The  influence  of  an  operator  or  a  group  of  opera- 
tors who  have  a  large  interest  at  stake  is  so  great,  owing  to  their 
industry  in  talking  and  the  influence  which  they  have  among 
meml)ers  on  ac^count  of  brokerage,  that  when  any  change  is  at- 
tempte<l  it  is  very  difficult  to  get  a  proper  revision,  even  with  re- 
visions twice  a  year.  That  was  witnessed  last  year,  when  the 
uality  of  the  cotton  was  well  known  and  there  were  tremendous 
ifferences  on  the  low  grades.  I  am  sorry  to  say  that  certain  in- 
fluences were  exerted  and  they  did  not  make  a  proper  revision. 
And  I  have  seen  the  same  thing  occur  on  the  high  grades.  People 
who  are  operators  and  people  who  are  in  tlie  business  of  bringing 
cotton  here,  in  their  anxiety  to  bring  cotton  here,  can  not  see 
things  in  any  other  light  except  what  is  to  their  personal  interest. 
If  vou  increase  the  numlK»r  of  revisions,  you  only  increase  the 
difficulty  and  again  exix^rience  all  that  trouble  of  the  market 
l>eing  swayed  by  i>eople  who  could  work  tlie  revision  committee. 
It  was  retlxuxnl  to  two  IxK^ause  we  thouglit  we  could  get  better 
justice  in  that  way.  I  have  not  the  sliglitest  hesitation  in  saying 
that  I  Mieve  that  some  memliers  of  the  revision  committee  were 
inflxienceii  by  their  ixxsition  in  the  market  last  year;  and  I  am  not 
only  saying  this  of  last  vear,  but  of  other  revisions  that  have  oc- 
curnnl  in  the  past:  ant^  it  had  lxsx>me  such  a  question,  many 
years  ago,  that  they  had  only  two  revisions  in  a  year,  to  avoid 
liiat  rcrv  thing  which  I  believe  vvcurred — that  the  revision  com- 
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mittee  has  acted  either  from  self-interest  or  undue  influence  of 
outsiders  was  a  fact  that  everybody  was  aware  of;  that  when  we 
had  revisions  once  a  week,  then  once  a  month,  and  then  three  or 
four  times  a  year,  it  was  believed  that  people  worked  the  revision 
committee  to  "  rig  the  market "  to  their  interest,  and  it  was  that, 
and  that  alone,  that  reduced  the  revisions  to  twice  a  year. 

Section  3.  Specific  instances  of  alleged  manipulation  and  misquotation 
of  grade  differences  at  New  Orleans. 

A  somewhat  striking  and  significant  feature  of  such  complaints 
of  manipulation  or  deliberate  misquotation  of  grade  differences  is 
that  they  are  generally  vague  rather  than  specific.  Statements  are 
loosely  made  that  differences  are  constantly  manipulated  in  spot 
markets,  but  many  of  the  individuals  making  such  charges  admitted, 
on  being  questioned,  that  they  had  had  no  personal  experience  in 
delivering  or  receiving  cotton  in  either  New  Orleans  or  Liverpool, 
and  that  their  information  was  practically  nothing  more  than  hear- 
say. At  the  same  time  several  specific  instances  of  alleged  manipu- 
lation in  the  New  Orleans  market  were  reported  in  considerable 
detail.  It  is  important,  therefore,  to  analyze  carefully  the  evidence 
in  such  instances. 

Instance  of  July,  1906. — One  specific  case  of  this  sort,  which  has, 
perhaps,  been  more  frequently  cited  than  any  other  by  those  who 
condemn  the  fluctuating-difference  system,  occurred  in  connection 
with  the  shipment  of  a  lot  of  about  1,000  bales  of  cotton  from  the 
New  York  certificated  stock  by  a  New  York  firm  to  New  Orleans  in 
the  summer  of  1906.  The  charge  is  that,  in  order  to  prevent  this 
cotton  from  being  profitably  tendered  on  contract,  manipulation  was 
practiced  to  mislead  the  New  Orleans  spot-quotation  committee,  or 
else  that  the  committee  deliberately  misquoted  spot  prices  of  the 
lower  grades  so  as  to  exaggerate  the  differences  off  for  such  grades 
as  compared  with  middling,  and  that  the  arbitrators  were  also 
unfairly  severe  in  applying  differences  on  this  cotton.  The  details 
of  this  case  were  stated  to  the  Bureau  by  one  of  the  shippers  as 
follows : 

I  shipped  from  here  *  *  *  during  the  latter  part  of  June 
or  the  first  part  of  July,  1906,  1,003  bales  of  cotton  that  we  had 
taken  on  contract  here  [New  York].  Before  shipping  this  cotton 
we  got  from  New  Orleans  a  classer  who  was  thoroughly  familiar 
with  the  receiving  and  delivering  of  cotton  on  contracts  in  the 
New  Orleans  market  to  come  here  and  go  through  our  stock  and 
select  what  he  considered  to  be  the  most  suitable  cotton  for  de- 
livery in  New  Orleans.  It  cost  us  $500  or  $600  to  pay  that  man's 
expenses  up  here.  He  had  been  associated  for  years  with  firms 
who  had  been  the  largest  receivers  and  deliverers  of  cotton  in 
New  Orleans.  After  being  here  for  some  time  he  selected  those 
1,008  bales  and  we  sent  it  down  to  New  Orleans  to  deliver  «L^^va^ 
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July  contracts  that  we  had  sold  in  that  market.  Before  the 
cotton  left  New  York,  and  while  it  was  in  tht>  process  of  ship- 
ment, some  one  at  the  warehouse  in  New  York  telephoned  us  that 
there  was  somebody  down  at  the  dock  trying  to  see  what  the 
quality  of  this  cotton  was.  We  ininiediately  telephoned  that  if 
anyone  was  undertaking  to  examine  that  cottOD,  or  to  pull  pieces 
out  of  any  bale,  to  have  him  arrested  immediately — we  did  not 
care  to  have  anyone  know  the  Quality  of  that  cotton.  We  ttx)k 
particular  pains  to  ship,  as  nearly  as  possible,  a  quality  of  cotton 
on  which  we  did  not  uiink  there  could  be  any  change  in  differ- 
ences before  the  cotton  arrived  in  New  Orleans.  Ilowevei',  lie  fore 
the  cotton  reached  New  Orleans  ther*^  was  a  change  in  differences 
.  and  we  were  told — or  in  some  way  got  the  inij^reasion — that  when 
the  cotton  was  arriving  in  New  Orleans  tliere  was  a  further  at- 
tempt made  on  the  part  of  some  one  to  ascertain  what  the  quality 
of  tnis  shipment  of  cotton  was.  We  attempted  to  deliver  the 
cotton  and  part  of  it  was  promptly  thrown  out.  There  were  sev- 
eral hundred  bales  that  were  rejected  and  we  could  not  deliver 
on  contracts.  So  we  put  the  cotton  on  a  factor's  table  in  New 
Orleans  and  sold  all  or  the  rejections,  with  the  exception  of  some- 
thing like  a  hundred  or  a  hundred  and  fifty  bales,  at  considerably 
more  money,  based  on  the  diffei-ences  in  the  quotations  of  the 
future  months  as  between  the  time  we  attempted  to  deliver  and 
the  time  that  we  actually  made  the  sale;  m  that  the  cotton  netted 
us  relatively  from  $2  to  $4  per  bale  more  than  it  would  have 
netted  us  had  we  originally  delivered  it  <in  July  contracts.  That 
is  an  actual  occurrence.  They  would  not  allow  us  to  deliver  it 
and  we  put  it  on  the  factor's  table  and  sold  it  for  more  money 
than  we  could  have  got,  relatively,  by  delivering  it  on  contracts. 
As  I  have  said^  there  was  a  part  of  this  cotton  that  we  could  not 
sell  over  the  factory's  tables  in  New  Orleans^  but  that  we  brought 
back  to  New  York  and  retendered  it  and  recertificated  it  here,  and 
it  went  all  right,  with  the  excej)tion,  I  believe,  of  1  bale  that  was 
found  false-packed  on  reexamination  here,  and  the  New  York 
Exchange  paid  us  for  that. 

In  discussing  this  incident  further,  this  shipper  said : 

It  became  known  to  the  market  here  that  we  were  short  of 
Julys  in  New  Orleans  about  the  middle  of  June,  and  for  several 
days  before  the  1st  of  July  we  began  to  accumulate  Julys  here 
and  sell  August  against  them,  with  a  view  to  taking  up  the 
cotton  here  and  shipping  it  to  New  Orleans  as  against  our  shorts 
there.  As  soon  as  that  became  generally  known  their  differences 
began  to  drop.  We  shipped  it  out  as  quickly  as  we  could.  They 
found  that  I  had  engaged  freight  for  some  time,  and  they  did 
not  wait  until  the  cotton  got  there,  even;  they  got  busy  right 
away.  They  reduced  the  differences  on  qualities  that  were  not 
in  the  city  of  New  Orleans — on  the  tinges.  There  were  practi- 
cally no  tinges  in  New  Orleans.  Furthermore,  offers  were  sent 
there  for  thousands  of  bales  of  low  middling  at  above  the  differ- 
ences between  middling  and  low  middling,  and  there  were  no 
sellers — at  a  narrower  difference  than  what  they  put  it  at. 

^  Italics  by  Bureau. 
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A  broker  in  New  Orleans,  interested  in  this  shipment,  in  speaking 
of  this  incident  said  that  it  was  generally  known  in  New  Orleans  that 
the  cotton  in  question  was  coming  to  that  market,  and  that  there  was 
no  doubt  in  his  mind  that  the  differences  were  deliberately  changed 
by  the  committee  without  regard  to  actual  market  transactions  as 
soon  as  this  information  was  obtained,  so  as  to  prevent  actual  delivery 
taking  place  on  the  basis  of  the  differences  previously  existing. 

The  cotton  in  question  consisted  mainly  of  grades  below  middling, 
and  much  of  it  was  tinged  or  stained.  Some  of  it,  at  least,  was  very 
much  off  color.  '  Thus,  the  record  of  one  delivery  of  106  bales  of  this 
cotton  showed  that  of  74  unprotested  bales  all  but  13  were  tinged  or 
stained,  and  that  all  but  5  bales  were  below  middling  in  value;  32 
of  the  106  were  protested  as  being  below  deliverable  grade,  and  on 
appeal  this  protest  was  sustained  and  the  cotton  rejected,  with  the  ex- 
ception of  2  bales  which  were  not  appealed.  The  generally  low 
character  of  this  cotton  is  shown  by  the  following  unofficial  memo- 
randum of  classification  made  by  a  private  classer  at  the  time : 

New  Orleans,  July  2i,  1906. 
From  M.  Stern  (through  E.  Martin) 
To  Hayward,  Vick  &  Clark 
To  Harris  &  Eustis. 

O  L  D 4  Am.    St.  M.  std.  [strict  middling  stained]. 

K  O  Y 5    "        Mid.  [middling]. 

K  Z  F 13    "  "    std.  [middling  stained]. 

K  F  F 3    "  "     tgd.  [middling  tinged]. 

P  V  W 8    "        St.  L.  Mid.  [strict  Tow  middling]. 

K  V  L 7    "        M.  deep  std.  [middling  deep  stained]. 

P  E  N 5    "        St.  L.   M.  std.    [strict  low  middling 

stained]. 

P  O  W 1  "  St.  L.  M.  deep  std.  [strict  low  mid- 
dling deep  stained]. 

B  N  C 9     "        L.  M.  spotted  [low  middling  spotted] , 

some  blue  bales. 

B  L  D 16    "        L.    M.    std.    &   sptd.    [low    middling 

stained  and  spotted], 

B  A  D 3    "        L.  M.  deep  std.   [low  middling  deep 

stained]. 

74    " 
Small  B/32-_     32 

106 

Kentucky    Press. 

W.    F.    PiNCKARD. 

Per  E.    Celly. 

Differences  on  this  class  of  cotton  were  reduced  rather  sharply 
in  New  Orleans  about  the  time  that  the  shipment  in  question  was 
made.    This  is  clear  from  the  following  table,  showing  the  changes 
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in  differences  in  the  New  Orleans  market  from  MaiTh  21  to  Septem- 
ber 7, 1906,  for  low  middling  and  good  ordinary,  also  the  changes  in 
quotations  for  tinged  and  stained  cotton  : 

Table    24.— CHANGES     IN     DIFFERENCES     FOR     LOW     MIDDLING    AND     GOOD 
ORDINARY  IN  NEW  ORLEANS  MARKET,  MARCH  21  TO  SEPTEMBER  7,  1006. 

[Cents  per  pound.] 


Bate. 


MftfDt^ai ,.., ,._....,.  ..„. 

JtraeZl,,,  _,„-,.,_.,*. +  -.,-. .. *-, ...- 

July  10 ,.„ „ „. ij 

July  13  „ ., - - , 

S'^ptetnbflr  7... .....^,,^ *** .* .„,,. 


Low  mid' 
dlln^. 


OoodordJ' 


lA 
lA 

m 
m 


T^tiged  and 
Maloed 


"That  ts.  dl9C4)iint  from  qitnUtlonei  uf  correciwodlitg  r«^far  grades. 
Cff  discounts  are  not  dlfferenc^B, 


The&%  quotations 


There  ciin  Ix?  no  que.^tton,  tht^refore,  that  a  considerable  widening 
of  differences  took  place  Just  about  the  time  the  shipment  in  question 
was  made*  Furthermore,  there  had  been  no  change  in  these  differ- 
ences in  the  New  Orleans  market  for  three  montlis  prior  to  June  21, 
and  no  change  in  the  discounts  on  tinged  and  stained  cotton  for  a-  still 
longer  period. 

At  first  sight,  this  change  in  differences,  occurring  in  midsummer 
after  an  extended  interval  during  which  no  change  had  been  made, 
lends  some  color  to  the  charge  that  the  New  Orleans  spot  quotation 
committee  changed  its  differences  arbitrarily  and  for  the  improper 
purpose  of  injuring  the  New  York  shippers. 

In  considering  charges  of  manipulation,  however,  it  should  be 
borne  in  mind  that  a  widening  of  differences  on  low  grades  of  cotton 
in  anticipation  of  such  a  consignment  as  the  one  in  question  is  a  more 
or  less  normal  occurrence.  The  tendency  of  a  material  addition  to 
the  supply  of  such  grades  in  New  Orleans,  especially  late  in  the  sea- 
son, would  naturally  be  to  depress  the  price.  A  member  of  the  New 
York  Cotton  Exchange,  in  referring  to  this  incident  (for  the  pur- 
pose, however,  of  unfavorably  criticising  fluctuating  differences  in 
general),  said: 

The  ship  sailed  from  New  York  when  all  the  people  in  New 
Orleans  who  were  holding  their  low.  grades  at  pretty  stiff  prices, 
hoping  to  work  them  off  little  by  little,  unloosed  their  cotton ;  so 
that  when  the  thousand  bales  had  gotten  down  there  the  differ- 
ences had  widened,  I  think,  50  points.  *  *  *  There  is  no 
way  of  telling  whether  they  were  widened  for  manipulative  pur- 
poses. If  I,  as  a  cotton  factor,  had  low-grade  cotton  of  my  cus- 
tomers for  sale  and  I  discovered  that  10,000  bales  of  that  low 
stuff  was  going  to  be  headed  down  my  way,  what  would  I  do? 
I  would  cut  mme  loose,  and  that  would  make  a  very  natural  re- 
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vision  of  the  differences.  *  *  *  It  very  seldom  happens  that 
anything  occurs  away  from  the  seat  of  operation  without  people 
at  headquarters  knowing  about  it.  A  man  in  Montgomery 
would  find  out  about  it,  and  the  people  with  whom  that  cotton 
came  into  competition  would  discount  that  cotton  before  it  could 
arrive.     They  would  get  rid  of  their  cotton  first. 

About  this  time  the  contract  price  for  the  current  month  at  New 
Orleans  went  above  the  price  of  spot  middling.  On  June  21,  1906, 
when  the  differences  w^re  first  widened,  the  closing  price  of  June 
futures  was  10.74  nominal,  as  compared  with  a  spot  price  for  mid- 
dling of  10|J  (10.94)  cents;  this  was  about  a  normal  margin  be- 
tween the  two  prices.  On  July  2,  July  futures  closed  at  11.04  bid,  as 
against  a  spot  middling  price  of  11 J  (11.13),  thus  showing  a  narrow 
margin.  On  July  5,  July  futures  closed  at  11.18  bid,  as  against  a  spot 
middling  price  of  11^  (11.13),  thus  showing  a  premium  for  the 
current  month  of  about  5  points.  For  several  days  the  contract  price 
continued  to  rule  either  very  close  to  or  somewhat  above  the  spot  price 
of  middling,  and  by  July  16  it  stood  at  a  premium  of  a  quarter  of  a  • 
cent.  This  unusual  position  of  the  contract  price  continued  until 
very  near  the  close  of  the  month. 

It  has  been  pointed  out  that  the  establishment  of  unduly  wide 
differences  on  low  grades  might  have  the  effect  of  thus  sending  the 
contract  price  for  the  current  month  temporarily  above  the  spot  price 
of  middling;  and,  in  the  opinion  of  some,  this  premium  in  the  con- 
tract price  in  July,  190G,  is  substantial  confirmation  of  the  charge 
that  New  Orleans  differences  off  for  the  low  grades  of  cotton  at  this 
time  were  excessive.  On  the  other  hand,  a  premium  in  the  contract 
price  for  the  current  month  over  the  spot  price  of  middling  is  more 
generally  due  to  a  squeeze  in  the  market.  That  such  a  squeeze  was  on 
in  New  Orleans  is  shown  by  the  fact  that  the  New  York  operators 
who  were  short  of  that  market  went  to  the  trouble  of  shipping  cotton 
from  New  York  to  New  Orleans  rather  than  attempt  to  cover  their 
short  sales  by  purchases  of  contracts  in  New  Orleans. 

It  will  be  noted  that  the  shippers  allege  that  differences  in  the  New 
Orleans  market  were  increased  before  the  cotton  actually  reached  that 
port.  A  large  part  of  this  cotton,  as  above  shown,  was  tinged  and 
stained,  and  deliveries  of  some  of  this  off-colored  cotton  were  made 
at  least  as  early  as  July  5,  1900.  The  records  of  the  New  Orleans 
Cotton  Exchange,  however,  show^  that,  although  the  differences  for 
low  middling  and  good  ordinary  cotton  were  widened  by  one-eighth 
of  a  cent  on  June  21,  1900,  and  again  by  another  eighth  of  a  cent 
on  July  10,  the  discounts  for  tinged  and  stained  cottons,  which  had 
for  a  long  time  been  quoted  at  a  range  of  one-sixteenth  to  three- 
eighths  of  a  cent  off  the  quotations  for  the  corresponding  regular 
grades,  were  kept  at  that  range  until  July  13,  when  the  discounts 
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wei'e  widened  to  oDe-eighth  to  iive-eighths  cent  lower  than  the 
quotations  for  regular  grad**s,  these  discounts  continuing  for  several 
weeks.  In  view  of  these  dates,  it  certainly  is  a  fair  question  whether 
the  increase  in  discounts  for  tinged  and  stained  cotton,  instead  of 
being  due  to  manipulation,  was  not  the  natural  result  of  an  accumu- 
lation of  such  cotton  in  the  Xew  Orleaui^  market  near  the  end  of  the 
season,  when  the  addition  of  a  relatively  small  amount  of  these  grades 
might  easily  have  had  an  unusually  marked  effect 

By  reference  to  charts  2  and  3,  opposite  page  128,  it  will  be  seen 
that  the  differences  for  low  middling  and  good  ordinary  cotton 
widened  in  the  Memphis  market  also  about  this  time*  While  this 
might  be  attributed  to  the  influence  of  the  change  at  New  Orleans, 
it  seems  more  reasonable  to  contend  that  had  the  change  in  New 
Orleans  l>een  unwarranted  the  Memphis  differences  would  have  re- 
mained unchanged* 

On  actual  arbitration  most  of  the  cotton  in  this  delivery  was  valued 
at  rather  wide  differences  off  middling,  PrHctically  all  the  cotton 
was  appealed.  The  differences  established  on  74  unprotested  bales 
on  the  original  arbitration  and  on  the  07  bales  which  were  appealed 
(in  addition  to  the  30  protested  bales  which  were  rejected)  are  given 
below : 


Result  of  arbitration, 
July  26, 1906. 

Result  of  appeal,  July 
80,1906. 

Marks. 

Number 
of  bales. 

Difference 
off  mid- 
dling. 

Number 
of  bales. 

Difference 
off  mid- 
dling. 

OLD 

4 
6 
13 
3 

8 
7 
5 
1 
9 

10 
3 

Cmts. 
i 

U 

I 

i 

n 

lA 
lA 

Caits. 

KOY 

5 
13 

i 

KZF 

K  F  F 

P  v  W 

8 
7 
6 
1 
9 
16 
3 

3 
8 

i 

i 

H 

KVL 

PEN 

PO  W 

BNC 

BLD 

BAD 

Total 

74 

67 

By  comparing  the  marks  with  those  given  in  the  memorandum 
on  page  297  the  grades  of  the  various  lots  of  cotton  as  given  by 
a  private  classer  can  be  ascertained.  It  is  not  possible,  however,  to 
make  a  strict  comparison  of  the  judgment  of  the  private  classer  with 
the  allowances  of  the  arbitrators,  since  the  grading  indicated  in  this 
memorandum  was  made  quite  independently  of  the  arbitrators,  who 
do  not,  in  filing  their  reports,  call  the  cotton  by  any  grade  name. 
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but  simply  state  what,  in  their  opinion,  is  its  value  relative  to 
middling  cotton.  At  the  same  time,  it  is  interesting  to  judge  the 
differences  established  by  the  arbitrators  in  the  light  of  this  unofficial 
classification.  Thus,  it  will  be  found  that  the  5  bales  of  cotton 
marked  "  K  O  Y,"  which  the  private  classer  graded  as  middling, 
were  originally  valued  at  three-eighths  cent  off  by  the  arbitrators, 
but  on  appeal  went  at  only  one-sixteenth  cent  off;  8  bales  marked 
"  P  V  W,"  which  the  private  classer  considered  as  strict  low  mid- 
dling, were  originally  valued  at  eleven-sixteenths  cent  off,  and  on 
appeal  at  five-eighths  cent  off.  The  official  difference  for  low  mid- 
dling at  this  time  was  seven-eighths  cent — ^this  difference,  as  already 
shown,  having  been  increased  by  one-fourth  cent  during  June  and 
July — and  had  the  arbitrators  considered  this  cotton  as  exactly  strict 
low  middling  in  grade  they  should  have  given  it,  under  the  practices 
of  the  New  Orleans  Exchange,  a  difference  off  of  exactly  half  the 
difference  off  for  low  middling,  which  would  have  meant  seven-six- 
teenths cent.  Instead  of  this,  the  allowance  as  finally  made  was  five- 
eighths,  or  ten-sixteenths,  of  a  cent.  It  can  not,  of  course,  be  asserted 
that  seven-sixteenths  cent  was  a  proper  difference  for  this  cotton, 
since  the  grading  of  the  private  classer  was  the  unofficial  judgment 
of  only  one  man,  whereas  had  the  grade  been  established  by  a  com- 
mittee of  experts  the  cotton  might  have  been  classed  quite  differently. 
It  is  practically  impossible  to  say  whether  or  not  the  final  arbitration 
of  this  cotton  was  too  rigid.  It  will  be  noted  that  the  appeal  com- 
mittee in  nearly  every  case  was  more  lenient  with  the  cotton  than 
were  the  original  arbitrators,  and  that  the  difference  in  valuations 
in  some  cases  was  quite  marked.  WTiether  the  appeal  committee 
was  still  too  severe  in  its  treatment  of  the  cotton,  it  is  impossible 
to  say. 

It  should  be  remembered  in  this  connection  that  much  of  the  cot- 
ton was  of  an  inferior  character,  and,  in  fact,  that  the  deliverers 
did  not  even  attempt  to  tender  some  300  bales  out  of  the  lot  of  1,003 
bales.  The  statement  on  this  point  of  one  of  the  receivers  of  this 
cotton  was  as  follows: 

The  spot  committee  at  that  time  that  made  these  changes  hap- 
pened to  be  composed  of  the  very  best  members  of  the  Jsew  Or- 
leans Cotton  Exchange,  and  if  they  had  not  known  that  they  were 
acting  perfectly  correct  and  right  in  making  the  changes  they 
would  not  have  done  so.  Why  should  this  New  Orleans  Cotton 
Exchange  permit  a  lot  of  low-grade  rubbish  to  be  shipped  from 
any  market  to  this  market  and  tendered  except  on  the  basis  at 
which  the  cotton  would  sell  for  in  this  market?  My  firm  re- 
ceived some  of  this  cotton,  and  it  was  miserable,  low,  undesirable 
stuff.  *  *  *  The  original  idea  or  system  of  doing  a  future 
business  was  for  the  purpose  of  facilitating  the  handling  of  spot 
cotton ;  and  can  any  fair-minded  man  for  a  moment  say  that  it 
is  legitimate  that  some  man,  either  in  the  South  or  in  New  York, 
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be  allowed  to  pick  up  over  the  country  undesirable,  iiondescnpti 
unmerchantable  cotton  and  ship  it  to  rfew  York,  and  then  reship 
it  back  to  New  Orleans  and  tender  it  on  a  contract  ? 

Still  another  receiver  said  that  much  of  the  cotton  in  question  was 
very  heavily  sandy  and  red,  and  contended  that  the  rejection  of  this 
cotton  was  altogether  proper. 

It  is  cei'tainly  significant  that,  while  the  shippers  admit  that  this 
cotton  was  selected  for  the  express  purpose  of  tendering  on  New 
Orleans  contracts,  there  were  still  150  bales,  approximately,  which 
they  did  not  attempt  to  deliver.  About  200  additional  bales  which 
were  tentatively  tendered  were  withdrawn  before  actual  arbitration,, 
while  some  of  the  cotton  tendered  was  rejected.  A  much  more  im- 
portant circumstance,  however,  is  the  admission  of  the  shippers  them- 
selves that  about  150  bales  of  this  cotton  could  not  be  sold  over 
factors'  tables  in  the  New  Orleans  market — ^in  other  words,  that  this 
cotton  could  not  be  disposed  of  in  one  of  the  two  leading  spot  markets 
of  the  world.  In  explanation  of  this  circumstance,  one  of  the  ship- 
pers subsequently  made  substantially  the  following  statement : 

We  did  not  have  time  to  break  the  certificates «  in  New  York. 
We  would  find  a  certificate  that  had,  say,  25  bales  on  it,  and  in 
that  certificate  we  knew  there  were  10  bales  that  would  not  pass — 
not  that  it  would  not  pass,  but  that  we  thought  there  was  an 
element  of  chance  in  shipping.  If  we  had  had  the  time  to  go 
through  the  cotton  and  take  out  these  lowest  qualities,  ^Ye  would 
never  have  shipped  them  there  at  all ;  but,  in  our  anxiety  to  get 
the  cotton  started  to  New  Orleans,  we  gave  them  every  bale.  We 
did  not  have  time  to  take  them  out,  but  let  them  go  on  down  there. 

Taking  into  consideration  all  the  facts  presented,  and  particularly 
the  admission  of  the  shippers  that  they  sent  a  considerable  amount 
of  cotton  which  they  knew  was  probably  below  tenderable  grade,  it 
must  be  conceded  that  the  charge  of  deliberate  misquotation  of  New 
Orleans  differences  at  this  time  or  of  undue  severity  in  arbitration 
is  not  conclusively  sustained.  This  may  be  considered  as  an  example 
of  the  possible  misuse  of  the  commercial-difference  system,  though  not 
necessarily  a  deliberate  misuse  in  this  specific  case. 

Alleged  misquotation  in  March  and  April,  1907. — It  has  already 
been  shown  that,  whereas  the  contract  price  in  the  New  York  market 
during  the  crop  year  1906-7  went  to  a  phenomenal  discount  as  com- 
pared with  the  spot  price  of  middling,  the  discount  amounting  in 
February  to  nearly  200  points,  there  was  no  such  widening  of  the 
margin  between  the  two  prices  in  the  New  Orleans  market  Never- 
theless, somewhat  later  in  the  season  the  margin  between  the  spot 

« Breaking  a  certificate  means  the  selection  of  a  certain  number  of  bales 
from  a  lot  covered  by  one  certificate  of  the  inspection  bureau.  In  this  case  the 
bales  not  desired  must  be  reinspected  and  reclassed  in  order  to  be  a  good  deliv- 
ery on  contracts  in  New  York.     This  involves  considerable  expense. 
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price  of  middling  and  the  price  of  basis  contracts  in  the  New  Orleans 
market  did  become  unusually  wide.  This  is  shown  in  the  table  given 
on  page  130,  and  in  the  accompanying  chart  opposite  page  132. 
The  margin  between  the  two  prices,  which  for  some  time  after  No- 
vember, 1906,  was  fairly  normal,  ranging  around  15  to  30  points, 
increased  rapidly  in  February  and  March,  1907,  when  at  times  it  ex- 
ceeded 50  points. 

Some  members  of  the  New  Orleans  Exchange  contended  that 
this  was  practically  a  repetition  on  a  smaller  scale  of  what  had  hap- 
pened a  few  months  earlier  in  the  New  York  market;  in  other  words, 
that  this  unusual  discount  in  the  contract  price  at  New  Orleans  was 
due  to  incorrect 'differences  and  involved  the  integrity  of  members 
of  the  quotation  committee.  One  member  of  the  New  Orleans  Ex- 
change, in  discussing  this  matter,  said : 

Unquestionably  that  was  the  reason.  It  was  not  as  bad  as  New 
York,  but  it  was  the  same  sort  of  an  error.  At  the  present  mo- 
ment [June,  1907]  futures  are  really  a  little  higher  than  spots. 
Julv  is  about  12  or  15  points  higher  than  spot  cotton  as  quoted 
to-day.  But  I  think  this  committee  here  is  inclined  to  get  at 
the  right  of  things.  We  have  a  fairly  good  committee  this 
month,  but  I  think  there  have  been  some  months  when  they  could 
not  throw  any  bricks  at  New  York.  New  York  did  on  a  big 
scale  what  New  Orleans  did  on  a  small  scale.  This  error  could 
not  be  corrected  in  New  York,  while  public  sentiment  here  can 
correct  it  any  time ;  maybe  not  with  that  special  committee,  but 
you  will  get  a  remedy  for  the  evil  some  time.  In  March  we  had 
it,  and  it  made  futures  50  points  under  spots.  It  never  occurred 
before  in  this  market.  If  middling  had  been  correctly  quoted 
in  March  and  the  differences  between  grades  had  been  correct, 
there  ought  not  to  have  been  more  than  an  eighth  of  a  cent  under. 

It  will  be  noted  that  this  statement,  while  holding  that  the  differ- 
ences were  temporarily  fixed  incorrectly,  emphasizes  the  idea  that 
the  New  Orleans  system  resulted  in  a  speedy  readjustment,  while 
under  the  New  York  system  the  error  and  its  consequences  were  pro- 
longed. Moreover,  it  was  contended  by  many  members  of  the  New 
Orleans  Exchange  that  this  unusual  discount  in  the  contract  price 
in  the  early  part  of  1907  was  not  due  to  improper  differences,  but  to 
the  enormous  quantity  of  low-^rade  cotton  then  on  the  market,  as  a 
result  of  which  buyers  of  future  contracts  feared  that  the  quotations 
of  commercial  differences  might  not  be  widened  by  the  time,  deliv- 
eries were  made  on  such  contracts  as  much  as  market  conditions 
might  demand.  In  this  connection  it  was  urged  that  the  1906-7 
season  was  a  very  unusual  one,  and  that  differences  between  grades 
were  abnormally  large  and  unusually  variable,  so  that  there  was  an 
exceptional  danger  of  slight  errors  in  quotations.  Under  these  cir- 
cumstances purchasers  of  contracts  might  be  disposed  to  allow  for 
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the  danger  of  such  errors  by  an  unusual  discount  in  the  contract 
price. 

Furthermore,  the  point  was  made  that  the  future  price  sometimes 
responds  more  readily  to  market  influences  than  the  spot  price,  and 
that  occasionally,  for  brief  periods,  a  change  in  future  prices  is  not 
accompanied  by  a  corresponding  change  in  the  price  of  spot  cotton. 
A  factor  in  the  New  Orleans  market  said  on  this  point  : 

It  was  rumored  that  a  large  export  house  and  others  were  go- 
ing to  tender  a  large  amount  of  undesirable  cotton.  It  was  tried, 
and  the  cotton  was  rejected,  and  the  future  market  rallied.  In 
other  words,  the  discount  was  overcome.  The  future  market 
responds  more  readily  to  sentiment  than  does  the  spot  market. 
We  may  have  the  current  month  and  the  spot  middling  quota- 
tion hand  in  hand,  and  some  depressing  influence  may  come  along 
and  the  future  market  may  decline  a  quarter  of  a  cent  without 
factors  making  any  concession,  or  sellmg  at  the  decline.  This 
occurs  often,  and  it  sometimes  lasts  for  quite  a  while. 

While,  as  previously  pointed  out,  it  is  true  that  exceptional  con- 
ditions may  result  in  sending  the  contract  price,  even  under  a  proper 
conduct  of  the  system  of  fluctuating  differences,  to  an  unusual  dis- 
count as  compared  with  the  spot  price,  it  is  apparent  that  any  such 
increase  in  the  discount  of  the  contract  price  is,  under  a  perfect  work- 
ing of  the  system,  necessarily  very  limited,  for  the  reason  that  as  soon 
as  the  contract  price  goes  to  a  point  which  shows  an  unusual  profit  in 
taking  up  the  prevailing  contract  grades  and  •reselling  them  at  the 
prices  prevailing  in  the  spot  market  there  will  be  a  demand  for 
these  contracts  and  this  will  tend  to  restore  the  normal  parity.  Of 
course,  this  rule  would  not  necessarily  hold  under  abnormal  con- 
ditions, such,  for  instance,  as  a  panic  or  acute  financial  stringency, 
since  in  such  periods  buyers  might  be  compelled  to  sacrifice  their  con- 
tracts because  of  inability  to  maintain  margins,  while  holders  of  cot- 
ton might  not  be  under  the  same  necessity  of  sacrificing  the  actual 
cotton.  These  conditions  are  obviously  exceptional,  and  the  abnormal 
discount  in  the  contract  price  at  New  Orleans  in  the  early  part  of 
1907  is  certainly  suggestive  of  inaccuracy  in  the  establishment  of  dif- 
ferences. As  to  whether  quotation  committees  deliberately  estab- 
lished false  quotations,  or  the  arbitrators  misapplied  differences,  it  is 
impossible  to  say.  It  is  fair  to  repeat  that  in  the  crop  year  1906-7 
differences  between  grades  were  unusually  wide  and  the  cotton  off 
color  and  unusually  low  in  quality,  so  that  quotation  committees  were 
laboring  under  unusual  disadvantages  in  ascertaining  the  actual 
prices.  But  this  does  not  excuse  so  serious  a  disturbance  in  the 
margin  between  the  spot  and  the  contract  price  as  actually  occurred. 
^  The  important  point  to  be  emphasized,  however,  is  that  under  the 
New  Orleans  system  there  was  an  opportunity  to  correct  this  error, 
through  the  pressure  of  public  opinion,  almost  immediately,  and,  in 
facty  as  shown  by  the  chart  opposite  p^ige  V^^2^  the  discount  became 
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normal  within  a  comparatively  short  time.  In  New  York,  on  the 
other  hand,  despite  the  expressed  desire  of  a  large  number  of  mem- 
bers of  the  exchange  at  a  meeting  held  in  January,  1907,  to  correct 
what  was  obviously  a  grave  error  in  establishing  differences  in  that 
market,  there  was  no  opportunity,  under  the  rules  of  the  exchange, 
to  make  such  correction  before  the  following  September.  The  result 
was  that  every  holder  of  a  contract  maturing  prior  to  September, 
1007,  purchased  prior  to  the  meeting  of  the  revision  committee  in 
November,  1906,  was  affected  by  the  error,  whereas  in  New  Orleans 
only  those  who  held  contracts  maturing  in  the  short  period  that  the 
error  was  allowed  to  go  uncorrected  were  necessarily  injured. 

Alleged  3iisquotation  in  September,  1907. — In  September,  1907, 
the  differences  for  low  middling  and  good  ordinary  cotton  were  very 
sharply  changed  in  the  New  Orleans  market.  On  Friday,  September 
6,  the  difference  for  low  middling,  which  had  been  1  cent  off  since 
August  26,  was  increased  to  IJ  cents  off  at  a  meeting  of  the  revision 
committee,  which  consists  of  the  spot-quotation  committee  and  the 
arbitration  committee  on  classification.  At  the  skme  time  the  differ- 
ence for  good  ordinary  cotton  was  widened  from  2^  cents  off  to  2f 
cents  off;  the  difference  on  for  good  middling  was  narrowed  from  1 
cent  to  five-eighths  of  a  cent.  So  violent  a  change  in  differences  in  a 
single  day  is  very  unusual  and  quite  unnatural,  and  this  incident  was 
very  generally  condemned,  not  only  in  the  New  York  market,  but  in 
the  New  Orleans  market  as  well,  as  evidence  of  intentional  mis- 
quoting of  the  market. 

On  Monday,  September  9,  the  first  full  business  day  after  this 
drastic  change  in  differences  was  made,  the  former  differences  for  low 
middling  and  good  ordinary  were  restored  by  the  spot-quotation 
committee.  This  was  regarded  by  many  as  conclusive  evidence  that 
the  original  change  was  due  to  improper  motives. 

In  view  of  the  unusual  violence  of  this  change  in  differences  and 
of  the  comment  which  it  excited,  particular  effort  was  made  to  ascer- 
tain the  real  facts.  The  explanations  offered  were  conflicting  and 
unsatisfactory.  Several  members  of  the  spot-quotation  committee  of 
the  New  Orleans  Cotton  Exchange  contended  that  the  action  of  the 
revision  committee  in  widening  the  differences  on  these  low  grades 
was  unwarranted.  One  member  of  the  spot-quotation  committee 
said,  in  substance : 

The  last  sale  of  low  middling  cotton  before  September  6,  of 
which  I  had  any  knowledge,  was  made  by  myself  some  time  in 
August  to  a  member  of  the  spot  committee.  This  sale  was  of 
600  bales  average  low  middling,  not  varying  more  than  a  half 
grade,  and  it  was  made  at  seven-eighths  to  hfteen-sixteenths  off 
middling. 

When  the  revision  committee  met  on  September  6,  some  of 
them  stated  that  low  middling  was  offered  at  1^  off,  but  in 
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the  face  of  the  fact  that  I  had  sold  it  at  less  than  1  cent  off  I 
could  not  vote  to  widen  the  difference.  As  a  matter  of  fiict,  im 
low  middling  was  selling  at  the  time  the  revision  was  iiuule.  It 
is  difficult  to  arrive'  at  an  exactly  correct  quotation  for  a  grade 
not  being  traded  in.  It  has  always  seemed  to  me  thit  under  mwh 
circumstances  the  proper  thing  to  do  is  to  quote  the  difference 
of  the  last  sale  made,  even  if  it  occurred  two  months  pi^eviomJ^ 

Another  member  of  the  spot  conmiittee  said : 

The  difference  of  1  cent  was  based  on  known  sales.  Sales 
might  not  have  been  made  at  this  difference  on  the  day  that  the 
price  was  quoted,  nor  at  any  other  price,  but  the  last  sale  made  on 
the  market  was  made  at  this  difference.  Low  grades  were  not 
selling  every  day  and  the  conmiittee  could  do  nothing  else  than 
quote  the  difference  at  the  last  sale,  even  though  it  occurred  a 
week  before, 

******* 

At  the  meeting  of  September  6  I  expressed  the  opinion  that  a 
difference  of  1  cent  off  for  low  middling  was  the  value  at  that 
time,  and  this  opinion  was  based  on  the  last  sale  made  in  the 
rooms  of  my  firm,  or  on  offers  made  for  the  various  ffrades. 
These  sales  or  offers  may  not  have  been  exactly  1  cent  off  for  low 
middlinff,  but  they  were  approximately  so. 

Saturday,  the  7th,  being  a  half  day  and  not  having  a  full  com- 
mittee at  the  meeting,  the  difference  of  1 J  cents  was  not  changed, 
but  on  Monday,  the  9th,  with  a- full  committee,  the  1-cent  differ- 
ence was  restored  because  we  felt  that  it  was  correct.  The  spot 
committee  feel  that,  being  in  the  market  from  day  to  day,  they 
are  in  a  better  position  to  quote  cotton  than  the  arbitration  com- 
mittee, who  may  not  be  in  the  market  for  a  week  at  a  time. 

A  member  of  the  arbitration  committee  said : 

The  vote  in  the  revision  committee  on  the  question  of  widening 
the.  differences  of  the  low  grades  was  close.  I  voted  against 
widening  them  because  according  to  my  judgment  low  middling 
was  sellmg  at  about  1  cent  off.  It  may  be  that  sales  were  made 
on  a  range  of  from  ^  to  1^,  but  our  quotations  are  on  our  stand- 
ards and  not  on  what  some  factor  or  buyer  may  call  it. 

On  low  grades,  when  they  are  abundant  and  varied  in  color, 
style,  etc.,  a  quarter  or  even  a  half  cent  difference  in  judgment  is 
not  unusual  or  unnatural.  The  quotation,  therefore,  may  not 
exactly  represent  the  standard.  There  may  be  ten  styles  of  low 
middling  and  neither  one  exactly  the  New  Orleans  standard. 
This  was  practically  true  throughout  last  year,  so  that  an  average 
is  the  best  quotation  that  can  be  made.  There  was  never  so  much 
irregular  cotton  on  this  market  since  I  have  been  in  the  business 
as  there  was  last  year. 

Several  members  of  the  arbitration  committee,  however,  were  quite 
as  emphatic  in  sustaining  the  increase  in  the  differences  and  condemn- 

^  Italics  by  Bureau.     See  page  312. 
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ing  the  spot  quotation  committee  for  reversing  the  action  of  the  re- 
vision committee.    One  member  of  the  arbitration  committee  said : 

The  difference  established  on  August  26-^that  is,  1  cent  off  for 
•  low  middling — was  absolutely  wrong.  During  July  and  August 
I  handled  12,000  bales  of  low-grade  cotton,  and  low  middling 
classed  by  the  New  Orleans  standard  was  selling  1^  cents  off 
middling.  When  the  joint  committee  met  on  September  G  they 
corrected  the  error  of  the  spot  committee  by  making  the  differ- 
ence IJ  cents.  The  restoration  of  the  difference  of  1  cent  was 
without  any  reason  whatever. 

Another  member  of  the  arbitration  committee  said : 

The  revision  committee  met  on  September  6  and  made  the  dif- 
ference for  low  middling  1^,  which  difference  was  the  same  that 
it  was  in  Memphis,  Savannah,  and  other  markets,  and  it  was  the 
price  at  which  we  were  trying  to  sell  that  ^ade  here.  I  was  so 
indignant  at  the  action  of  the  spot  committee  in  restoring  the 
difference  of  1  cent  that  I  thought  of  resigning.  Between  Friday 
and  Monday  there  were  75  bales  of  low-grade  cotton  sold,  and  it 
so  happened  that  I  sold  73  of  these  75  bales,  and  the  sales  were 
made  at  wider  differences  than  1^  cents  off  for  low  middling. 
There  was  absolutely  no  ground  upon  which  to  narrow  the  dif- 
ferences for  low  grades.  At  the  end  of  the  season,  when  factors 
and  merchants  are  attempting  to  rid  themselves  of  odds  and  ends 
of  irregular  cotton,  they  sell  at  almost  any  price. 

Some  of  the  statements  above  given  indicate  that  members  of  the 
two  committees  placed  improper  interpretations  upon  the  rules  gov- 
erning the  issuance  of  quotations.  In  particular,  the  use  of  a  price 
established  days  or  weeks  previously  simply  because  it  was  for  the 
latest  sale  reported  is  likely  to  produce  mischievous  results.  While 
it  is  important  that  spot -quotation  committees  in  reporting  the  mar- 
ket should  base  their  quotations  on  actual  business  when  such  busi- 
ness is  being  transacted,  it  would  seem  eminently  proper  that  the 
committee  should  exercise  some  discretion  near  the  close  of  the  crop 
season,  when  particular  grades  may  be  dealt  in  only  at  intervals, 
but  when  quotations  for  other  grades  which  are  dealt  in  would  clearly 
indicate  a  change  in  the  real  values  of  the  inactive  grades.  It  is 
hardly  practical  to  suspend  quotations  altogether,  but  there  should 
be  no  serious  difficulty  in  arriving  at  a  fairly  accurate  quotation  for 
such  grades.  Certainly  a  genuine  change  of  one-half  cent  would 
almost  never  occur  in  the  spot  cotton  market  in  a  single  day,  and 
consequently  no  such  abrupt  change  should  occur  in  the  official 
quotations.** 

It  may  be  noted  that  the  contract  price  at  New  Orleans  went  to  an 
unusual  discount  from  the  spot  price  of  middling  in  the  latter  part 

«  Under  a  recent  amendment  to  the  New  Orleans  rules,  as  shown  on  page  84, 
the  spot-quotation  committee  can  no  longer  change  differences  on  its  own  re 
sponsibility,  but  must  act  in  conjunction  with  the  arbitration  committee  ou 
classification. 
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of  August,  1907,  before  the  increase  of  the  difference  for  low  mid- 
dling from  1  to  1|  cents.  This  suggests,  at  least,  that  the  1  cent  dif- 
ference off  for  low  middling  and  corresponding  differences  for  other 
low  gradefej  were  too  narrow,  althoiigli  the  excessive  margin  may  have 
been  rhie  to  wide  differences  for  high  grades,  the  new  crop  promis- 
ing to  be  of  fairly  high  (}nalit\\  In  this  connection,  it  may  be  noted 
ihat  the  quoted  difference  off  for  low  middling  in  the  Memphis 
market  at  this  time  was  1^  cents;  and  thiis  was  also  the  difference  at 
Houston,  The  difference  off  for  good  ordinary  in  Memphis  wai^  3 
cents  and  at  Houston  2^  cents.  On  the  other  hand,  the  average  dif- 
ference off  for  low  middling  in  nine  southern  markets,  as  reported 
to  the  revision  committee  of  the  New  York  Cotton  Exchange  at  ite^ 
meeting  in  September,  11)07,  was  only  OAJT  cent ;  and  the  average  oS 
for  good  ordinary  in  seven  markets  was  2,28  cents.  These  averages, 
however,  included  quotations  from  several  markets  which,  on  account 
of  peculiar  classification  or  for  other  i-easons,  were  not  representative; 
and  it  is  probable  that  these  averages  understated  the  real  differences. 
The  differences  i*cportod  from  Houston  and  MemphiSj  on  the  other 
hand,  may  have  been  somewhat  too  wide  tu  represent  fairly  the  Xew 
Orleans  market. 

In  view  of  the  verj'  conflicting  testimony  aix>ve  given,  it  is  difficult 
clearly  to  locate  the  rPS}K»n^iiTiIity  for  tlie  i^r n>r  in  these  quota- 
tions. As  just  show^n,  some  members  of  the  spot-quotation  committee 
were  apparently  basing  their  quotations  on  transactions  which  had 
occurred  some  time  previously;  this  practice  might  easily  result  in 
error,  and  apparently  this  is  what  actually  happened. 

Kegardless,  however,  of  whether  or  not  the  spot-quotation  com- 
mittee was  at  fault,  it  is  obvious  that  any  such  violent  change  in 
differences  overnight  is  certain  to  cause  great  dissatisfaction  and 
probably  to  cause  loss  either  to  those  who  happen  to  be  tendering 
or  to  those  receiving  on  contract  at  the  time.  It  is  not  surprising 
that  such  violent  changes  in  quotations  should  lead  to  more  or  less 
general  condemnation  of  the  system.  Such  occasional  errors,  how- 
ever, do  not  constitute  sufficient  ground  for  abandoning  the  com- 
mercial-difference system;  instead,  they  simply  call  for  greater 
faithfulness  in  the  aj^plication  of  the  system.  As  already  empha- 
sized, a  perfect  system  of  quoting  the  market  is  not  to  be  hoped  for. 
The  best  that  can  be  expected  is  approximate  accuracy.  If,  under 
the  commercial-difference  system,  errors  in  differences  are  occasional 
only  and  can  be  limited  to  a  modest  fraction  of  a  cent,  and  further- 
more will  be  quickly  corrected,  clearly  the  system  has  great  advan- 
tages over  that  of  periodic  differences,  where  errors  may  easily 
amount  to  a  cent  or  more  in  abnormal  years,  and,  what  is  more  im- 
portant, remain  uncorrected  over  long  period?  of  time.    At  the 
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same  time  such  violent  changes  in  quotations  of  commercial  differ- 
ences as  occurred  in  New  Orleans  in  September,  1907,  are  inexcusable 
under  any  ordinary  market  conditions. 

Apparent  error  in  differences  in  New  Orleans  in  1908. — Again, 
during  the  present  year,  as  already  noted,  the  margin  between 
the  price  of  spot  middling  cotton  and  of  current  future  con- 
tracts in  the  New  Orleans  market  became  abnormally  wide.  During 
January,  1908,  the  margin  ranged  in  a  general  way  from  25  to  40 
points.  By  the  13th  of  February  it  had  increased  to  63  points,  and 
by  the  28th  of  February  to  79  points,  while  during  the  greater  part  of 
March  the  margin  was  unusually  wide,  at  times  exceeding  60  points. 
In  the  latter  part  of  April  it  exceeded  100  points  for  a  very  short  time. 
Indeed,  it  has  seldom  happened  that  the  margin  in  New  Orleans  has 
been  as  wide  as  at  this  time. 

The  principal  explanation  offered  for  this  unusual  disparity  be- 
tween the  two  prices  was  that  there  was  a  virtual  deadlock  in  the 
spot  cotton  market  for  the  prevailing  contract  grades.  As  a  result, 
it  was  argued,  operators  were  deterred  from  buying  future  con- 
tracts even  at  a  widening  margin,  because  they  feared  that  if  they 
took  up  any  considerable  quantity  of  cotton  on  such  contracts  and 
attempted  to  sell  it  in  the  spot  market  the  pressure  of  such  offerings 
would  break  the  spot  price.  Another  reason  advanced  was  that 
owing  to  hostile  legislation  in  various  Southern  States,  and  the  possi- 
bility of  further  legislation  of  this  sort,  distrust  of  the  future  con- 
tract had  been  created.  It  was  also  stated  that  the  New  Orleans 
money  market  was  rather  stringent  and  that  this  had  more  influence 
on  holders  of  future  contracts  than  on  holders  of  actual  cotton. 

A  representative  of  the  New  Orleans  Cotton  Exchange,  when 
asked  for  an  explanation  of  this  unusual  margin,  replied,  under 
date  of  March  21,  1908,  in  part  as  follows: 

The  "  recent  unusual  margin  between  spot  and  current  future 
price  "  is  due  to  the  unusual  conditions  that  prevail  in  the  mar- 
ket for  spots  and  to  the  unusual  and  restrictive  conditions  that 
prevail  in  the  market  for  contracts. 

1.  Vniisual  conditions  in  spot  market, — On  our  contract  may  be 
delivered  grades  running  irom  good  ordinary  (fair  color)  to 
fair,  and  if  stained  not  l^low  low  middling.  AH  grades  tender- 
able  on  our  contract  are  spinnable,  and  usually  there  is  a  market 
for  all  these  grades.  At  this  time,  however,  and  during  the 
recent  past,  due  partly  to  the  general  inactivity  of  business  and 
partly  and  principally  to  the  fact  that  in  stocks  for  sale  the 
grades  under  middling  are  largely  in  preponderance  over  the 
better  grades,  it  so  falls  out  that  there  is  practically  no  demand 
for  the  tenderable  grades  below  middling.  The  intending  buyer 
of  the  contract  is,  therefore,  discouraged,  not  because  he  may 
receive  cotton  in  itself  unspinnable,  but  because  he  may  receive 
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cotton  for  which  at  this  particular  time  there  is  no  mar- 
ket. He  does  not  want  to  buy  the  lower  grades  tit  any  reason- 
able price  because  at  present  there  is  no  one  to  wliom  he  can 
sell  such  grades*  This  condition  necessarily  depreciates  tlie 
vahie  of  the  contract,  not  because  of  any  vice  in  the  contract, 
but  because  exceptional  conditions  militate  against  its  value- 
It  is  not  possible  to  frame  a  contract  that  will  cover  all  excep- 
tions and  contingencies.  The  disparity  noted  is,  therefore,  ex- 
plained by  the  fact  that  exceptional  conditions  prevail  in  the 
spot  market,  which  exceptional  conditions  affect  ad  verily  the 
contract  which  perfectly  fits  normal  and  usual  conditions. 

2.  Unnmud  and  re  si  net  Ire  conditions  In  the  contrmt  market, — 
At  this  time  and  in  the  recent  past  the  demand  for  the  future 
contract  as  a  thing  of  barter  and  sale  has  been  by  unusual  and 
artificial  prohibition  and  by  apprehension  for  the  exit^tence 
of  the  contract  itself  so  impaired  that  the  value  of  the  contract 
has  declined  out  of  proportion  to  the  decline  in  the  value  of 
cotton  in  Inind  for  present  delivery  and  use,  against  which 
the  unusual  and  discriminating  restrictions  have  not  been  di- 
rected. Or,  to  express  it  difl'erently,  special  laws  restricting 
the  demand  for  future  contracts  and  proposed  legislation  threat- 
enin*r  the  life  of  the  contract  itself  have  contributed  toward 
depi-eciation  in  the  value  of  the  contract  greater  than  the  de- 
preciation in  the  value  of  cotton  in  hand,  for  the  following 
reasons: 

Enforccnlilc  specific  performance  of  the  terms  of  the  future 
contract  is  the  basic  function  of  the  future  contract  and  the  basis 
of  its  value,  but  actual  specific  performance  is  not  the  only  end  of 
the  contract  nor  the  only  source  of  its  value.  In  the  evolution  of 
the  modem  cotton  trade  the  future  contract,  because  of  enforce- 
able specific  performance,  but  not  because  specific  performance 
is  enforced,  has  attained  to  functions  more  important  and  of  even 
more  value  than  its  function  as  a  medium  of  the  actual  transfer 
of  property.  It  has  become  the  object  of  a  large  demand  from 
actual  cotton  traders  on  account  of  its  hedge  or  insurance  value. 
Any  conditions,  therefore,  either  natural  or  artificial,  that  de- 
crease the  demand  for  the  contract  as  an  insurance  device,  would 
necessarily  decrease  its  marketable  value,  just  as  any  natural  or 
artificial  restriction  of  the  demand  for  any  insurance  policy 
would  decrease  the  premium  value  of  such  policy.  The  future 
contract  has  in  the  evolution  of  the  cotton  trade  become  the 
object  of  a  large  demand  also  as  a  medium  of  investment  or 
legitimate  speculation.  In -normal  times  investors  and  specu- 
lators carry  by  means  of  their  capital  a  large  percentage  of  the 
unsold  supply.  In  the  present  instance  the  marketable  value  of 
the  future  contract  has  suffered  not  only  by  the  restriction  of 
the  demand  for  it  as  a  medium  for  the  transfer  of  actual  cot- 
ton, but  also  and  in  addition  by  the  restriction  of  th6  .demand 
for  it  as  a  medium  of  protection  and  investment  and  speculation. 
The  force  of  adverse  conditions  falls  much  more  heavily  upon 
the  contract  than  upon  actual  cotton,  hence  the  incrieasing  dis- 
parity in  value  between  the  two. 

If  the  conditions  outlined  in  the  second  proposition  did  not 
exist,  then  the  conditions  noted  in  the  first  proposition  would 
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not  have  their  present  effect,  or  only  to  a  greatly  modified  ex- 
tent. If  the  facilities  for  the  purchase  and  sale  of  future  con- 
tracts, or,  in  other  words,  the  demand  for  such  contracts  on 
account  of  all  or  any  of  their  advantages  and  functions,  were 
not  restricted,  they  would  be  rescued  from  the  assaults  of 
those  who  from  interested  motives  are  endeavoring  to  depreciate 
their  value  and  through  them  to  depreciate  the  value  of  spot 
cotton.  In  other  words,  if  the  conditions  of  the  contract  market 
were  normal  an  intending  buyer  for  investment  would  not  be 
discouraged,  but  rather  encouraged,  by  the  fact  that,  owing  to 
temporary  and  exceptional  conditions,  certain  spinnable  grades 
which  would  be  eventually  needed  and  used  could  be  bought  at 
a  bargain. 

The  conclusion  is  this:  The  present  unusual  and  restrictive 
conditions  have  driven  from  the  cotton  market  practically  all 
buyers  of  cotton  except  the  spinner.  The  spinner  and  producer 
are  thus  brought  into  active  contact,  with  the  result  that  the 
spinner  is  able  to  buy  at  his  own  will  and  pleasure,  holding  off 
when  he  has  a  temporary  sufficiency  and  forcing  sellers  to  sacri- 
fice in  order  to  secure  sales.  There  being  practically  no  buyers 
but  spinners,  the  producer  is  at  the  mercy  of  the  latter.  The 
value  of  spots  is  declining  because  the  demand  for  cotton  is  cur- 
tailed. The  value  of  the  future  contract  is  declining  to  a  greater 
extent  than  the  value  of  spots,  because  the  demand  for  the  future 
contract  has  been  largely  destroyed. 

While  seme  of  these  explanations  appear  to  have  force,  on  the 
whole  they  are  not  satisfactory.  As  repeatedly  emphasized,  a  basis 
middling  contract  under  proper  differences  calls  for  the  delivery  of 
middling  cotton  or  its  equivalent.  Consequently  such  a  contract  in 
the  spot  month  should  sell  very  close  to  the  price  of  middling  cotton. 
The  prolonged  continuation  of  any  marked  disparity  between  the 
spot  price  of  middling  and  the  price  of  future  contracts  maturing 
in  the  spot  month  is,  in  the  absence  of  extremely  exceptional  condi- 
tions, evidence  that  the  differences  are  wrong.  Of  course,  such  con- 
ditions as  tight  money,  above  referred  to,  might  have  a  tendency  to 
depress  the  future  market  without  having  a  corresponding  effect 
upon  the  holders  of  spot  cotton.  In  an  exceedingly  dull  market, 
also,  cotton  merchants  might  be  reluctant  to  buy  contracts,  even 
though  the  differences  indicated  a  profit.  However,  any  such  situa- 
tion should  not  continue  long. 

The  Bureau  has  not  yet  made  an  exhaustive  study  of  this  unusual 
situation  at  New  Orleans,  but  there  is  reason  to  believe  that  the  un- 
usual margin  between  the  spot  price  and  the  contract  price  in  New 
Orleans  at  this  period  was  due  in  part  at  least  to  inaccurate  differ- 
ences. Differences  for  low  grades  in  New  Orleans  were  narrower 
than  those  at  Houston  and  Galveston.  In  this  connection  the  follow- 
ing statement  by  a  cotton  merchant  of  New  Orleans  is  of  interest : 

The  differences  between  the  low  grades  and  middling  are  too 
narrow ;  in  other  words,  middling  is  hard  to;  bux  at  ^9'^ay's 
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[April  15,  IDOS]  quotation  (lO^^  cents),  but  the  grades  beloir 
middling  can  iw  Ixiught  considenibly  below  quotations,  and  the 
loAver  g^rades  (tinged  and  stained  cotton)  are  also  selling  below 
quotations* 

DlFFIClTI^TY  IN  ESTABLISHING  ABSOLUTELY  ACCURATE  QUOTATIONS,^ — It 

is  worth  pointing  out  in  this  connect  ion  that  the  practice  in  quot- 
ing cotton  in  nearly  all  markets  is  to  quote  one  specific  price  for 
each  grade,  instead  of  ^riving  a  number  of  different  selling  prices  or 
even  the  range  of  hid  and  asked  prices.  Furthermore,  th(^  practice 
is  to  quote  the  price  at  n  stated  hour  of  the  day,  and  undoubtedly 
this  price  is  intended  to  reflect  the  actual  condition  of  the  market  at 

te  nwment,  rather  than  to  give  nn  average  of  the  day's  business, 
i  his  fact  undoubtedly  explains  mnch  of  the  difficulty  arising  over 
the  quotation  of  cotton,  although  it  would  not  account  for  such 
marked  divergence  in  views  as  occurred  in  the  New  Orleans  instance 
jf  September,  11)07.  During  the  active  part  of  the  season*  for  in- 
stance, a  hundred  sales  of  so-called  low  middling  cotton  may  be  made 
in  a  single  day,  the  variation  in  prices  covering  a  range  of,  say,  one- 
eighth  to  one- fourth  of  a  cent.  The  ipiotation  committee,  meeting  at  2 
oVlock,  would  attempt  to  s^trike  a  figure  fairly  representative  of  the 
latest  sales.  Obviously,  if  this  figure  is  one -eighth  of  a  cent  or  more 
above  or  below  prices  made  earlier  in  tlic  dsiy.  it  is  likely  tf*  be  iui- 
mediately  condemned  by  those  who  know  that  they  sold  that  particu- 
lar grade  at  such  different  prices,  although  the  committee  was  really 
performing  its  duty  faithfully  and  accurately. 

A  further  very  important  source  of  difficulty  arises  from  the  fact, 
so  frequently  referred  to,  that  the  classification  of  cotton  can  not  be 
performed  with  exactness.  What  one  merchant  may  regard  as  low 
middling  cotton  may  be  classed  by  another  as  strict  low  middling. 
Such  merchants  will,  of  course,  criticise  quotations  largely  in  accord- 
ance with  their  respective  ideas  as  to  grade.  Still  again,  there  may 
be  some  slight  variations  in  the  terms  of  sale  within  the  limits  of 
the  rules,  which  in  New  Orleans  provide  that  quotations  shall  be 
based  on  sales  of  cotton  on  spot  terms,  delivery  to  be  made  within  a 
period  of  seven  working  days. 

For  all  of  these  reasons  it  is  apparent  that  a  single  quotation  for 
a  given  grade  of  cotton  which,  under  trade  practices,  really  includes 
a  number  of  what  may  be  called  subgrades  can  not,  by  the  very 
nature  of  things,  give  universal  satisfaction. 

Section  4.  Alleged  improper  differences  in  the  Liverpool  market. 

Complaints  of  manipulation  and  misquotation  of  differences,  such 
as  those  just  described,  are  made  with  even  greater  frequency  against 
the  Liverpool  market,  which  also  employs  the  commercial-difference 
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system.  It  is  alleged  that  contract  differences  in  that  market,  which 
are  largely  determined  by  arbitrators,  often  show  violent  changes 
within  a  very  brief  period  of  time.  A  member  of  the  New  York 
Cotton  Exchange  who  condenmed  the  Liverpool  system  said  in  this 
connection : 

Two  or  three  days,  or  four  or  five  days,  may  make  the  most 
enormous  difference  in  the  estimated  value  of  cotton.  I  will 
give  you  an  illustration  from  my  own  experience:  In  January, 
1902,  I  was  one  of  a  group  of  people  who  took  up  about  90,000 
bales  of  cotton  on  contract  in  Liverpool.  The  cotton  was  bought 
by  us  because  we  had  certain  spot  sales  to  fill,  and  we  thought 
we  could  get  the  cotton  we  needed  advantageously  in  that  way, 
and  then  redeliver  the  cotton  that  we  did  not  need.  I  remem- 
ber one  lot  of  8,000  bales  of  cotton,  of  approximately  the  same 
character,  which  was  delivered  to  us — it  was  staple  cotton  from 
the  Mississippi  Valley,  and  my  recollection  is  that  the  arbitra- 
tors' estimate,  when  we  received  the  cotton,  was  140  Liverpool 
points  on.  Five  days  later  we  redelivered  that  cotton,  because 
it  was  not  cotton  that  we  wanted  for  our  purposes,  and  the  arbi- 
tration on  that  occasion  was  68  points  on.  We  lost  over  $7  per 
bale  in  five  days.  Now,  that  is  the  kind  of  thing  that  happens 
in  Liverpool  all  the  time.  That  is  only  one  of  a  hundred  cases 
that  have  either  occurred  in  my  experience  or  have  come  to  my 
knowledge. 

The  Bureau  has  no  means  of  determining  the  merits  of  this  particu- 
lar case.  It  is  altogether  probable  that  unwarranted  changes  in  dif- 
ferences have  at  times  been  made  in  Liverpool.  On  the  other  hand, 
it  seems  more  probable  that  deliberate  manipulation  or  misapplication 
of  differences  in  a  broad  spot  market  like  that  at  Liverpool  can,  by 
the  very  nature  of  things,  be  only  an  occasional  feature  of  arbitra- 
tions. It  is  worth  noting  that  the  cotton  in  question  was  "  staple  " 
cotton — that  is,  cotton  of  extra  staple  length — on  which  ideas  of  value 
often  differ  very  widely.  In  fact,  in  some  southern  markets  in  the 
United  States  where  staple  cotton  is  received  in  large  quantities  no 
effort  is  made  to  publish  quotations,  owing  to  divergence  of  opinions 
as  to  the  length  of  such  extra  staple  cotton  or  its  value.  It  is  owing 
to  the  difficulty  in  accurately  determining  the  value  of  extra  staple 
cotton  that  the  New  York  and  New  Orleans  cotton  exchanges  limit 
the  extra  allowance  for  staple  cotton  if  delivered  on  contracts  to  one- 
fourth  cent  ptr  pound.  This,  as  already  explained,  has  the  practical 
effect  of  preventing  th6  delivery  of  cotton  of  exceptional  staple  length 
upon  contract. 

A  peculiar  feature  of  the  Liverpool  market  during  a  considerable 
part  of  the  season  of  1906-7,  and  one  that  is  charged  by  some  members 
of  the  New  York  Cotton  Exchange  directly  against  the  commercial- 
difference  system,  was  the  existence  of  a  substantial  premium  in  con- 
tract prices  for  the  spot  month  over  more  distant  deliveries.    It  has 
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been  explained  that  under  normal  conditions  in  a  given  season  the 
contract  price  for  a  distant  month  should  rule  somewhat  higher  than 
the  fon tract  price  for  the  current  month  or  months  immediately  suc- 
ceeding (or  '^  netir  positions,"  as  they  are  called),  owing  to  the  fact 
that  the  seller  of  a  contract  maturing  at  a  distant  date  must  take 
account  of  warehousing  and  other  canying  exi>enses.'*  In  the  season 
of  11*0(>"T  the  contract  price  for  the  current  or  for  near  {x)sitions  in 
the  LiverfX)ol  market  frequently  was  decidedly  higher  than  the  price 
fur  more  distant  deliveries.  Thus,  on  May  3,  If^OT,  the  Ma3^'Jnne 
deliveries  in  Liverpool  Mere  qiiute{l  at  <jJ2|d.,  whereas  July- August 
deliverie:^  were  quoted  at  only  5.i)8|d. 

8ucli  premiums  in  the  near  positions  in  the  Liverpool  market  were 
cited  by  iiuiuy  advocates  of  tlie  periodic-difference  system  as  convin- 
cing evidence  of  manipulation  of  differences  and  as  condemning  the 
coiumercial 'difference  system  as  used  in  the  Liverpool  market. 

In  this  connect  ion  the  following  extract  from  a  statement  by 
K,  H,  Hooper*  an  importer  in  the  Liverpool  itiarket  {and  also  a  mem- 
ber of  the  New  York  Cotton  Exchange),  to  the  Manchester  Guardian 
may  be  cited : 

Those  who  notice  that  our  stock  of  American  cotton  is  nearly 

LOOO.OOO  bales  wonder  why  near  ^' futures  ^'  at^  selling  at  200 
points  over  New  York  and  25  points  over  "  new  crops  ft,  e. 
positions  maturing  in  the  next  crop  year  J."  It  is  because  we 
have  a  contract  w^hich  is  a  boon  to  manipulators,  but  which  has 
become  a  hedge  for  neither  spinner  nor  merchants.     *     *     * 

When  the  manipulating  straddlers  ^  have  an  enormous  line 
of  futures  purchased  in  Liverpool  it  pays  them  well  to  offer 
cotton  (which  has  been  tendered),  especially  to  arbitrators  and 
members  of  the  quotation  committee,  at  a  very  cheap  basis,  as 
by  so  doing  they  induce  the  former  to  undervalue  the  next  cotton 
tendered  and  the  latter  to  reduce  quotations  for  the  grades  be- 
ing tendered ;  each  succeeding  tender  then  becomes  worse  for  the 
seller,  and  the  near  positions  and  futures  generally  are  forced 
much  higher  than  supply  and  demand  warrant.  Under  the 
present  system  it  is  quite  conceivable  that  a  little  judicious  bid- 
ding for  actual  cotton  may  make  a  vast  quantity  deliver  at  25 
points  more  or  a  little  judicious  offering  make  it  tender  at  25 
points  less  than  it  w^ould  if  the  market  was  normal.  A  fixed- 
difference  contract  w^ould  be  fair  for  all — ^better  for  the  legitimate 
trader,  both  buyer  and  seller.  Many  think  that  the  New  York 
market  is  injured  by  having  fixed  differences.  It  could  not  exist 
without  them. 

The  argument  in  this  statement  is  that  operators  who  have  pur- 
chased future  contracts  on  which  they  expect  to  receive  low-grade 

«Of  course,  deliveries  maturing  in  a  succeeding  season,  when  foreseen  con- 
ditions of  supply  and  demand  may  be  radically  diflferent  from  those  for  the 
current  seasgn,  may  proi)erly  sell  under  the  current  future  prices. 

^That  is,  operators  who  are  long  of  one  delivery  month  and  short  of  another. 
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cotton  can  so  manipulate  the  spot  market  as  to  lead  arbitrators  into 
establishing  such  extremely  wide  differences  off  for  these  low  grades 
that  it  would  be  ruinous  for  the  seller  of  the  contract  to  deliver  them, 
and  that,  consequently,  the  seller  of  a  contract  which  is  about  to  ma- 
ture, rather  than  deliver  his  low-grade  cotton  at  these  great  differ- 
ences off,  goes  into  the  market  and  buys  in  another  contract  to  offset 
the  one  which  he  had  previously  sold.  The  effect  of  such  competition  • 
for  contracts  maturing  in  the  spot  month  obviously  would  be  to  send 
the  price  of  such  contracts  up,  and  possibly  to  a  premium  such  as 
actually  prevailed  in  the  Liverpool  market  during  a  considerable 
part  of  the  season  of  1906-7.  At  the  same  time,  such  a  merchant  who 
bought  in  his  contract  would  sell  a  more  distant  contract  as  a  hedge 
against  the  cotton  which,  of  course,  he  would  still  have  on  hand.  The 
argument  that  the  premium  for  near  positions  in  the  Liverpool  mar- 
ket in  the  season  of  1906-7  was  due  to  this  sort  of  manipulation  is 
more  clearly  brought  out  in  the  following  statement  by  a  member  of 
the  New  York  Cotton  Exchange : 

A  group  of  people  saw  that  Liverpool  was  getting  a  very 
large  amount  or  low-grade  cotton.  They  foresaw  that  it  would 
be  an  easy  thing  to  depress  the  market  value  of  that  low-grade 
cotton,  because,  for  the  time  being,  spinners  wanted  high-grade 
cotton;  they  knew  the  basis  on  which  the  Liverpool  mercnants 
had  been  importing  this  low-grade  cotton ;  they  also  knew  that 
numbers  of  these  Liverpool  merchants  had  been,  as  we  say, 
"stuck"  with  quantities  or  low-grade  cotton  shipped  over  to  them 
by  irresponsible  shippers  in  the  South  when  those  southern  ship- 
•  pers  had  really  sold  high-grade  cotton,  but  the  southern  shippers 
not  being  able  to  get  tne  liigh-grade  cotton  except  at  a  terrible 
loss  simplv  picked  up  what  they  could  and  shipped  it  over  and 
drew  agamst  it.  There  were,  therefore,  in  Liverpool  a  large 
number  of  merchants  loaded  up  with  this  low-grade  cottour— 
with  hedges  sold  against  it — ^which  they  could  not  sell  to  spin- 
ners because  the  spinners  did  not  want  it,  and  which  had  cost 
them  a  high  basis.  This  group  of  people  accordingly  proceeded 
to  purchase  in  large  quantities  the  near  position  in  Liverpool; 
they  began  by  buying  January -F ebruary ;  then  they  extended 
their  operations  to  March- April ;  after  that  to  May-June,  and 
after  that  to  July- August.  They  kept  buying  the  near  position 
in  Liverpool  and  selling  the  distant  position,  getting  into  an 
arbitrage  position  in  that  way.  At  the  same  time  they  were  do- 
ing this  they  went  through  the  market  all  the  time,  offering  the 
low  grades  of  cotton  down,  down,  down.  Their  brokers  were 
going  around  the  market  all  the  .time,  going  to  this  spinner's 
buyer  and  that  spinner's  buver  and  saying,  "I  have  got  a  lot  of 
good  ordinary  cotton — goo^  cotton — Texas  cotton,  and  I  will 
sell  it  to  you  for  60  off.''  The  spinner's  broker  would  say,  "My 
spinners  do  not  want  that."  The  next  day  they  would  come 
around  and  offer  it  at  65,  and  the  next  day  at  70  off.  They 
were  sending  other  brokers  around  offering  low  grades  down  in 
the  same  way,  and  they  offered  those  grades  down,  down,  down^ 

43225— H.  Doc.  949,  60-1 22 
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uDtil  they  got  good  ordinary  down  until  it  was  110  off  LiTerpool 
middling.  Now,  any  man  who  had  got  any  of  this  cot  tern  on 
hand,  if  he  delivered  it  against  contracts,  had  to  take  that  iiiin- 
oufi  price  for  it.  He  had  bought  it^  we  will  say,  at  the  normal 
difference  of  SO  points  off;  when  he  delivered  it  on  contracts  he 
only  got  110  off*  It  made  it  simply  ruinous  for  every  holder  of 
low-grade  cotton  in  Liverpool  to  tleliver  any  on  contracts,  and 
consequently  those  gentlemen  who  had  got  long  on  the  near  posi- 
tion smiply  procet*aed  to  put  the  near  position  up  in  the  air  and 
make  all  these  fellows  who  had  hold  of  the  spot  cotton,  and  had 
sold  hedges?  against  it,  buy  January  ^February  and  sell  March - 
April,  and  when  March- April  came  around  the  poor  spot  mnn 
had  to  go  and  buy  March- Aprils  and  sell  May- Junes;  »  *  • 
I  do  not  hesitate  to  say  that  that  operation  has  cost  the  spot  mer- 
chants of  Liverpool  this  year  a  million  pounds  sterling,  and  it  is 
all  due  to  the  character  of  their  contract.  I  think  a  contract 
which  makes  it  possible  for  such  a  thing  to  happen  is  absolutely 
and  utterly  uncommercial  and  unsound:  and  when  people  over 
hei^  tell  us  we  should  have  a  contract  like  the  Liverpof>l  contract, 
and  I  remember  what  has  happened  to  me  in  that  market,  and  t 
see  the  loss  and  suffering  and  the  anxiety  whicli  the  Liverpool 
merchants  have  had  ever  since  January  of  this  yenr,  I  simply  can 
not  understand  w^hy  any  living  man  should  want  a  contract  of 
that  kind  in  this  country: 

The  Bureau  made  no  extensive  study  of  conditions  in  Liver|K>oh 
It  would  seem,  however,  that  if,  at  the  tmie  in  question,  the  different^es 
off  for  low  grades  were  very  excessive,  these  grades  should  have  been 
snapped  up  by  buyers.  That  extremely  wide  differences  off  could 
occur  repeatedly  would  be  an  indication  that  the  cotton  was  very  low 
in  grade  rather  than  that  the  differences  were  improper.  Further- 
more, since  there  was  almost  no  high-grade  cotton  tendered  on  con- 
tract in  1906-7,  excessive  differences  off  for  low  grades  would  log- 
ically have  resulted  in  an  unusually  small  discount  in  the  Liverpool 
contract  price  as  compared  with  the  spot  price  of  middling.  The 
fact  is  that  the  discount  was  abnormally  large,**  and  this  certainly 
goes  to  discredit  assertions  that  arbitrators  in  Liverpool  were  in- 
fluenced to  make  differences  off  for  low  grades  unduly  wide. 

The  real  situation  seems  to  be  that  shippers  to  the  Liverpool 
market  in  the  season  of  1906-7  sent  considerable  cotton  of  unusually 
low  grade,  and  were  so  unaccustomed  to  the  extremely  wide  differ- 
ences off  for  low  grades  which  arbitrators  in  that  market  allowed  in 
that  season  that  they  were  unwilling  to  deliver  the  cotton  against 
contracts  previously  sold,  but  instead  bought  in  the  contracts,  possi- 
bly hoping  to  sell  their  cotton  later  in  the  spot  market  at  narrower 
differences  off  middling.  It  is,  of  course,  possible  that  differences 
were  deliberately  manipulated,  or  misapplied  by  arbitrators,  in  Liver- 
pool at  this  time,  as  charged  in  the  above  statements;  but,  as  brought 

<»  See  page  135. 
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out  in  the  discussion  of  similar  complaints  in  connection  with  the 
New  Orleans  market,  it  is  clear  from  the  logic  of  the  situation  that 
any  such  abuses  should  not  long  continue,  since,  if  low-grade  cotton 
could  have  been  sold  in  the  spot  market  at  materially  narrower  dif- 
ferences off,  there  would  have  been  a  great  profit  in  buying  future 
contracts,  accepting  the  delivery  of  the  cotton  at  the  wide  differences 
allowed  by  arbitrators,  and  reselling  it  in  the  spot  market.  Under 
these  conditions,  competition  for  contracts  should  have  resulted  in 
narrowing  the  margin  between  the  spot  and  the  contract  price.  The 
Liverpool  practice  with  regard  to  staple  cotton  (see  p.  136),  however, 
introduces  a  complicating  factor. 

Section  5.  Occasional  carelessness  of  spot-quotation  committees. 

Aside  from  occasional  instances  of  alleged  manipulation  of  differ- 
ences by  operators  or  of  deliberate  abuse  by  quotation  committees 
and  arbitrators,  there  has  been  a  great  deal  of  general  dissatisfaction 
over  differences  in  the  New  Orleans  market  on  the  ground  that  quota- 
tion committees  at  times  become  careless  and  do  not  quote  the  market 
in  strict  accordance  with  the  rules  of  the  exchange.  Quotation  com- 
mittees in  the  New  Orleans  market  have  from  time  to  time  been 
subjected  to  severe  criticism  on  this  ground.  In  1901  a  committee 
resigned  because  of  adverse  criticism.  This,  however,  was  not  gen- 
eral among  the  members  of  the  exchange,  but  was  the  complaint  of 
an  individual  member  who  subsequently  made  apology  for  his  action. 
In  April,  1905,  the  chairman  of  the  spot  quotation  committee  wrote 
a  letter  to  the  board  of  directors  of  the  New  Orleans  Exchange,  ask- 
ing to  be  excused  from  serving  longer  in  that  position,  om^ing,  as  he 
stated,  "  to  the  many  reflections  that  are  thrown  on  the  committee, 
which  do  not  fall  short  of  insult." 

Again,  in  November,  1905,  an  entire  committee  submitted  a  formal 
report  to  the  members  of  the  board  of  directors  of  the  exchangp,  as 
follows : 

New  Orleans,  November  20^  1905, 
To  the  President  and  Board  of  Directors, 

New  Orleans  Cotton  Exchange. 
Gentlemen:  The  committee  on  classification  and  quotations 
beg  to  report  that  the  criticisms  in  relation  to  quoting  the  spot 
market  have  recently  become  so  disagreeable  as  to  be  unbearable. 
Your  committee  have  quoted  the  spot  market  as  they  found  it 
for  actual  cotton  exposed  by  sample  on  factors'  tables.  For 
several  days  past  there  have  been  constant  complaints  and  criti- 
cisms, claiming  that  cotton  has  sold  from  about  three-eighths 
and  more  below  the  quotations.  Investigation  has  shown  that 
such  sales  have  consisted  of  what  is  called  ''  hedge  "  cotton — 
cotton  sold  against  future  transactions — combined  trades  in  spots 
and  futures  enabling  the  seller  through  such  combination  to 
offer  his  spot  cotton  at  a  price  below  the  actual  market.    This 
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condition  has  become  so  acute  within  the  past  few  days  that  your 
commit  te<^  tind,  unle.s.s  there  is  ^oiiie  sohition  thru  ugh  a  ruling  of 
your  l>oard,  they  can  not  serve  kmger. 

Your  Ltmimittee  have  given  wliat  they  conscientiously  con- 
sidered the  actual  uuirket  for  spot  cotton  in  Xew  Orleans  as 
he  hi  by  factors  and  otiier  sellers  in  the  usual  re^ilar  course  of 
ti'ade,  UTespective  of  **  hed^e  "  cotton.  While  it  is  true  that 
sales  of  the  latter  do  and  doubtless  will  often  occur  at  prices 
materially  differinfr  from  the  actual  spot  market,  these  transac- 
tions are  exceptional  and  can  not  Ije  considered  as  the  rule.  The 
criticisms  against  the  committee's  quotations  have  all  become 
such  that  they  have  actually  amounted  to  personalities  as  against 
the  members  of  the  c<jmniittt*e  collect ivelv  and  individually. 

Your  committee  ask  that  the  board  oi  directors,  at  as  early 
an  hour  to-day  as  pot^sible.  give  them  a  positive  ruling  as  to 
whether  the  spot  quotations  of  this  market  shall  lie  based  upon 
sales  of  cotton  from  factors'  tallies  only  or  uixm  **  hedge  ■•  cotton, 

We  ask  that  instnictions  h^  given  us  prior  to  the  regular  hour 
for  calling  at  it  o'clock  p.  m.  to-day. 
Respect  fully  J 

JlLES   M  A  ZEE  AT- 

O,  L.  Lemaire. 
C.  A.  FiL\xcis- 

O*   CoBKlLLE. 

W*  B.  Thompson. 

Still  again,  in  June,  1907,  considerable  dissatisfaction  was  ex- 
pressed over  the  prices  then  being  quoted.  It  was  alleged  by  some 
large  operators  in  futures  that  the  quotation  committee,  instead  of 
quoting  strictly  in  accordance  with  the  rule  which  provided  that  its 
quotations  should  be  based  upon  actual  transactions  in  average  lots 
of  cotton  ?unning  not  more  than  one-half  grade  from  the  full  grade 
quoted,  was  basing  its  quotations  on  average  lists  which  included  a 
much  wider  range  of  grades.  Furthermore,  it  was  alleged  that  the 
committee,  instead  of  quoting  on  the  basis  of  the  official  or  standard 
types  for  the  respective  grades,  was  in  realitj^  basing  its  quotations 
on  cotton  of  rather  lower  grade  than  these  official  types.  Bids  for 
middling  cotton  were  made  around  the  future  ring  at  Xew  Orleans 
at  this  time  at  a  substantial  fraction  of  a  cent  above  the  official  price 
as  reported  by  the  committee  on  spot  quotations.  This  was  argued 
as  showing  that  the  committee  was  not  faithfully  reporting  the 
market.  Members  of  the  quotation  committee,  in  reply  to  these 
criticisms,  contended  that  these  bids,  made  around  the  ring,  were 
entirely  of  a  manipulative  character,  intended  to  influence  the  future 
market,  and  that  the  verA'  fact  that  they  were  made  in  this  manner, 
instead  of  being  made  over  the  tables  of  factors  and  other  sellers, 
was  evidence  of  their  insincerity.  Some  members  of  the  committee 
admitted  that  it  was  probably  true  that  their  quotations  were  for 
cotton  which  was  not  exactlv  identical  with  the  official  standards  of 
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the  exchange.  It  was  urged  that  in  a  low-grade  crop,  damaged  as 
the  1906-7  crop  was,  middling  cotton  would  not  have  the  whiteness 
or  "  bloom  "  of  the  official  standard.  Again,  it  was  conceded  that  as 
the  season  advances  in  any  year  there  is  a  more  or  less  unconscious 
tendency  to  get  slightly  away  from  the  official  standard.  However, 
it  was  asserted  that  this  was  a  common  occurrence  in  practically  all 
markets,  and  one  that  was  universally  recognized. 

The  complaint  of  nonobservance  of  the  rule  that  quotations  must 
be  based  on  actual  sales  in  average  lists  running  not  more  than  a  half 
grade  above  or  below  the  basis  grade,  was  thus  discussed  by  a  cotton 
merchant  in  New  Orleans: 

According  to  our  rules  [according  to  the  rules  of  the  New  Or- 
leans Cotton  Exchange],  each  day's  quotations  are  based  on 
actual  sales  of  spot  cotton — based  on  cotton  running  a  half  grade 
up  and  a  half  grade  down.  Whenever  the  quotations  are  not 
made  purely  in  this  manner — that  is,  based  on  these  rules — the 
member  or  members  on  the  spot  committee  are  violating  the  rules 
of  the  exchange." 

Q.  As  a  matter  of  fact,  do  you  know  whether  any  factors  or 
buyers  in  reporting  sales  to  this  committee,  instead  of  reporting 
prices  based  on  average  lists  running  only  a  half  grade  either 
way,  report  prices  based  on  a  much  wider  range  of  grades  ? — A. 
Yes,  no  doubt;  and  for  that  very  reason  a  great  many  wrong 
quotations  are  posted.  For  instance,  a  factor  may  have  a  list  of 
cotton  that  runs  from  good  ordinary  to  strict  middling.  He  will 
average  it  up  and  say  that  he  has  gotten  the  quotation,  whereas 
the  middling  and  strict  middling  might  have  brought  a  big  pre- 
mium over  quotations  and  the  grades  below  middling  consider- 
ably less  than  quotations,  but  by  making  an  average  he  has  ob- 
tained quotations. 

Q.  Under  such  a  condition  would  that  average  be  in  accord- 
ance with  the  rule  you  have  cited  ? — A.  Xo,  it  would  not.  And 
I  state  again  that  any  member  or  members  of  the  quotation  com- 
mittee quoting  cotton  in  this  manner  violate  the  rules  of  the 
New  Orleans  Cotton  Exchange.  In  other  words,  I  will  state 
most  emphatically  that  if  the  rules  are  strictly  adhered  to,  and 
our  quotations  based  purely  on  sales  made  daily,  I  unhesitatingly 
say  that  it  is  the  best  system  in  the  world.  I  am  not  sure,  in 
order  to  do  away  with  self-interest,  that  it  would  not  be  better 
to  have  a  paid  committee  and  have  them  swear  every  day  to  the 
quotations  that  they  make,  and  then  show  the  actual  sales  on 
which  they  have  based  these  quotations,  and  then  have  no  man 
on  the  spot  quotation  committee  that  has  any  interest  directly  or 
indirectly  in  the  market. 

A  former  president  of  the  New  Orleans  Cotton  Exchange  said : 

Spot  quotations  should  be  based  on  the  sales  of  the  day,  and 
any  departure  from  this  is  an  abuse.  Notwithstanding  this  is 
true,  every  grade  must  be  quoted  whether  it  is  sold  or  not,  because 
there  must  be  a  basis  upon  which  to  make  contract  deliveries. 

<»  For  a  recent  change  in  the  rule  see  page  80. 
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The  S|5ot  committee  shoiilJ  he  discreet  nnd  they  sliould  learn  the 
market  bv  going  over  it  from  day  to  day- 

The  spot  ouotations  prom  ill  gated  by  this  exchange  upon  an 
average  for  the  past  two  or  three  years  have  Ijeeii  fairly  correct, 
though  it  must  W  a^hnitted  that  sometimes  mistakes  ai^  made. 
Slemliei's  of  the  committee  may  be  influenced  and  they  are  influ- 
enced. They  are  approaclied  by  certain  interests  in  this  mar- 
ket* They  are  not  influenced  by  monetary  considerations,  hut 
if  ;i  large  factor  or  a  large  buyer  has  the  confidence  of  a  member 
of  tlie  committee  a  statemetu  from  such  a  factor  or  such  a  buyer 
will  necessarily  influence  that  member  of  the  conmiittee-  Buyers 
and  factors  almost  invariably  tli^^gree.  The  buyer  desires  to 
get  cotton  cheap;  the  factor  desires  a  liigh  prk*e,  and  the  average 
contention  of  these  two  classes  is  usually  fairly  repi'esentative  of 
the  actual  market. 

A  cotton  merchant  of  New  Orleans  who  had  frequently  served  on 
spot  f)  not  at  ion  and  arbitration  c<immittees  said,  when  asked  to  define 
the  \m^h  on  which  i^pot  prices  wei^e  quoted  in  the  Xew  Orleans 
market ; 

In  the  first  place,  the  quotation  committee,  when  there  is  no 
cotton  sold  Oil  the  half  grades  up  or  down  [meaning  average  lists 
varying  not  more  than  a  half  grade  either  way]>  can  not  quote  a 
Imlf  grade  up  or  doini  when  all  the  lists  of  cotton  that  are  being 
sohl^ — and    it    has  l)e^n   that    way    for   the   past    three   or    four 

quote  on  half  grades.  Now,  we  can  get  the  value  of  middling 
by  the  actual  bids  for  even-running  middling  and  the  actual 
pVice  that  would  be  paid  for  the  lower  grades,  and  that  is  how  we 
get  at  the  differences  in  values  between  the  lower  grades — be- 
tween low  middling  and  middling,  which  now  varies  about  a  cent 
and  a  half.  A  man  could  buy  low  middling  at  a  certain  price, 
but  he  could  not  buy  middling  at  less  than  li  or  IJ  cents  mor^; 
and  that  is  the  only  way  we  can  get  at  the  value  of  midding  and 
the  higher  grades.  It  is  a  practical  impossibility  to  quote  a  half 
grade  up  or  down  when  cotton  has  not  been  sold  that  way. 
*  *  *  You  have  complaints  every  year.  They  are  never 
exempt  from  that.  One  man  thinks  a  quotation  is  wrong  one  way 
and  another  man  thinks  it  is  wrong  the  other  way.  One  man 
may  think  it  is  too  higli  and  another  man  may  think  it  is  too 
low.  You  can  not  regidate  that:  you  can  not  please  every- 
boily.  *  *  *  The  quotations  have  been  as  nearly  right  as  it 
was  jxKssible  to  get  them.  I  will  explain  to  you  that,  while  the 
low  grades  were  selling  at  below  quotations,  that  was  partly  due 
to  the  character  of  the  low  grades — the  style,  A  great  deal  of 
storm  cotton  and  what  the  Actors  call  their  type  of  good  ordi- 
nary, or.  say.  strict  gixxl  ordinary,  was  sold  below  what  the  cotton 
was  quoted  at  on  the  lx>ar\l. 

A  memWr  of  the  spi>t  quotation  committee  serving  at  the  time  that 

this  discussion  anx^^e  (June,  ltX>7>,  who  was  asked  whether  in  estab- 

lisliing  quotations  for  different  grades  he  insisted  that  there  should 

be  actual  transactions  in  each  grade  before  making  a  change  in  price, 

replied: 
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There  are  not  always  transactions  in  every  grade  every  day; 
but  in  an  active  part  of  the  season  the  sales  are  usually  large, 
and  I  suppose  there  are  very  few  if  any  grades  left  out.  We  de- 
pend entirely  upon  the  quality  of  cotton  that  is  coming  into  the 
market  and  selling  off  factors'  tables  as  running.  It  majr  not 
vary  a  great  deal  m  quality.  This  year  it  has  possibly  varied  a 
great  dpal  more  in  quality  than  in  a  good  many  other  seasons; 
but  the  quotations  for  spot  cotton  are  oased  upon  actual  sales — 
cotton  rimning  not  more  than  one-half  grade  up  or  down — and 
even  though  mere  were  no  particular  transactions  in  a  specific 

?uality  of  cotton  that  day  the  ^ade  would  be  changed  to  con- 
orm  to  the  advance  or  decline  m  the  other  grades,  because  the 
differences  between  respective  grades  are  regulated  by  the  expert 
opinion  of  the  quotation  committee.  For  instance,  if  the  differ- 
ence between  low  middling  and  middling  was  IJ  cents,  and  they 
perhaps  found  out  that  there  had  been  no  trades  in  low  middling 
(a  half  grade  up  and  down),  but  that  there  had  been  a  trade 
or  two  in  middling  (a  half  grade  up  and  down),  they  would  still 
be  in  a  position  to  quote  both  grades,  because  the  quotation  com- 
mittee regulates  its  quotations  for  all  the  ^ades  regardless  of 
whether  or  not  there  have  been  any  transactions  in  any  particu- 
lar grade.  If  the  result  of  the  operations  in  the  spot  market — 
say,  heavy  buying  at  an  advance  over  the  previous  day's  quota- 
tions— justifies  putting  the  market  up,  why,  they  put  it  up  on  all 
grades.  Sometimes  they  are  justified  in  putting  up  middling  and 
above  and  leaving  the  other  grades  unchanged,  because  buyers 
have  not  been  willing  to  pay  an  advance  for  the  low  grades  on 
that  day.  In  fact,  the  low  grades  may  have  sold  at  the  same 
prices  as  they  did  the  day  before,  while  the  better  grades  were 
selling  at  an  advance.  Then,  too,  they  might  put  up  the  lower 
grades  and  leave  the  better  grades  unchanged.  *  *  *  Our 
differences  are  determined  by  the  supply  and  demand  for  that 
particular  quality,  and  where  there  are  no  transactions  it  will  be 
changed  daily  in  the  judgment  of  the  committee.  Our  differ- 
ences are  revised  the  first  Friday  in  every  month  by  the  joint 
committee  on  arbitration  and  classification  and  the  spot  quota- 
tion committee.** 

Investigation  in  the  New  Orleans  market  indicated  that  factors 
reporting  the  results  of  their  business  to  the  quotation  committee 
were  not  always  careful  to  quote  only  such  average  lists  as  contained 
only  a  half  grade  either  way  from  the  full  grade  quoted,  but  that 
they  frequently  gave  prices  for  average  lists  containing  a  much  wider 
range.  However,  it  was  contended  that  members  of  the  spot  quota- 
tion committee,  being  themselves  as  a  rule  actively  engaged  in  the 
spot  cotton  business,  were  able  to  arrive  at  accurate  quotations  for 
specific  grades.  It  would  appear,  nevertheless,  that  the  rule  of  the 
New  Orleans  Cotton  Exchange  on  this  point  had  not  been  strictly 
observed.  As  shown  on  page  81  this  provision  has  been  abandoned 
by  the  New  Orleans  Cotton  Exchange.     It  would  also  appear,  from 

<»  See  uote,  page  84. 
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the  fscts  presented,  tliat  quotation  comiiiittee>i  in  the  New  Orleans 
Cotton  Exchange  have,  at  times,  when  the  market  was  exceedingly 
dull,  hased  their  quotations  upon  t  ran  suet  ions  occurring  some  time 
previous  to  the  day  the  quotation  was  published.  As  ah'eady  |x>inted 
qut,  any  such  practice  clearly  is  extremely  likely  to  result  in  inac- 
curate quotations.  The  use  of  a  quotation  several  weeks  old  is  so 
obviously  improper  as  hardly  to  call  for  discussion. 

Complaints  against  the  spot  quotations  of  the  Xbw  Orleans  Cotton 
change  are  moi-e  or  less  i^  present  at  ive  of  those  brought  against 
luost  of  the  leading  southern  cotton  exchanges,  although  since  no 
other  southern  market  conducts  a  future  business  the  evil^  residt- 
ing  from  such  errors  have  been  more  restricted.  As  shown  in  Chap- 
ter II  the  Xew  Orleans  method  of  establishing  spot  quotations  is 
substantially  followed  in  nearly  all  the  leading  southern  spot  markets. 
In  several  southern  markets,  however,  the  great  importance  of  ex- 
treme cure  and  accuracy  in  the  establishment  of  spot  quotation.s  is 
not  sufficiently  recognized,  and  as  a  i-esult  there  can  be  no  question 
that  quotations  are  not  always  an  exact  reflection  of  the  actual  con- 
dition nf  the  market.  This  is  quite  aside  from  the  matter  of  dis- 
crepancies in  ideas  of  classification.  Thus,  in  several  markets  there 
is  seldom  any  change  in  differences  between  grades,  prices  for  all 
grades  being  clianged  by  a  uniform  amoimt.  This  is  in  large  meas- 
ure  true  of  several  fairly  important  markets,  where  changes  in  dif- 
ferences in  recent  years — as  distinct  from  mere  changes  in  prices — 
have  been  very  infrequent.  .  In  view  of  the  pronounced  changes  in 
differences  in  some  southern  markets,  there  can  be  no  question  that 
the  practice  of  changing  all  grades  by  a  uniform  amount  has  resulted 
in  inaccurate  quotations.  Furthermore,  in  some  markets,  as,  for  in- 
stance, in  the  case  of  the  Mobile  market,  the  investigation  showed 
that  the  quotation  of  prices  was  conducted  in  a  somewhat  perfunctory 
manner.  It  is  unnecessary  to  enter  into  a  discussion  of  differences 
in  individual  markets,  since  it  can  be  stated  as  a  general  proposi- 
tion that  there  is  urgent  need  for  greater  care  in  the  establishment 
of  quotations  in  southern  markets  as  a  whole — and  particularly  if, 
as  suggested  later,  the  quotations  of  such  markets  are  to  be  used  by 
the  New  York  Cotton  Exchange  as  a  basis  for  establishing  differ- 
ences to  apply  on  contract  deliveries  there. 

Section  6.  Difficulties  in  arbitration  of  irregular  cotton. 

Before  leaving  this  discussion  of  differences  in  the  New  Orleans 
market,  some  consideration  should  be  given  to  the  difficulties  which 
arise  in  connection  with  the  arbitration  of  the  values  of  so-called 
irregular  cotton  when  delivered  on  future  contracts.  It  has  already 
been  explained  that,  while  the  arbitrators  who  value  deUveries  of 
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cotton  are  required  to  apply  the  differences  indicated  by  the  spot 
prices  reported  by  the  quotation  committee  upon  such  cotton  as 
corresponds  to  the  standard  types  for  full  grades,  they  are  allowed 
considerable  discretion  in  determining  the  relative  values  of  cotton 
which  does  not  exactly  correspond  to  any.  such  full  grades.  In  fact, 
since  quotation  committees  do  not  quote  specific  prices  for  tinged  or 
stained  cotton,  the  adjustment  of  differences  on  such  cotton  is  neces- 
sarily left  to  arbitrators,  although  they  are  supposed  to  use  as  a  guide 
the  quotations  for  full  grades  together  with  the  officially  quoted  range 
of  discounts  for  tinged  and  stained  cotton. 

The  discretion  which  thus  rests  with  the  arbitrators  is  obviously 
likely  to  cause  dissatisfaction,  and  such  dissatisfaction  has  been  aggra- 
vated by  the  fact  that,  where  appeals  have  been  made,  the  decisions 
of  the  arbitrators  acting  on  appeals  have  often  shown  wide  divergence 
from  those  of  the  original  arbitrators.  Such  variations  have  not 
infrequently  amounted  to  one-eighth  or  even  one-fourth  of  a  cent  a 
pound,  or,  say,  60  cents  to  $1.25  a  bale,  while  at  times  they  have  been 
still  greater.  This  is  indicated  by  the  following  table,  which  shows 
the  results  of  original  arbitrations  and  appeals  in  the  New  Orleans 
market  in  the  early  part  of  1907.  These  figures,  it  should  be  noted, 
were  not  selected,  but  are  a  complete  record  for  a  limited  period. 

Table    25.— COMPARISON   OF    AWARDS    ON   ORIGINAL    ARBITRATIONS    AND    ON 
APPEALS  ON  CONTRACT  DELIVERIES  AT  NEW  ORLEANS,  1907. 
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The  alxjve  table  shows  that  out  of  42  mark 8  appealed,  in  4  cases  no 
cliange  was  made;  in  14  cases  the  cliff ereiice  between  the  two  award?* 
was  one-eighth  of  si  cent  or  less;  in  15  cases  it  was  from  three- 
si  xtet^nths  to  one- fourth  of  a  cent,  while  in  9  eases  the  difference  be- 
tw€*eii  the  two  awards  exceeded  one-fourth  of  a  cent.  In  considering 
thesfr^  figure!^  it  iriust  lie  reniembei'ed  that  only  a  portion  of  the  original 
awards  go  to  appeah  xVn  examination  of  the  records  of  the  New 
Orleans  Cotton  Exchange  for  several  years  past  indicates  that  about 
25  per  cent  of  ortginal  awards  nve  a]>pealed  from.  Moreover,  the 
change  in  the  award  often  affects  only  a  few  bales  in  a  given  lot  and 
not  alL  It  will  Ije  seen,  therefore,  that  the  number  of  cases  where  the 
original  ond  the  appeal  awards  differed  by  more  than  one- fourth  of 
a  cent  re  present  only  a  small  percentage  of  the  total  deliveries. 

In  this  connection  it  may  be  pointed  out  that  even  more  pronounced 
complaint  is  miide  of  the  givat  diff€*rence  1>etween  arbitrations  and 
appeals  in  the  Liverpool  market.  That  there  are  very  wide  varia- 
tions Iwtween  the  two  awards  in  that  market  can  not  be  disputed, 

Recf»rds  of  arljitrations  and  iippeals  in  the  Liverpool  market  wub- 
mitted  to  the  Bureau  showed  fairly  numerous  instances  whei*e  the 
difference  between  the  two  allowances  amounted  to  from  15  to  25 
points*  As  a  point  in  Liverpool  is  equivalent  to  two  in  the  New 
York  in^irlc*^t,  tins  uieiin^  tliMt  the  difference  between  the  two  awards 
in  these  instances  amounted  to  from  0.30  to  0.50  cent,  or  to  no  less 
than  $1.50  to  $2.50  a  bale.  Occasionally  on  a  small  number  of  bales 
the  divergence  between  the  two  awards  exceeded  100  Liverpool  points, 
or  $10  a  bale.  It  is  easy  to  see  how  such  discrepancies  are  certain 
to  cause  dissatisfaction. 

The  extreme  instances  noted  in  both  the  New  Orleans  and  the 
Liverpool  market,  however,  occurred  in  the  abnormal  crop  season  of 
190G-7,  and  undoubtedly  are  not  representative  of  conditions  in  a 
normal  year.  WTiere  the  commercial  differences  between  grades  are 
only  from  an  eighth  to  a  quarter  of  a  cent,  there  clearly  is  less  likeli- 
hood of  a  pronounced  divergence  in  the  opinions  of  the  original  classers 
and  those  who  act  on  appeals  than  in  the  crop  year  of  1906-7,  when 
the  commercial  differences  between  some  grades,  as  already  shown, 
were  a  cent  or  more.  At  the  same  time,  the  divergence  between 
original  and  final  awards  is  sufficiently  great,  even  in  normal  years, 
to  give  ground  for  complaint  against  the  accuracy  of  arbitrations  in 
general. 

These  wide  variations  between  the  awards  of  original  arbitrations 
and  of  appeal  arbitrations  have  been  repeatedly  cited  by  opponents 
of  the  commercial-difference  system  as  conclusive  evidence  of  the 
impracticability  of  that  system.  It  should  be  pointed  out,  therefore, 
that  these  discrepancies  between  arbitration  and  appeal  awards  are 
to  a  large  extent  the  inevitable  result  of  the  inherent  difficulty  in 
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classing  cotton  with  absolute  accuracy,  and  particularly  in  classing 
irregular  cotton,  such  as  tinged  and  stained  grades.  In  the  Liverpool 
market  a  still  more  serious  difficulty  arises  in  determining  the  value 
of  "  staple  "  cotton. 

Difficulties  over  classification,  which  are  the  basis  of  complaints 
regarding  arbitrations,  are  not,  however,  peculiar  to  the  commercial- 
difference  system.  The  same  difficulties  occur,  although  they  are  not 
so  apparent,  under  the  periodic-difference  system.  The  New  York 
Cotton  Exchange  has  attempted  to  evade  this  difficulty  by  establish- 
ing types  for  irregular  grades  of  cotton  and  by  applying  periodic 
differences  to  such  nondescript  cotton  as  matched  these  arbitrary 
types.  This  device,  however,  does  not  avoid  the  real  difficulty.  In 
the  first  place,  the  types  are  necessarily  so  arbitrary  that  the  classifi- 
cation of  such  irregular  cotton  can  be  conducted  with  only  approx- 
imate accuracy.  The  New  York  method  obviously  leaves  great  dis- 
cretion to  the  classification  committee  in  establishing  the  class  of  such 
cotton,  which  in  effect  establishes  its  contract  value.  The  New  Orleans 
Cotton  Exchange,  on  the  other  hand,  does  not  attempt  to  establish 
standard  types  for  such  irregular  cotton,  but  leaves  the  determination 
of  the  value  for  such  irregular  grades  when  tendered  on  contract 
to  arbitrators ;  that  is,  in  New  Orleans  the  arbitrators  directly  value 
such  nondescript  cotton  according  to  their  ideas  of  the  market  value 
of  these  irregular  grades  at  the  time  of  delivery,  using  the  official 
discounts  established  by  spot  quotation  committees  as  a  guide.  As 
the  members  of  this  committee  and  of  arbitration  boards  are  pre- 
sumably familiar  with  the  actual  current  prices  of  the  various  kinds 
of  cotton,  including  such  irregular  grades,  it  is  clear  that  they  should 
be  able  to  establish  its  real  value  relatively  to  middling  with  at  least 
approximate  accuracy.  In  the  New  York  market,  on  the  other  hand, 
the  application  of  arbitrary  differences  to  cotton  which  is  thus  arbi- 
trarily given  a  class,  although  its  character  is  nece&sarily  very  difficult 
to  determine,  clearly  i§  more  liable  to  result  in  serious  error.  There- 
fore, the  complaints  brought  against  the  New  Orleans  market  on  this 
score  can  be  charged  against  the  New  York  market  with  even  greater 
emphasis. 

Impracticability  of  establishing  fixed  differences  on  tinged 
AND  stained  cotton. — As  a  matter  of  fact,  one  of  the  chief  com- 
plaints of  those  who  condemn  the  periodic-difference  system,  as  em- 
ployed in  the  New  York  market,  is  that  arbitrary  differences  are 
established  months  in  advance  on  such  grades  of  tinged  and  stained 
cotton  as  are  deliverable  on  the  New  York  contract.  Those  who  con- 
demn this  practice  lay  stress  on  the  fact  that  the  leading  southern 
exchanges  do  not  consider  it  advisable  to  maintain  types  of  tinged 
and  stained  cotton.  Furthermore,  few  of  the  important  cotton  ex- 
changes of  the  South  attempt  to  quote  these  tinged  and  stained  ^la^dfts. 
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by  Specific  prices?,  but  instead  usually  quote  tliem  collectively  at  a 
range  off  the  correi^poncling  white  gi'ades.  For  instance,  as  shown  on 
page  81,  on  June  11, 1907,  the  New  Orleans  qiiotatian  committee,  after 
giviiig  specific  prices  for  (he  full  grades  of  white  cotton,  gave  the 
quotations  for  the  corresponding  gi^ades  of  tinged  and  stained  cotton 
for  the  day  at  I'ff^f^  f  cent  lower.  Owing  to  the  indefinite  and  vari- 
able character  of  tinged  and  stained  cottons,  and  this  iibsenee  of 
specific  quotations  for  them  in  southern  markets,  it  is  urged  that  the 
e*^tablishnient  of  fixed  rliffereuces  for  these  grades  to  hold  good  for 
months  in  advance  is  jiarticularly  unreusoiiahle.  The  following  ex- 
cerpt from  a  letter  by  Atwood  Violett,  a  member  of  the  New  York 
Cotton  Exchange,  to  tlie  chairman  of  the  revision  committee,  under 
date  of  September  10,  1J)0T,  presents  some  of  tlie  objections  to  thus 
establishing  fixed  difi'erences  on  these  tinged  and  stained  gi^ades: 

I  beg  to  ask  your  attention  particnlarly  to  the  matter  of  dis- 
counts on  stained  and  tinged  cottons  brouf^ht  to  this  market  for 
delivery  on  cfmtract.  The  insufiiciency  of  information  as  to  what 
are  the  differences  in  the  South  generally  as  to  these  ^ades,  in 
their  relation  to  middling  cotton,  makes  it  particularly  important 
at  this  time  that  it  shall  he  investigated  as  to  whether  there  is 
not  relatively  a  greater  insufficiency  of  discount  allowed  on  them, 
when  delivered  *m  contract,  than  even  on  good  ordinary  and  low 
middling,  compared  with  the  discounts  on  these  two  grades 
~       throughout  the  South. 

I  have  for  a  long  time  contended  that  there  is  no  basis  in 
November,  in  any  year,  much  less  September,  on  which  to  form 
a  correct  judgment  or  opinion  as  to  the  value  that  should  be  put 
upon  tingles  and  stains  in  the  New  York  market,  in  their  relation 
to  middling,  and  I  hand  you  herewith  copy  of  a  letter  received 
in  April  last  from  the  secretary  of  the  New  Orleans  Cotton  Ex- 
change, in  reply  to  a  communication  of  mine  on  this  very  subject. 
It  will  be  noted  that  Mr.  Hester  says  that  their  spot  committee 
never  attempts  to  quote  or  even  grade  irregular  cotton,  such  as 
they  consider  these  grades  to  be,  and  when  tendered  on  contract 
the  arbitrators,  whenever  absolutely  necessary,  value  them  as  near 
as  possible  to  w^hat  they  wdll  bring  on  the  market,  so  as  to  secure 
fair  and  equitable  results  to  both  receiver  and  deliverer.  These 
conditions  prevail  generally  throughout  the  South,  as  is  indicated 
by  telegrams  and  letters  from  the  various  exchanges  in  the  South, 
to  whom  I  had  w^ritten  in  this  connection,  and  which  are  attached 
hereto. 

It  would  seem  that  a  few  points  like  Norfolk,  and  other  mar- 
kets in  the  Carolinas,  Georgia,  and  Alabama,  more  particularly 
give  attention  to  these  grades,  but  I  am  of  the  impression  that  this 
IS  largely  in  connection  with  the  shipping  of  these  grades  to  New 
York  for  delivery  on  contract,  but  none  the  less  they  are  irregular 
cottons.  No  matter  how^  insufficient  the  discounts  on  good  or- 
dinary and  low  middling,  as  fixed  by  the  revision  committee  of 
our  exchange,  for  a  numbisr  of  years  past,  there  is  some  basis  upon 
which  to  fix  the  differences  in  this  market  on  these  grades,  because 
they  are  quoted  in  every  spot  market  of  importance  in  the  cotton 
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belt,  but  with  cotton  of  the  stained  and  tinged  varieties  it  must 
be  largely  guesswork  when  the  discounts  on  these  grades  have 
been  fixed  by  the  committee,  and  it  is  largely  because  of  this  char- 
acter of  cotton,  as  well  as  the  insufficiency  of  the  discount  on  the 
regular  low  grades,  and  still  further  because  of  splitting  every 
contract  into  25  to  30  different  ^ades,  that  the  spinner  fights 
shy  of  our  contract,  and  will  continue  to  do  so  imtil  these  condi- 
tions are  decidedly  changed. 

Section  3  of  the  charter  of  our  exchange  states,  among  other 
things,  that  among  the  purposes  of  said  corporation  shall  be  to 
adopt  standards  of  classification,  but  how  can  we  adopt  standards 
of  classification  on  irregular  cottons,  and  quoted  in  only  a  very 
few  markets  in  the  South. 

It  was,  in  fact,  contended  by  Mr.  Violett  that  in  establishing  differ- 
ences on  tinged  and  stained  cotton  the  New  York  Cotton  Exchange 
is  exceeding  its  powers  as  defined  in  its  charter  and  outlined  in  its 
by-laws.  In  a  letter  to  the  chairman  of  the  revision  committee  of 
the  exchange  under  date  of  November  16,  1907,  Mr.  Violett  further 
said  on  this  subject : 

Furthermore,  section  67  (p.  49)  of  the  by-laws,  said  by-law 
defining  the  duties  of  the  committee  on  revision  of  quotations  of 
spot  cotton,  says,  among^other  things,  that  "  the  committee  shall 
on  the  day  of  the  meeting  consider  the  suggestions  and  opinions 
presented  by  members,  whether  in  writing  or  verbally,  and  es- 
tablish the  differences  in  value  of  all  grades  on  or  off,  as  related 
to  middling  cotton,  which  shall  constitute  the  rates  at  which 
grades  other  than  middling  may  be  delivered  upon  contract." 

But  the  same  question  arises  nere,  as  in  section  3  of  the  charter 
of  our  exchange,  from  which  I  have  just  made  an  excerpt,  as  to 
the  adoption  of  standards  of  classification;  that  is,  the  revision 
committee,  at  any  time,  having  but  very  little  information  re- 
garding the  market  value  of  tinges  and  stains  (because  of  this 
character  of  cotton  not  being  quoted  or  even  graded  at  most  of 
the  leading  markets  in  the  South),  is  confronted  with  what 
should  be  a  stumbling  block  as  to  an  equitable  relation  to  middling 
to  be  put  upon  tinges  and  stains;  or,  in  other  words,  the  extent 
of  the  discounts  that  should  be  penalized  against  these  grades. 
My  own  opinion  is  they  have  never  been  sufficiently  penalized, 
not  even  on  September  11  last,  by  your  committee,  and  I  think 
these  contentions  on  my  part  will  be  sustained  if  your  committee 
will  go  over  the  replies  m  this  respect  that  I  received  from  the 
southern  cotton  exchanges  and  sent  you  on  August  29  last,  and 
which  I  now  return  to  you. 

:ic  *  «  *  *  ♦  * 

Therefore  they  have  no  standing,  so  far  as  furnishing  stand- 
ards of  classification  is  concerned,  and  yet  section  67  of  the  by- 
laws says  that  your  committee  shall  establish  the  differences  in 
values  of  all  grades  on  and  off,  as  related  to  middling  cotton; 
but  section  3  of  the  charter  provides,  among  other  things,  that 
the  purposes  of  the  corporation  shall  be  to  adopt  standards 
of  classification,  but  as  the  South  furnishes  nothing  of  this 
kind  themselves  on  these  grades  how  can  the  New  York  Cottoa 
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Exchange,  either  through  your  committee  or  through  the  classi- 
fication committee,  create  a  standard  in  this  respect  that  does  not 
exist  in  any  cotton  market  either  in  this  country  or  abroad? 
Counsel  for  the  exchange  should,  I  think,  be  consulted  about  this. 

There  can  be  no  question  that  this  criticism  has  much  force.  The 
nondescript  and  variable  character  of  tinged  and  stained  cotton  being 
admitted,  it  necessarily  follows  that  any  attempt  to  establish  differ- 
ences on  such  cotton  which  shall  remain  in  effect  for  ten  months  is 
a  most  arbitrary  proceeding.  It  can  hardly  be  called  intelligent 
guesswork,  since  in  the  case  of  these  cottons  the  revision  committee 
has  practically  no  basis  on  which  to  make  conjectures  as  to  future 
commercial  values.  In  addition  to  the  objections  already  presented 
against  periodic  differences  in  general,  the  practice  of  arbitrarily 
naming  differences  on  such  nondescript  grades  is  open  to  especial 
condemnation.  The  matter  is  of  the  more  importance  because  tinged 
and  stained  cottons  have  at  times  constituted  a  considerable  percent- 
age of  the  total  quantity  of  stock  certificated  in  the  New  York 
market. 

Section  7.  Effect  of  errors  under  fiactnating-difference  system  limited. 

It  can  not  be  disputed,  in  view  of  the  facts  presented,  that  serious 
abuses  have  occurred  under  the  commercial-difference  system.  It  is 
easy,  however,  to  demonstrate  that  these  abuses  are  less  serious  than 
those  occurring  under  periodic  differences.  This  has,  indeed,  been 
demonstrated  by  the  statistics  already  presented,  which  show  that 
disturbances  of  the  parity  between  the  spot  and  the  contract  price 
have  been  much  more  frequent  in  New  York  than  in  New  Orleans. 
It  is  also  shown  by  general  considerations  based  on  the  inherent  char- 
acteristics of  the  two  systems.  Opponents  of  the  commercial- 
difference  system  virtually  take  the  ground  that  all  revisions 
of  differences  are  a  more  or  less  necessary  evil,  and  that  their  inju- 
rious effects  are  increased  in  direct  ratio  to  their  frequency.  This 
position  is  not  tenable.  Admitting  that  errors  occasionally,  or  even 
frequently,  occur  under  the  commercial-difference  sj^stem,  it  is  im- 
portant to  bear  in  mind,  in  the  first  place,  that  these  errors  usually 
must  from  the  very  nature  of  the  system  be  small  in  amount. 

Where  quotation  committees  meet  from  day  to  day,  an  error  in  the 
official  quotations  should  be  very  small.  Changes  of  a  half  cent  in 
prices  in  a  single  day,  such  as  occurred  in  September,  1907,  as  just 
described,  are  altogether  exceptional.  In  the  second  place,  the  effect 
of  these  errors  should  be,  and  ordinarily  is,  limited  in  time.  Their 
effect  may  be  confined  to  a  period  of  only  twenty-four  hours,  since 
under  the  commercial-difference  system  any  error  in  establishing 
differences  on  a  given  date  can  be  corrected  on  the  following  day. 
As  has  already  been  emphasized,  the  rules  of  the  exchange  pro- 
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vide  a  definite  standard  by  which  the  quotation  committee  is  to  deter- 
mine differences,  namely,  from  actual  daily  sales  of  cotton  on  spot 
terms.  This  furnishes  a  basis  by  which  any  member  of  the  ex- 
change may  challenge  the  accuracy  of  the  quotations,  whereas  in 
New  York,  as  already  shown,  there  is  no  standard  to  which  the 
committee  is  bound  to  conform  in  fixing  differences.  If  under  the 
commercial-difference  system  errors  are  thus  promptly  corrected, 
the  effect  may  be  felt  only  by  the  limited  number  of  individuals  who 
happen  to  be  delivering  or  taking  up  cotton  at  the  time  the  error  oc- 
curs. Unless  the  error  remains  uncorrected  for  a  long  time — which, 
as  indicated  by  charts  9  and  10,  opposite  page  176,  has  been  a 
rare  occurrence — it  has  comparatively  little  effect  on  the  discount 
in  the  contract  price.  The  reason  for  this  is  that  the  holder  of  a 
contract  maturing  at  a  distant  date  relies  on  the  committee  to  correct 
its  error  promptly,  and  consequently  such  a  holder  of  a  contract  is 
under  no  special  inducement  to  rush  into  the  market  and  close  out  his 
contract  at  a  sacrifice;  that  is,  if  an  error  in  spot  quotations  were 
made  in  May,  the  holders  of  contracts  maturing  in  September  might  be 
quite  indifferent,  because  they  would  feel  certain  that  long  before  the 
maturity  of  their  contracts  the  error  would  have  been  corrected.  In 
fact,  if  the  error  were  speedily  corrected,  those  operators  who  held 
contracts  maturing  even  in  the  immediate  future  would  not  be  dis- 
posed to  sell  out  their  contracts  at  a  sacrifice;  so  that  errors  under 
these  conditions  would  have  scarcely  any  effect  upon  the  contract 
price. 

Consequently,  the  errors,  if  thus  speedily  corrected,  would  affect 
only  the  insignificant  percentage  of  operators  in  the  market  who  hap- 
pened to  hold  contracts  maturing  at  the  time  the  error  occurred.  As  a 
matter  of  fact,  the  correction  of  such  errors  has  not  always  been  imme- 
diately accomplished.  But  the  effect  of  such  errors  under  the  commer- 
cial-difference system  has  ordinarily  been  of  brief  duration.  Under 
the  periodic-difference  system  as  employed  by  the  New  York  Cotton 
Exchange,  on  the  other  hand,  an  error  made  in  establishing  differences 
at  the  September  meeting  of  the  committee  can  not  be  corrected  until 
November,  while  an  error  made  at  the  November  meeting  can  not  be 
corrected  until  the  following  September.  Theriefore,  any  error  made 
by  the  revision  committee  of  the  New  York  Cotton  Exchange  at  its 
November  meeting  tends  to  affect  the  value  (not  the  original  price) 
of  every  contract  made  prior  to  the  revision,  for  the  reason  that  there 
is  no  opportunity  to  counteract  such  error  except  by  changing  the 
discount  in  the  contract  price.  Such  an  error,  therefore,  instead  of 
affecting  only  a  few  receivers  and  deliverers  of  cotton,  affects  the  en- 
tire body  of  operators  in  the  market,  causing  probable  loss  to  a  great 
number  of  those  on  one  side  of  the  market.  To  be  sure,  an  unusual 
discount  in  the  contract  price  may  be  overcome  prior  to  the  next 
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revision  date.  This,  however,  will  not  be  due  to  the  fact  that  the 
error  in  diflPerences  has  been  corrected,  but  will  simply  be  the  result 
of  changed  conditions  in  the  spot  market.  Such  restoration  of  a 
normal  discount,  however,  as  repeatedly  stated,  involves  all  the  more 
disturbance  in  the  contract  price  and  introduces  an  extremely  un- 
settling element  into  future  operations. 

Safeguards  PROvroED  by  New  Orleans  system. — In  further  con- 
sideration of  complaints  against  the  commercial-diflPerence  system,  it 
should  be  repeated  that  the  system  as  conducted  in  the  New  Orleans 
market  provides  various  safeguards' which  tend  to  avoid  or  reduce 
the  evils  of  manipulation,  misquotation,  and  misapplication  of  diflPer- 
ences. In  the  first  place,  as  pointed  out  in  Chapter  II,  the  spot 
quotation  committees  which  establish  the  diflPerences  on  the  full  grades 
in  the  New  Orleans  market  are  not  composed  of  any  single  interest, 
clique,  or  faction.  Years  ago  the  rules  of  the  New  Orleans  Cotton 
Exchange  provided  that  the  spot  quotation  committees  should  be  com- 
posed of  two  factors,  two  buyers,  and  three  brokers,  the  committee 
then  consisting  of  seven  members.  The  idea  of  this  constitution  of 
the  committee  was  that  the  factors,  being  interested  in  the  sale  of 
cotton,  would  be  disposed  to  see  that  the  market  was  quoted  at  least 
sufllciently  high ;  that  buyers  would  have  an  interest  in  seeing  that  it 
was  not  quoted  too  high ;  while  it  was  assumed  that  the  brokers  would 
be  neutral.  The  rule  for  constructing  the  spot  quotation  committee 
in  this  way  was  later  abolished  and  the  number  of  members  reduced 
to  five.  It  is  stated,  however,  by  officers  of  the  New  Orleans  Cotton 
Exchange  and  also  by  other  members  of  that  exchange  that  it  had 
been  the  almost  invariable  practice  on  the  part  of  boards  of  managers 
or  presidents  of  the  exchange,  to  whom  the  power  to  appoint  this 
committee  was  at  times  delegated,  to  preserve  this  balance  of  interests 
in  making  up  the  committee.  The  members  of  this  committee  are 
largely  selected  from  members  of  the  exchange  who  are  actually  en- 
gaged in  the  spot  cotton  business  and  who  move  about  during  the 
day  in  factors'  offices  and  who  should  thus  become  familiar  with  the 
actual  condition  of  the  market. 

It  is  obvious  that  this  arrangement  should  act  as  a  very  effective 
preventive  of  anything  like  conspiracy  or  dishonesty  in  establishing 
quotations,  or  the  prolonged  continuance  of  an  unintentional  error. 

A  further  important  safeguard  provided  by  the  commercial-differ- 
ence system  as  employed  at  New  Orleans  is  that  both  the  buyer  and 
the  seller  have  an  opportunity  to  be  heard  in  case  of  dispute  as  to  the 
quality  or  value  of  cotton  delivered  on  contract.  A\Tien  cotton  is 
tendered  for  delivery  on  contract  in  New  Orleans  the  samples  are  first 
drawn  in  the  presence  of  representatives  of  the  deliverer  and  the 
receiver.  These  samples  are  then  passed  upon  by  two  arbitrators 
drawn  by  lot  from  a  panel  to  examine  this  cotton  and  establish  its 
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grade  and  value.  In  case  either  party  is  dissatisfied  \yith  the  award 
of  these  arbitrators  he  has  the  privilege,  before  making  appeal,  of 
conferring  with  the  other  party  and  making  private  settlement  if  this 
is  possible.  In  fact,  such  private  settlement  may  be  made  without 
sending  the  samples  to  arbitrators  at  all  if  this  is  agreed  to  by  both 
parties  to  the  transaction.  In  the  event  of  inability  of  the  two  parties 
to  the  delivery  to  come  to  an  amicable  settlement,  a  request  is  made  of 
the  exchange  to  appoint  arbitrators  on  appeal,  such  arbitrators,  like 
those  drawn  on  the  original  examination  of  the  cotton^  again  being 
chosen  by  lot.  As  previously  stated,  it  is  a  rule  of  the  New  Orleans 
Cotton  Exchange  that  no  member  of  the  arbitration  and  classification 
connnittee  shall  serve  on  arbitrations  or  appeals  upon  any  cotton  in 
which  he  is  persoiuilly  interested. 

It  is  apparent,  therefore,  that  the  theory  of  the  commercial-differ- 
ence system  as  employed  at  New  Orleans  is  to  provide  for  the  impar- 
tial establishment  of  differences  between  grades,  and  that  to  secure 
such  action  various  safeguards  have  been  arranged.  That  the  system, 
in  spite  of  these  safeguards,  has  failed  to  give  more  general  satis- 
faction is  due  in  large  measure  to  the  fact  that  the  classification  of 
cotton  is  largely  a  matter  of  individual  judgment.  Absolute  a^i^ree- 
ment  on  the  part  of  all  members  of  all  committees  can  not  be  hoped 
for.  There  will  always,  under  any  system,  be  some  friction  between 
the  two  interests  in  the  market.  The  existence  of  more  or  less  fric- 
tion of  this  sort  by  no  means  necessarily  impeaches  the  integrity  of 
the  system.  On  the  contrary,  such  dissatisfaction  to  a  certain  extent 
may  be  evidence  of  alertness  on  the  part  of  both  interests  in  the  mar- 
ket to  jealously  guard  their  rights  in  preventing  any  tendency  on  the 
part  of  committees  or  arbitrators  to  depart  from  a  correct  applicatioji 
of  the  principles  of  the  system.  At  the  same  time  occasional  abuses 
will  probably  occur. 

Section  8.  Need  of  greater  care  on  the  part  of  quotation  committees. 

Nevertheless,  in  spite  of  the  safeguards  provided  under  the  com- 
mercial-difference system  and  the  impossibility  of  attaining  absolute 
|x?rfection  in  the  quotation  of  cotton  in  large  spot  markets,  it  should 
be  clear  that  improvement  in  the  quotations  which  determine  con- 
tract differences  at  New  Orleans  is  desirable. 

Various  suggestions  have  been  made  for  securing  such  improve- 
ment through  change  in  methods.  One  is  that,  in  place  of  a  spot 
quotation  connnittee  chosen  from  meml)ers  of  the  exchange,  there 
should  be  substituted  a  salaried  committee  whose  memlwrs  should 
have  no  interest  whatever  in  the  cotton  business.  This  suggestion, 
while  containing  nnich  merit,  is  not  generally  favored  in  the  trade, 
because  of  the  fear  that  members  of  such  a  connnittee  might  become 
subservient  to  influential  operators.  One  cotton  merchant,  in  ausw^Y 
43225— H.  Doc.  949,  60-1 23 
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to  this  objection,  ur^tl  that  n  mnn  wIjo  was  serving  without  any 
pay  whatever  wouUI  he  uiovv  siisce])iil>le  to  improper  influence  than 
oup  who  was  piiid  a  lilH.^iaI  *snliiiv.  (>u  the  other  hand,  it  was  argued 
tluit  nuniihors  (jf  tlit*  siH>t  qiiutation  committee  who  have  their  mem- 
fxTHjiips  iind  their  repiitatiims  in  the  cc>tton  trade  at  stake  would  be 
ninch  h^^^Jl  likely  to  become  siU>servieiit  than  salaried  employees  of  the 
exehangi^ 

It  mighty  however,  be  defesinible  for  the  exchange  to  employ  a  paid 
niiiiket  reporter  to  gather  information  uf  actual  daily  sales  and  sub- 
mit thi,H  to  the  sijot  ffuntation  committee,  to  be  used  in  connection 
with  in  formal iun  ilireetly  oiituined  liy  tliat  committee. 

The  bash  of  spot  qiiotatioiLs  in  the  New  Orleans  market  was 
I'eecntly  broadened  by  an  aniemlnient  to  the  rules,  adopted  in 
Felu-nary,  lUOSS,  by  which  uiiy  cotton  sold  in  the  New  Orleans  market 
on  Ssjjot  terms  may  be  coni^klered  by  thu  *iuotation  committees  instead 
of  ("on filling  it  to  stiles  of  fiu*tora*ri'  eotton  in  average  lists  varying 
nut  more  tluui  a  lialf  gi^ade  cither  way,  as  described  in  Chapter  II 
(st^e  p.  81).  By  spot  terms  is  meant  ii  sale  that  shall  be  completed 
by  the  deliven^  of  and  payment  for  the  cotton  within  seven  days. 
A  New  Orleans  factor  said  in  this  connection : 

It  is  posf^ibh?  to  qnt)te  eotton  j^oh]  at  depot,  provided  the  terms 
are  the  same  as  the  terms  on  which  factors  sell  their  spots.  We 
did  that  for  the  purpose  of  broadening  the  market  if  possible. 
As  a  matter  of  fact,  so  far  it  has  not  resulted  in  quoting  any- 
thing but  the  same  cotton  that  we  have  quoted;  but  we  w^anted 
to  make  a  rule  so  that  in  case  any  other  cotton  could  be  examined 
for  the  purpose  of  quoting  it,  the  connnittee  would  have  the 
•right  and  the  authority  to  examine  that  cotton.  You  see  there 
are  times  like  the  present  when  there  is  very  little  cotton  sold 
from  the  factors'  tables;  and  what  we  wanted  to  do  w^as  to  sub- 
ject as  nuich  cotton  as  we  could  under  the  rules  to  the  inspection 
of  the  quotation  committee.  *  *  *  ^y^  (^j^  ^ot  want  .to  quote 
anything  that  is  going  to  aifect  our  spot  basis.  *  *  *  ^y^ 
will  not  tolerate  anything  that  infringes  on  the  power  and  the 
rights  of  the  spot-quotation  connnittee,  because  w^e  want  to  get 
spots  quoted  right  and  to  guard  very  jealously  our  rules  and 
regulations  '^v  regard  to  tliem  At  the  same  time  w^e  want  to 
give  the  spot-quotation  c  )i>rinittee  as  nuich  latitude  as  possible. 

While  the  old  rule  providing  that  only  average  lists  varying  not 
more  than  a  half  grade  either  way  from  the  full  grade  quoted  seems 
an  eminently  desirable  one  in  that  its  object  was  to  secure  greater 
accuracy  in  quotations,  there  was  the  practical  objection  that  the 
proportion  of  spot  cotton  in  the  New  Orleans  market  sold  in  such 
lists  as  w^ould  come  within  the  strict  interpretation  of  that  rule  had 
decreased  so  heavily  as  to  seriously  narrow  the  basis  for  ascertaining 
quotations. 


NEED  OF    IMPROVEMENT  IN  NEW  ORLEANS  QUOTATIONS.      333 

Another  suggestion  which  has  been  advanced  to  meet  the  present 
dissatisfaction  over  quotations  in  the  New  Orleans  market  is  the  sub- 
stitution of  f.  o.  b.  transactions  for  those  made  over  factors'  tabh^s  as 
a  basis  for  ascertaining  difterences  to  apply  on  contract  deliveries  of 
cotton.  It  is  contended  that  the  practice  of  basing  spot  quotations 
wholly  on  factors'  sales  originated  at  a  time  when  the  great  bulk  of 
the  business  in  New  Orleans — and,  for  that  matter,  in  other  southern 
markets — was  handled  through  factorage  concerns.  In  recent  years 
the  volume  of  factorage  sales  has  decreased  greatly,  and  instead  a 
very  large  percentage  of  the  cotton  business  is  handled  on  f.  o.  b. 
terms.  This  f.  o.  b.  business  embraces  not  only  sales  of  cotton  re- 
ceived locally  in  New  Orleans,  but  cotton  which  may  be  handled 
through  any  one  of  the  great  shipping  ports.  It  is  urged  that  by 
adopting  f.  o.  b.  transactions  as  a  basis  a  vastly  larger  volume  of 
transactions  would  be  included,  thus  making  it  easier  at  all  times  of 
the  year  to  arrive  at  fair  and  representative  differences. 

As  explained  on  page  10."),  in  f.  o.  b.  transactions  cotton  is  deliv- 
ered at  ship's  side,  and  the  seller  in  naming  the  price  for  such  cotton 
aims  to  include  the  expenses  incurred  in  thus  getting  the  cotton 
alongside  the  vessel.  In  the  case  of  cotton  sold  over  factors'  tables, 
on  the  other  hand,  the  cotton  is  in  warehouses  in  New  Orleans. 
There  are  several  objections  to  the  use  of  such  f.  o.  b.  quotations  as 
a  basis  for  determining  differences  which  shall  apply  on  (contract 
deliveries.  The  first  of  these  is  that  f.  o.  b.  cotton  is  not  necessarily 
spot  cotton.  Such  f.  o.  b.  transactions,  indeed,  are  frequently  nuule 
for  shipment  many  weeks  ahead.  It  is  to  be  understood,  of  course, 
that  f.  o.  b.  quotations  for  the  current  month,  or  at  least  for  a  very 
near  month,  would  be  used;  but  since  even  in  the  case  of  the  current 
month  such  quotations  in  the  early  part  of  the  month  would  repre- 
sent transactions  some  little  distance  ahead,  and  thus  cover  an  inter- 
val during  which  a  change  in  actual  connnercial  differences  might 
occur,  the  use  of  these  quotations  is  open  to  some  objection.  A  more 
serious  objection  is  that  such  f.  o.  b.  quotations  are  frequently  influ- 
enced by  peculiar  conditions,  such  as  the  date  of  the  sailing  of  a 
steamer.  Thus,  a  merchant  who  had  an  order  to  be  filled  at  a  given 
^late  and  who  would  be  compelfed  to  ship  by  a  given  steamer  might 
be  willing  to  pay  rather  more  for  the  cotton  than  a  man  shipping 
l)y  the  same  steamer  but  who,  in  making  his  transaction,  w^as  not 
intluenced  by  unusual  considerations.  JStill  again,  f.  o.  b.  quota- 
lions  are  usually  specific  as  to  length  of  staple  and  other  special 
characteristics  of  cotton,  so  that  it  would  be  very  difficult  for  a  quota- 
tion connnittee  in  obtaining  reports  of  prices  to  inform  itself  of  all 
(he  various  qualifications  which  might  have  a  material  bearing  upon 
these  prices. 
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A  nienilnM-  of  the  New  Orkans  Coltoii  Exclmn^^t*  who  favored  the 
urn  of  f<  o.  b*  traimictioua  m  a  basis  for  dettniuiiuug  contract  differ- 
etk  ees  sa  kU  i  n  s  u  f  }sU  1 1  ice : 

It  often  occurs  that  iiuutatiuus  siro  wron^.  Under  the  system 
t^tiiplnytHl  here  errors  tire  to  tie  exiHTted.  The  system  is  wrong. 
Thi*  spot  ciiiniiiittee  tiiki's  \ntn  jurt»unt  only  the  cotton  sold  over 
tin*  fsirtors*  ttiljles,  inid  tliis  cotton  dtx^s  not  represent  10  per  cent 
of  timt  sol^l  ia  tljis  luiirket.  Cotton  ^ohl  from  sample  at  the 
presses  is  not  eotisidercil;  neitlier  is  cotton  t^tild  to  arrive.  All 
tliis  ctittoii  is  sold  ill  this  nuirket  just  at^  much  as  if  passing  over 
factors  tuhles* 

Tliere  luv  many  days  wlicn  not  a  hale  of  some  grade  or  grades 
of  ciKton  is  sold  at  all,  but  the  ditrerenei^s  iire  quoted.  The  rules 
re([uriT  quotations  to  he  hasetl  on  sales,  tiiul  it  is  not  right  to  quot€ 
pi'iees  4 Ml  ^nu]e8  tliat  Jnne  not  had  a  sale*     *     *    * 

More  than  2,tM)(),00U  Imles  (jf  cotton  are  annually  sold  at  this 
ptn'l,  or  on  quotations  for  this  port.  It  is  absolutely  wrong  for 
I  his  exchange  to  quote  a  niarlcet  on  probably  not  100,000  bales  a 
ytuir. 

This  jiroposed  use  {»f  f.  *>.  b.  differenct^s  as  a  basis  for  settling  con- 
tnu  t  deliveries  is  nr>t,  ht»wever,  ^^enerally  favored  in  the  New  Orleans 
nnu  ket.  Souje  of  the  principal  objections  to  the  plan  are  indicated 
ia  tlie  following  excerpt  frtun  a  staiement  l^y  a  factor  in  that  market: 

v.  o.  Il  (  oKnit  nhnnst  all  \]w  tinkr  is  lu'd^j^c  cotton;  it  does  not 
represent  the  actual  spot  value  of  the  cotton  on  the  market.  And 
then  another  thing  is  this:  Suppose  that  I  bought  a  contract  for 
May  delivery  and  when  May  came  I  took  that  contract.  If  they 
gave  it  to  me  on  f.  o.  b.  differences,  then  I  would  have  to  dispose 
of  that  cotton  on  spot  terms,  because  tliere  would  be  no  way  I 
could  get  out  of  it  on  f.  o.  b. ;  I  have  got  the  cotton  on  the  spot, 
they  have  tendered  it  to  me  on  f.  o.  b.  diU'erences,  and  I  have 
got  to  dispose  of  that  cotton  on  some  other  diU'erences — spot 
ditt'erences. 

When  the  question  came  up  about  fixing  diiferences  and  about 
quoting  outside  cotton  last  fall,  I  took  a  very  decided  stand 
against  it,  because  I  believe  that  our  salvation  down  there  is  in 
preserving  the  predominance  and  the  integrity  of  our  spot 
market,  because  our  ccmtract  in  theory  is  perfect.  If  a  man  buys 
a  contract,  the  cotton  is  delivered  to  him  on  the  basis  of  mid- 
dling, and  he  has  to  pay  for  it,  not  on  some  ditl'erence  that  has 
been  fixed  some  time  ago,  not  upon  some  arbitrary  dill'erence  on 
some  other  board,  like  an  f.  o.  b.  board,  but  he  pays  for  that  on 
the  basis  of  what  that  cotton  is  actually  worth  in  the  market  at 
the  time  (or  six  days  beforehand),  and  that  quotation  is  arrived 
at  by  the  spot-quotation  committee  having  some  one  look  into 
the  market  and  ascertain  what  the  actual  condition  of  the  market 
was. 

AVhile  it  is  undoubtedly  true  that  a  much  larger  business  is  done  on 
f.  o.  b.  terms  than  on  a  factorage  basis,  the  volume  of  factorage  busi- 
ness in  New^  Orleans  is  still  probably  suflicient  to  permit  of  accurate 
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quotation  of  the  various  grades  from  day  to  day.  If  not,  there  is  no 
insurmountable  diftieulty  in  the  way  of  determining  the  actual  spot 
market  value  for  the  regular  grades  of  cotton  on  some  other  basis. 
It  goes  without  saying  that  if  there  were  no  means  of  knowing  such 
values  it  would  be  practically  impossible  to  conduct  business.  Sales 
are  made,  and  with  reasonable  care  and  faithfulness  on  the  part  of 
committees  it  should  be  possible  to  ascertain  the  prices  accurately. 

It  appears  doubtful  whether  any  of  the  proposed  changes  in  the 
basis  of  quoting  cotton  prices  in  New^  Orleans  would  in  itself  im- 
prove the  accuracy  of  the  quotations.  It  is  not  so  much  a  question  of 
organization  or  method  as  of  care  and  faithfulness  on  the  part  of  the 
individuals  who  do  the  work.  The  desired  improvement  in  the  ac- 
curacy of  quotations  at  New-  Orleans  and  in  other  Southern  markets 
can  be  largely  secured  under  the  present  system  if  members  of  com- 
mittees fully  appreciate  their  great  responsibility  and  act  up  to  the 
best  of  their  ability.  Such  increased  care  on  the  part  of  quotation 
coinmittees  is  imperatively  demanded.  A  repetition  of  even  such  oc- 
casional errors  as  have  occurred  in  the  New  Orleans  market  is  certain 
to  result  in  continued  criticism;  and  in  proportion  as  such  errors  be- 
come frequent  or  pronounced,  they  tend  to  jeopardize  the  permanence 
of  the  system  by  encouraging  movements  favoring  the  adoption  of 
arbitrary  methods  of  establishing  differences.  It  w^ould  be  exceed- 
ingly desirable  for  all  southern  exchanges  publishing  spot  quotations 
to  impress  upon  those  members  serving  on  quotation  committees  or 
on  arbitration  boards  the  very  serious  nature  of  the  evils  which  may 
resvdt  from  carelessness  or  indifference  in  the  performance  of  their 
duties. 


CHAPTER  IX. 

PROPOSED   CHANGES  IN  METHODS  OF  ESTABUSHINO  DIFFER- 
ENCES AT  NEW  YORE. 

Section  L  Duty  of  New  York  Cotton  Exchange  to  adopt  an  equitable 

system. 

Confrontofl  with  the  inherent  inequity  of  the  periodic-difference 
jiystcin  iintl  tlic  unsatisfactory  results  of  its  actual  employment,  some 
advonitt*s  of  tliai  system  have  as  a  last  resort  taken  the.  stand  that  the 
New  Voi!c  (NiUiin  Exchange  has  the  right  to  adopt  such  form  of 
t'oniract  as  it  rnay  choose,  and  that  operators,  knowing  the  terms  of 
silt  h  a  ajiitruct,  have  no  ground  for  complaint.  The  inference 
r>ljsirHisIy  in  (hat  operators  in  the  New  York  future  market,  if 
di8^^^tislied*  should  trade  elsewhere.  This  attitude,  which  is  repre- 
H^ntalive  of  tlie  position  taken  by  many  members  of  the  New  York 
C'ottnij  Exchiui^re,  is  well  brought  out  in  the  following  statements. 

A  former  president  of  the  exchange  said : 

They  buy  these  things  with  their  eyes  open,  and  when  they  get 
sonielhiiig  they  don't  want,  then  tliey  coniphiin  that  the  difler- 
ences  should  have  been  fixed  so  that  they  could  buy  them  with 
their  (\yes  closed.  A  man  that  buys  a  contract,  and  submits 
the  determination  of  difierences  in  grades  to  any  third  party, 
has  got  to  stand  by  his  contract  and  must  be  prepared  to  accept 
either  a  profit  or  a  loss  as  a  result.  If  he  loses,  he  nuist  not  state 
that  the  system  is  wrong,  but  that  conditions  became  such  that 
under  (he  system  he  lost  money.  On  the  other  hand,  if  the  con- 
ditions are  such  that  he  made  a  profit,  he  utters  no  complaint, 
because  he  thinks  it  was  extraordinarily  good  luck.  It  is  some- 
what similar  to  a  man  who  ships  cotton  to  P^urope  and  insures 
it  for  10  per  cent  more  than  its  value,  which  is  the  custom  of  the 
trade.  If  the  vessel  is  lost  before  the  bills  are  accepted  on  the 
other  side,  he  is  in  10  ])er  cent  on  his  shipment;  l)ut  if  the  bills 
•luid  been  accepted  on  the  other  side,  and  the  vessel  is  lost,  then 
the  man  to  whom  the  cotton  was  consigned  makes  the  10  per  cent, 
and  the  original  shi])per  feels  that  the  ship  ought  to  have  sunk 
while  he  held  the  papers. 

Another  member  said: 

The  buyer  and  the  seller  both  know  what  that  contract  is. 
They  buy  it  knowing  what  the  dillereiices  are,  and  therefore  they 
should  have  a  knowledge  of  what  they  are  going  to  get.  The 
great  commotion  that  has  been  nuuli*  in  this  matter  has  l>een 
almost  altogether  from  our  most  speculative  houses.     The  South 
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does  not  seem  to  realize  the  fact  that  in  specuhitive  markets  the 
gre'dt  majority  of  those  who  speculate  are  buyers.  The  out- 
sider that  specuhites  is  a  buyer  always.  AVliere  there  is  one 
seller  working  for  a  decline,  I  would  not  be  at  all  surprised  if 
there  are  twenty  buyers  for  an  advance.  And  if  they  make  mis- 
calculations they  must  not  blame  it  on  the  contract.  Blame  it 
on  the  condition  of  things. 

A  buyer  in  the  Mobile  market  said : 

TVTiere  the  exchange  publishes  its  action  fully  in  any  particular 
bearing  upon  the  transactions  under  its  rules,  both  parties  to  the 
contract  have  been  put  on  due  notice,  and  to  neither  of  them  has 
an  injustice  been  done. 

The  New  York  Cotton  Exchange  officially  took  a  somewhat  similar 
position  in  its  answer  to  a  suit  brought  by  I'heodore  H.  Price  against 
the  exchange  and  the  members  of  its  classification  committee  individ- 
ually in  1907,  as  will  be  seen  from  the  following  excerpt  from  that 
answer : 

It  results  from  these  decisions  that  contrary  to  the  contention 
of  the  plaintiff's  counsel,  even  though  all  of  the  facts  which  he 
sets  out  are  assumed  to  be  true,  that  the  business  of  the  cotton 
exchange  is  not  charged  with  a  public  use  which  would  justify  a 
court  of  equity  in  stepping  in  and  regulating  its  affairs.  We 
have  already  shown  that  the  mere  declaration  of  the  purposes  of 
its  incorporation  contained  in  the  act  under  which  it  was  incor- 
porated does  not  impress  it  with  a  public  use,  and  the  growth  and 
development  of  its  business  and  the  extent  to  which  it  affects  a 
large  number  of  persons  do  not,  in  the  absence  of  legislative  reg- 
ulation, have  that  result. 

The  fact  that  the  defendant  exchange  has  a  practical  monopoly 
of  the  cotton  business  is  referred  to  by  plaintiff's  counsel,  but,  as 
we  take  it,  this  is  only  one  of  the  circumstances  which  would  in- 
fluence the  legishiture  in  interposing  to  regulate  its  affairs.  It 
does  not  in  itself  justify  a  court  in  attempting  to  do  so.  Until 
the  legislature  shall  interpose,  the  effect  of  the  decisions  which 
we  have  quoted  is  that  the  exchange  and  its  members  may  pro- 
ceed to  transact  its  business  exactly  as  they  may  elect.  No  duty 
arises^  either  to  the  puMie  at  large  or  to  indiriduals  dealing  tvlth 
Uh  memherH^  based  upon  the  theory  that  it  has  made  itself  sub- 
jeet  to  a  piiblie  ase.^ 

The  question  whether  the  plaintiff  has  any  right  as  a  member 
of  the  public  has  nothing  to  do  with  the  question  whether  there 
is  any  privity  of  contract  between  the  plaintiff  and  the  exchange. 
Counsel  appears,  from  his  quotation^  from  the  by-laws,  to  con- 
fuse rights  based  upon  public  nse  and  upon  privity  of  contract. 
They  have  nothing  to  do  with  each  other,  and  we  shall  deal  with 
the  question  of  privity  of  contract  in  another  point. 

Thus,  in  their  final  analysis,  practically  the  only  arguments  of 
defenders  of  the  periodic-difference  system  of  the  New  York  Cotton 
Exchange  are,  first,  that  the  buyer  has  his  protection  in  his  ability  to 
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by  Specific  prices,  but  inif^tead  usually  quote  them  collectively  at  a 
range  off  the  corresponding  white  grades.  For  instance,  as  shown  cm 
page  81,  on  June  11, 1907,  the  Xevv  Orleans  quotation  committee,  after 
giving  speeilic  prices  for  the  full  grades  of  white  cotton,  gave  the 
quotations  for  the  corresponding  grades  of  tinged  and  stained  cotton 
for  the  day  at  tV^  J  <^**i^t  lower.  Owing  to  the  indefinite  and  vari- 
able character  of  tinged  and  stained  <;ottons,  and  this  alisence  of 
specific  quotations  for  them  in  southern  markets,  it  is  urged  that  the 
establishment  of  fixed  diffei-^nces  for  these  gimles  to  hohl  good  for 
months  in  advance  is  particularly  unreasonable.  The  following  gs- 
et*rpt  from  a  letter  by  Atwood  Violett,  a  meml^er  of  the  New  York 
Cotton  Exchange,  to  the  chairman  of  the  I'evision  committee,  under 
date  of  September  10,  H>OT,  presents  some  of  the  olijections  to  thus 
establishing  fixed  differences  on  these  tinged  and  stained  grades: 

I  beg  tf>  ask  your  iit  tent  ion  pjirticularly  to  the  matter  of  dis- 
counts on  stainetl  and  tingi'd  *ottons  brought  to  this  market  for 
dehvery  on  contract.  The  insufficiency  of  information  as  to  what 
are  the  differences  in  the  South  generally  as  to  these  grades,  in 
their  relation  to  middling  cotton,  makes  it  particularly  miportant 
at  ihis  time  that  it  sliall  \w  investigated  as  to  whether  there  is 
not  relatively  a  greater  insufficiency  of  discount  allowed  on  them, 
when  delivered  on  contract*  than  even  on  good  ordinary  and  low 
middling,  compared  with  the  discounts  f>n  these  two  grades 
throughout  the  South. 

I  have  for  a  long  time  contended  that  there  is  no  basis  in 
November,  in  any  year,  much  less  September,  on  which  to  form 
a  correct  judgment  or  opinion  as  to  the  value  that  should  be  put 
upon  tin^s  and  stains  in  the  New  York  market,  in  their  relation 
to  middlmg,  and  I  hand  you  herewith  copy  of  a  letter  received 
in  April  last  from  the  secretary  of  the  New  Orleans  Cotton  Ex- 
change, in  reply  to  a  communication  of  mine  on  this  very  subject. 
It  wdl  be  noted  that  Mr.  Hester  says  that  their  spot  committee 
never  attempts  to  quote  or  even  grade  irregular  cotton,  such  as 
they  consider  these  grades  to  be,  and  when  tendered  on  contract 
the  arbitrators,  whenever  absolutely  necessary,  value  them  as  near 
as  possible  to  what  they  will  bring  on  the  market,  so  as  to  secure 
fair  and  equitable  results  to  both  receiver  and  deliverer.  These 
conditions  prevail  generally  throughout  the  South,  as  is  indicated 
by  telegrams  and  letters  from  the  various  exchanges  in  the  South, 
to  whom  I  had  written  in  this  connection,  and  which  are  attached 
hereto. 

It  would  seem  that  a  few  points  like  Norfolk,  and  other  mar- 
kets in  the  Carolinas,  Georgia,  and  Alabama,  more  particularly 
^ve  attention  to  these  grades,  but  I  am  of  the  impression  that  this 
is  largely  in  connection  with  the  shipping  of  these  grades  to  New 
York  for  delivery  on  contract,  but  none  the  less  they  are  irregular 
cottons.  No  matter  how  insufficient  the  discounts  on  good  or- 
dinary and  low  middling,  as  fixed  by  the  revision  committee  of 
our  exchange,  for  a  number  of  years  past,  there  is  some  basis  upon 
which  to  fix  the  differences  in  this  market  on  these  grades,  because 
they  are  quoted  in  every  spot  market  of  importance  in  the  cotton 
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belt,  but  with  cotton  of  the  stained  and  tinged  varieties  it  must 
be  largely  guesswork  when  the  discounts  on  these  grades  have 
been  fixed  by  the  committee,  and  it  is  largely  because  of  this  char- 
acter of  cotton,  as  well  as  the  insufficiency  of  the  discount  on  the 
regular  low  grades,  and  still  further  because  of  splitting  every 
contract  into  25  to  30  different  ^ades,  that  the  spinner  fights 
shy  of  our  contract,  and  will  continue  to  do  so  until  these  condi- 
tions are  decidedly  changed. 

Section  3  of  the  charter  of  our  exchange  states,  among  other 
things,  that  among  the  purposes  of  said  corporation  shall  be  to 
adopt  standards  of  classification,  but  how  can  we  adopt  standards 
of  classification  on  irregular  cottons,  and  quoted  in  only  a  very 
few  markets  in  the  South. 

It  was,  in  fact,  contended  by  Mr.  Violett  that  in  establishing  differ- 
ences on  tinged  and  stained  cotton  the  New  York  Cotton  Exchange 
is  exceeding  its  powers  as  defined  in  its  charter  and  outlined  in  its 
by-laws.  In  a  letter  to  the  chairman  of  the  revision  committee  of 
the  exchange  under  date  of  November  16,  1907,  Mr.  Violett  further 
said  on  this  subject : 

Furthermore,  section  67  (p.  49)  of  the  by-laws,  said  by-law 
defining  the  duties  of  the  committee  on  revision  of  quotations  of 
spot  cotton,  says,  amongjother  things,  that  "  the  committee  shall 
on  the  day  of  the  meeting  consider  the  suggestions  and  opinions 
presented  by  members,  whether  in  writing  or  verbally,  and  es- 
tablish the  differences  in  value  of  all  grades  on  or  off,  as  related 
to  middling  cotton,  which  shall  constitute  the  rates  at  which 
grades  other  than  middling  may  be  delivered  upon  contract." 

But  the  same  question  arises  here,  as  in  section  3  of  the  charter 
of  our  exchange,  from  which  I  have  just  made  an  excerpt,  as  to 
the  adoption  of  standards  of  classification;  that  is,  the  revision 
committee,  at  any  time,  having  but  very  little  information  re- 
garding the  market  value  of  tinges  and  stains  (because  of  this 
character  of  cotton  not  being  quoted  or  even  graded  at  most  of 
the  leading  markets  in  the  South),  is  confronted  with  what 
should  be  a  stumbling  block  as  to  an  equitable  relation  to  middling 
to  be  put  upon  tinges  and  stains;  or,  in  other  words,  the  extent 
of  the  discounts  that  should  be  penalized  against  these  grades. 
My  own  opinion  is  they  have  never  been  sufficiently  penalized, 
not  even  on  September  11  last,  by  your  committee,  and  I  think 
these  contentions  on  my  part  wull  be  sustained  if  your  committee 
will  go  over  the  replies  m  this  respect  that  I  received  from  the 
southern  cotton  exchanges  and  sent  you  on  August  29  last,  and 
which  I  now  return  to  you. 

:iti  Ha  *  *  *  *  * 

Therefore  they  have  no  standing,  so  far  as  furnishing  stand- 
ards of  classification  is  concerned,  and  yet  section  67  of  the  by- 
laws says  that  your  committee  shall  establish  the  differences  in 
values  of  all  grades  on  and  off,  as  related  to  middling  cotton; 
but  section  3  of  the  charter  provides,  among  other  things,  that 
the  purposes  of  the  corporation  shall  be  to  adopt  standards 
of  classification,  but  as  the  South  furnishes  nothing  of  this 
kind  themselves  on  these  grades  how  can  the  New  York  Cotton 
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Exchange,  either  thnnigh  jour  committee  or  through  the  classi- 
fication committer*,  crente  a  stanclRrtl  hi  this  respect  that  does  not 
exist  in  any  cotton  market  either  in  this  country  or  abroad? 
Counsel  for  the  exchange  should,  I  think,  be  consulted  about  this. 

There  can  l>e^  no  question  tlmt  this  criticism  has  much  force.  The 
nondescript  and  variable  character  of  tinged  and  stained  cotton  being 
admitted,  it  necei^sarily  follows  that  any  attempt  to  establish  diflPer- 
ences  on  such  cotton  which  shall  remain  in  effect  for  ten  months  is 
a  most  arbitrary  proceeding.  It  can  hardly  be  called  intelligent 
guesswork,  since  in  the  case  of  these  cottons  the  revision  conmiittee 
hasi  practically  no  basis  on  which  to  make  conjectures  as  to  future 
commercial  values.  In  addition  to  the  objections  already  presented 
against  periodic  differences  in  general,  the  practice  of  arbitrarily 
naniing  differences  on  such  nonde^;cript  grades  is  open  to  especial 
condemnation.  The  matter  is  of  the  more  importance  because  tinged 
and  stained  cottons  have  at  times  constituted  a  considerable  percent- 
agi*  of  the  total  qnantity  of  stock  certificated  in  the  New  York 
market. 

Section  7.  Effect  of  errors  under  flactaatin^-difference  83r8te]n  limited. 

It  can  not  l>e  disputed,  in  view  uf  the  facts  presented,  that  serious 
abuses  have  occurred  under  the  commercial-difference  system.  It  is 
easy,  however,  to  demonstrate  that  these  abuses  are  less  serious  than 
those  occurring  under  periodic  differences.  This  has,  indeed,  been 
demonstrated  by  the  statistics  already  presented,  which  show  that 
disturbances  of  the  parity  between  the  spot  and  the  contract  price 
have  been  much  more  frequent  in  New  York  than  in  New  Orleans. 
It  is  also  shown  by  general  considerations  based  on  the  inherent  char- 
acteristics of  the  two  systems.  Opponents  of  the  commercial- 
difference  system  virtually  take  the  ground  that  all  revisions 
of  differences  are  a  more  or  less  necessary  evil,  and  that  their  inju- 
rious effects  are  increased  in  direct  ratio  to  their  frequency.  This 
position  is  not  tenable.  Admitting  that  errors  occasionally,  or  even 
frequently,  occur  under  the  commercial-difference  system,  it  is  im- 
portant to  bear  in  mind,  in  the  first  place,  that  these  errors  usually 
must  from  the  very  nature  of  the  system  be  small  in  amount. 

Where  quotation  committees  meet  from  day  to  day,  an  error  in  the 
official  quotations  should  be  very  small.  Changes  of  a  half  cent  in 
prices  in  a  single  day,  such  as  occurred  in  September,  1907,  as  just 
described,  are  altogether  exceptional.  In  the  second  place,  the  effect 
of  these  errors  should  be,  and  ordinarily  is,  limited  in  time.  Their 
effect  may  be  confined  to  a  period  of  only  twenty-four  hours,  since 
ufider  the  commercial-dift'erence  system  any  error  in  establishing 
differences  on  a  given  date  can  be  corrected  on  the  following  day. 
As  has  already  been  emphasized,  the  rules  of  the  exchange  pro- 
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vide  a  definite  standard  by  which  the  quotation  committee  is  to  deter- 
mine differences,  namely,  from  actual  daily  sales  of  cotton  on  spot 
terms.  This  furnishes  a  basis  by  which  any  member  of  the  ex- 
change may  challenge  the  accuracy  of  the  quotations,  whereas  in 
New  York,  as  already  shown,  there  is  no  standard  to  which  the 
committee  is  bound  to  conform  in  fixing  differences.  If  under  the 
commercial-difference  system  errors  are  thus  promptly  corrected, 
the  effect  may  be  felt  only  by  the  limited  number  of  individuals  who 
happen  to  be  delivering  or  taking  up  cotton  at  the  time  the  error  oc- 
curs. Unless  the  error  remains  uncorrected  for  a  long  time — which, 
as  indicated  by  charts  9  and  10,  opposite  page  17G,  has  been  a 
rare  occurrence — it  has  comparatively  little  effect  on  the  discount 
in  the  contract  price.  The  reason  for  this  is  that  the  holder  of  a 
contract  maturing  at  a  distant  date  relies  on  the  committee  to  correct 
its  error  promptly,  and  consequently  such  a  holder  of  a  contract  is 
under  no  special  inducement  to  rush  into  the  market  and  close  out  his 
contract  at  a  sacrifice;  that  is,  if  an  error  in  spot  quotations  were 
made  in  May,  the  holders  of  contracts  maturing  in  September  might  be 
quite  indifferent,  because  they  would  feel  certain  that  long  before  the 
maturity  of  their  contracts  the  error  would  have  been  corrected.  In 
fact,  if  the  error  were  speedily  corrected,  those  operators  who  held 
contracts  maturing  even  in  the  immediate  future  would  not  be  dis- 
posed to  sell  out  their  contracts  at  a  sacrifice;  so  that  errors  under 
these  conditions  would  have  scarcely  any  effect  upon  the  contract 
price. 

Consequently,  the  errors,  if  thus  speedily  corrected,  would  affect 
only  the  insignificant  percentage  of  operators  in  the  market  who  hap- 
pened to  hold  contracts  maturing  at  the  time  the  error  occurred.  As  a 
matter  of  fact,  the  correction  of  such  errors  has  not  always  been  imme- 
diately accomplished.  But  the  effect  of  such  errors  under  the  commer- 
cial-difference system  has  ordinarily  been  of  brief  duration.  Under 
the  periodic-difference  system  as  employed  by  the  New  York  Cotton 
Exchange,  on  the  other  hand,  an  error  made  in  establishing  differences 
at  the  September  meeting  of  the  committee  can  not  be  corrected  until 
November,  while  an  error  made  at  the  November  meeting  can  not  be 
corrected  until  the  following  September.  Therefore,  any  error  made 
by  the  revision  committee  of  the  New  York  Cotton  Exchange  at  its 
November  meeting  tends  to  affect  the  value  (not  the  original  price) 
of  every  contract  made  prior  to  the  revision,  for  the  reason  that  there 
is  no  opportunity  to  counteract  such  error  except  by  changing  the 
discount  in  the  contract  price.  Such  an  error,  therefore,  instead  of 
affecting  only  a  few  receivers  and  deliverers  of  cotton,  affects  the  en- 
tire body  of  operators  in  the  market,  causing  probable  loss  to  a  great 
number  of  those  on  one  side  of  the  market.  To  be  sure,  an  unusual 
discount  in  the  contract  price  may  be  overcome  prior  to  the  next 


342  COTTON    EXCHANGES — ^GEADE   DIFFERENCES. 

olmiigo  in  (ItMiKiiid  for  various  ^*adc.s.  The  fact,  just  alluded  to, 
tliut  it  !uis  Wnm  nu  tihuo^t  rcgiilur  occiiniMice  for  disparities  be- 
tween the  Ni*n'  York  diftorences  mid  the  commercial  differences  in 
sonHioni  luarkt^ts  to  become  especially  pronounced  toward  the  very 
end  of  crop  yoars,  alone  goes  far  to  answer  any  arguments  in  favor 
of  absolutely  fixed  differences  during  the  period  from  March  to 
St*i)teuil>er.  A(  the  same  time,  if  ilifferences  in  New  York  were  to 
be  i*stablislied  on  the  basis  of  tin  average  of  tliose  in  leading  southern 
miiikets,  it  would  be  eminently  proper  to  exclude,  toward  the  end  of 
the  crop  year,  quotations  for  those  markets  in  which  transactions  had 
becfjuic  confined  to  scattered  bales.  It  goes  without  saying  that  the 
pritu*  of  5  or  10  or  15  bales  of  cotton  is  not  exactly  representative  of 
the  market  value  of  a  particular  jj^rade,  any  more  than  the  sale  of 
5  or  10  shares  of  stock  on  the  New  York  Stock  Exchange  is  an 
accurate  reflection  of  the  market  in  hundred^share  lots. 

8i^0(;f:stiox  that  revistons  re  ufxu  rufiEK  on  four  times  yearly. — 
A  ennsiderahle  number  of  mcml>ers  of  the  New  York  Cotton  Ex- 
c*hanpp,  however,  take  the  ground  that  not  uioi-e  than  four  revisions, 
and  possibly  not  more  than  three  revisions  of  differences  should  be  per- 
mitted in  any  given  year.  There  is  considerable  divergence  of  opin- 
i<jn  among  thost*  who  take  this  pasition  as  to  just  when  such  revisions 
should  be  held,  some  favoring  a  final  revision  in  the  late  spring, 
while  others  contend  that  no  revision  should  be  held  after  the  bulk  of 
the  crop  has  been  moved,  say,  in  January.  In  this  connection  it  may 
be  noted  that  the  present  board  of  managers  of  the  New  York  Cotton 
Excliange,  in  the  latter  part  of  1907,  recommended  an  amendment  to 
the  by-laws  by  which  one  additional  meeting  of  the  revision  commit- 
tee should  be  held  in  December  of  each  year — making  three  in  all  (in 
September,  November,  and  December) — with  the  further  provision 
that  in  case  differences  established  at  the  meeting  in  December  were 
unsatisfactory  they  should  be  submitted,  on  petition  by  50  members  of 
the  exchange  within  ten  days  after  the  revision,  to  the  board  of  man- 
agers for  review.  The  proposed  amendment  also  distinctly  provided 
that  the  revision  committee  should  be  required  to  obtain  from  tlie 
cotton  markets  of  Galveston,  Saivannah,  Houston,  Shreveport,  New 
Orleans,  Memphis,  Montgomery,  and  Charlotte  quotations  of  the 
various  grades,  including  stained  cotton,  in  time  for  the  regidar 
meetings  of  the  committee.  A  similar  provision,  it  will  be  recalled, 
was  in  effect  many  years  ago. 

This  proposed  amendment,  which  was  lost  on  a  tie  vote,  was  as 
follows : 

Strike  out  section  07,  and  substitute  the  following  therefor: 
"The  committee  on  revision  of  quotations  of  spot  cotton  shall 
consist  of  seventeen  members,  representing  the  various  interests 
ot  the  exchange.     At  any  meeting  of  this  committee  ten  members 
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shall  constitute  a  quorum.  If  no  quorum  of  this  committee  can 
be  obtained,  the  president  shall  appoint  a  sufficient  number  of 
members  of  the  exchange  to  form  a  quorum. 

''The  duty  of  this  committee  shall  be  to  meet  three  times  a 
year,  namely,  on  the  second  Wednesdays  of  September,  November, 
and  December,  at  3.30  o'clock  p.  m.,  and  receive  a  report  from 
the  committee  on  spot  quotations  as  to  the  state  of  the  market ; 
also  suggestions  or  opinions  from  any  member  of  the  exchange 
regarding  the  revision  of  spot  quotations,  and  a  report  from  the 
superintendent  of  the  exchange  in  regard  to  the  grade  differ- 
ences in  the  various  markets  specified  hereinafter.  Should  any 
day  appointed  for  a  meeting  of  this  committee  fall  upon  a  holi- 
day, the  committee  shall  meet  upon  the  next  business  day. 

"It  shall  further  be  the  duty  of  this  committee  to  obtain  from 
the  cotton  markets  of  Galveston,  Savannah,  Houston,  Shreve- 
port,  New  Orleans,  Memphis,  Montgomery,  and  Charlotte  quota- 
tions of  the  various  grades,  both  white  and  stained,  ruling  in 
the  markets  named  in  time  for  the  regular  meetings  of  the  re- 
vision committee  as  provided  in  this  by-law.  It  shall  be  the  duty 
of  the  superintendent  to  obtain  such  quotations  ruling  for  a 
period  of  not  less  than  one  week  prior  to  the  meeting  of  the 
revision  committee.  The  committee  shall  then,  on  the  day  of  the 
meeting,  consider  the  report  of  the  committee  on  spot  quotations, 
the  suggestions  and  opinions  presented  by  members,  whether  in 
writing  or  verbally,  the  reports  received  from  the  above-named 
spot  markets  as  to  the  differences  between  grades  in  those  mar- 
kets, and  establish  the  differences  in  value  of  all  gi'ades,  on  or  off, 
as  related  to  middling  cotton,  which  shall  constitute  the  differ- 
ences at  which  grades  other  than  middling  may  be  delivered 
upon  contract. 

"  The  report  of  the  committee  shall  be  announced  from  the  ros- 
trum by  the  superintendent  at  the  opening  of  the  exchange  on  the 
day  following  its  meeting,  shall  be  posted  for  five  days  upon  the 
bulletin  of  the  exchange,  and  shall  be  printed  in  the  official  circu- 
lar of  the  exchange.  Such  decision  shall  be  final  and  become 
operative  as  herein  provided. 

"All  notices  issued  after  a  meeting  of  the  revision  committee 
shall  be  subject  to  the  differences  established  at  such  meeting,  ex- 
cept in  the  case  of  the  December  revision. 

"The  differences  established  in  December  shall  become  opera- 
tive upon  all  notices  issued  on  or  after  the  Tuesday  following  the 
meeting  of  the  revision  committee. 

"  The  board  of  managers  shall  have  the  power  to  review  the 
action  of  the  revision  committee  taken  at  its  December  meeting, 
and  make  such  changes  as  the  board  may  see  fit  in  regard  to  the 
differences  established  by  the  committee,  if  called  upon  to  do  so  in 
writing  by  at  least  fifty  members  of  the  exchange,  such  appeal  to 
be  submitted  to  the  board  at  a  meeting  of  the  latter  to  be  held  for 
the  purpose  of  considering  such  appeal  on  the  Monday  after  the 
report  of  the  revision  connnittee  has  been  posted  on  the  bulletin 
of  the  exchange.  At  this  meeting  the  board  of  managers  shall 
render  its  decision  in  regard  to  such  appeal,  stating  what  changes, 
if  any,  have  been  made  by  the  board  in  the  quotations  of  the  re- 
vision connnittee.    Such  decision  shall  be  final,  and  fel\vv.ll  V^^^^^^^v^ 
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openitivo  on  tin*  day  foUcnvinp  the  meeting  of  the  l^nunl  of  inan- 
ng^rs.  At  i\w  a\nwn^  of  bii^intvHH  on  this  day  said  drrisiou  shall 
!«*  luiJHium'i'd  hy  t!io  siipiTinttnuU^nt  from  the  rpstj-nin  i^f  Hii'  i*x- 
cIiJMi^^^'.  j>nst**cl  i'ov  t<*ii  days  nii  tin-  bulletin  of  the  exchange,  and 
prill Itnl  ui  the  officiMl  eireiilar  of  the  exchange." 

Any  sng^'Htiims  for  only  tlin*e  or  four  revision  meetings  a  year 
TitH^d  not  be  seriously  eoiijsidered,  sijiee  ii  is  apparent  from  the  experi- 
ence of  the  pat>t  that  such  infrec]U(?nt  Revisions  would  necessarily  in- 
vohT  'A  giviit  deal  of  gnenswork,  and  would  be  only  slightly  less  arbi- 
tniry  tb;u\  the  present  system.  0>nnuercial  differences  frequently 
change  very  materhilly  within  ii  period  of  less  than  three  or  four 
months,  niid  it  is  altogi^tlier  indikely  lljat,  with  only  three  or  four  re- 
visions a  year,  diireri'nees  at  New  York  would  be  kept  in  line  with  the 
act  mil  coniinercial  diflVrenees  in  largi*  southern  markets.  This  would 
abnost  certainly  be  the  ease  if  no  revision  were  held  later  than  Decem- 
hvv  or  pbmnary. 

Section  3.  Sugg^ested  metlioda  for  ascertaining  commercial  differences. 

Xot  only  is  there  great  divergence  ijf  opinion  as  to  the  frequency 
vvitli  which  revinions  should  be  made  in  New  York,  but  there  is  also 
binnlar  divemty  of  opinion  as  to  the  proper  basis  for  determining 
what  are  the  i^oiiiiiiereial  differences*  A  complete  return  to  the  com- 
mercial-difference system  would  involve  not  only  the  possibility  of 
revision  every  day,  but  also  the  establishment  of  differences  on  the 
basis  of  the  values  of  the  respective  grades  in  the  NeW'  York  market. 
The  volume  of  spot  business  at  New  York,  however,  as  already  shown, 
is  so  limited  that  it  would  be  impracticable  to  revise  contract  differ- 
ences purely  on  the  basis  of  local  transactions.  This  position  of  the 
New^  York  market,  it  is  contended,  necessitates  the  use  of  differences 
in  spot  markets  of  the  South  as  a  basis  for  determining  the  contract 
differences  to  apply  in  New  York.  Numerous  suggestions  w^ere 
submitted  to  the  Bureau,  some  of  which  may  be  briefly  considered. 

PkOPOSED    ESTAHLISIIMENT    of    DIl-l'EKENCES    BV    OPEN    OUTCRY. — OllC 

suggestion  for  establishing  contract  differences  in  New^  York  was  that 
they  should  be  fixed  by  open  outcry  on  the  exchange,  virtually  at 
auction,  at  the  stated  revision  periods,  whether  once  a  month  or 
oftener.  Under  this  plan,  bids  and  offers  w  ere  to  be  made  on  the  floor 
of  the  exchange  by  any  members  interested,  for  even-running  cotton 
of  each  of  the  various  deliverable  grades.  If  sales  were  made,  these 
w^ould  establish  the  differences;  or  if  not,  the  bids  and  offers  w^ould, 
it  was  urged,  provide  a  sufficient  basis  for  establishing  differences 
with  reasonable  accuracy.  Differences  thus  established  by  open  out- 
cry would  hold  until  the  next  revision  date;  the  revision  dates  to  be 
known  in  all  cases  in  advance,  so  that  all  members  of  the  exchange 
would  have  ecpial  opportunity  for  representation  or  participation. 
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This  suggestion  has  been  very  generally  condemned  as  utterly  im- 
practicable, on  the  ground  that  it  would  be  an  extremely  easy  matter 
to  manipulate  differences  under  such  a  system.  The  fundamental 
objection  to  this  system  is  that  differences  so  established  would  be 
based  on  more  or  less  hypothetical  considerations;  that  is,  upon  what 
certain  operators  might  offer  to  buy  or  sell  cotton  at,  and  not  upon 
what  cotton  had  actually  sold  at  in  the  open  spot  market  under 
normal  competition,  which  is  the  basis  in  New  Orleans.  This  objec- 
tion seems  a  vital  one.  It  can  hardly  be  doubted  that  under  such  a 
system  large  operators,  regardless  of  the  justice  or  accuracy  of  their 
views,  would  have  an  influence  much  greater  than  that  exerted  by 
other  members.  It  would  be  a  far  easier  matter  for  operators  to 
manipulate  quotations  on  such  stated  oc^casions,'  when  perhaps  only  a 
limited  number  of  meml)ers  interested  in  the  spot  cotton  business 
would  be  present,  than  it  is  to  manipulate  prices  of  cotton  in  the  spot 
market.  In  such  a  congregation  of  buyers  and  sellers,  a  few  opera- 
tors might  easily  dominate  the  action  of  many  others  who,  for  various 
reasons,  might  not  feel  free  frankly  to  express  their  real  opinions. 

Use  or  averages  of  southern  differences. — Another  suggestion 
which  is  indorsed  by  some  members  of  the  New  York  Cotton  Ex- 
change is  that  the  revision  committee  or  the  superintendent  of  the 
exchange  obtain  the  differences  quoted  in  perhaps  twenty  leading 
southern  markets  in  advance  of  the  meetings  of  the  revision  com- 
mittee, and  that  averages  of  such  differences  be  accepted  by  the  New 
York  Cotton  Exchange  as  the  differences  which  should  apply  on  con- 
tract deliveries  in  that  market.  This  proposition  is  condemned  by 
others  on  the  ground  that  it  is  impracticable  to  use  an  average  of 
differences  quoted  in  southern  markets,  because  of  errors  in  such  quo- 
tations and  because  of  variations  in  types  in  different  markets.  A 
cotton  merchant  at  New  York,  in  discussing  this  point,  said : 

In  the  first  place,  What  is  the  commercial  difference  between 
middling  and  low  middling?  What  is  the  prevailing  difference 
in  the  southern  markets?  'N'Miat  was  it  this  last  season?  The 
New  York  Cotton  Exchange,  before  this  revision,  addressed 
letters  to  several  of  the  exchanges  in  the  South,  asking  them  for 
types  and  official  quotations  covering  differences  between  mid- 
dling and  the  lower  grades.  Nearly  all  the  answers  were  that, 
in  the  first  place,  they  had  no  types,  and,  in  the  second  place,  the 
differences  changed  so  much  that  they  could  not  establish  same 
except  from  day  to  day.  That  is  what  I  contended  all  the  time. 
People  say  the  contract  of  the  New  York  Cotton  Exchange  is  not 
in  line  with  the  commercial  differences.  I  have  never  yet  been 
able  to  get  any  definite  answer  from  anybody  as  to  what  a  com- 
mercial difference  really  is.  In  other  words,  I  have  been  down 
South  myself,  and  I  have  looked  at  lines  of  cotton  in  Memphis, 
and  I  said  to  the  factor,  "  What  do  you  call  the  grade  of  this  cot- 
ton ?  "    He  would  reply,  "  Low  mid(iling."    "  Well,"  I  said  to  my- 
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5clf  at  oncns  "  Tht'-^e  people  tlown  liore  call  low  Tnidcllinn:  anything 
ihiU  is  not  niiddling/-  Now,  that  cotton*  as  a  mattef  of  fa  (it,  ran 
1 1  own  Ui  onlinary.  Cotton  that  could  not  Ix^  dtdiverod  on  the  New 
York  fontrat't,  that  factor  called  it  low  niiddling.  Is  it  surpris- 
injs:,  theref*>re,  tliat  in  quoting  low  mid  filing  in  Memphis  they  say 
it  is  i300  points  off  micIdUng  <Iown  there*,  when  here  m  New  York 
[^  the  low  middling  staiidnnfis  such  that  low  middling  can  easily 

Ik*  :>old  at  a  half-cent  below  middling?  In  otlmr  words,  as  long 
as  we  have  no  uniform  American  standards  and  no  uniform  quo- 
tations in  the  southern  markets  for  the  higlier  or  lower  grades, 
it  is  ahsolntely  impossible  for  the  Now  York  market  to  claim  that 
^  it  can  establish  commercial  ditTerenccR  at  a  revision,  because  no 

f  2  men  out  i>f  100  will  agree,  in  the  iii*st  place,  on  what  is  low 

nnddling,  anil  in  the  second  place,  what  it  is  worth  in  the  differ- 

P(?nt  southern  naarkets. 
While  the  above  statement  seems  to  exaggerate  the  divergence  in 
ideas  as  to  grade  in  southern  markets,  it  must  be  admitted  that  this 
oVijection  has  nome  force.  There  undoubtetUy  is  a  decided  lack  of 
uniformity  in  the  so-called  standards  or  types  in  many  southern  mar- 
kets, and  this  n^  a  consideration  which  would  have  to  be  taken 
account  of  if  averages  of  southern  quotations  were  adopted  by  New 
York  as  the  proper  basis  for  determining  contract  diiferences.  •  It 
I  seems  probable,  however,  that  this  ditficulty  could  be  largely  over- 

come by  the  exercise  of  reasonable  care.  Errors  due  to  variation  in 
types  should  tend  to  counteract  each  other  in  case  a  considerable  num- 
ber of  markets  were  used  in  making  up  the  average,  and  it  would  be 
entirely  proper  to  exclude,  in  making  up  such  averages,  the  quota- 
tions of  the  few  markets  which  maintain  standards  radically  differ- 
ent from  those  of  the  leading  centers. 

Errors  in  quoting  actual  prices  in  a  given  market,  however,  are  a 
more  serious  matter.  Investigation,  as  already  noted,  shows  that  in 
some  southern  markets  quotation  committees  have  failed  at  times  to 
appreciate  the  great  responsibility  placed  upon  them,  and  have  per- 
formed their  duties  in  a  careless  or  perfunctory  manner.  However, 
many  members  of  the  New  York  Cotton  Exchange  conduct  extensive 
operations  in  spot  cotton  in  different  markets,  and  are  in  a  position 
to  know  with  approximate  accuracy  the  real  values  of  the  various 
grades.  By  using  such  information  in  connection  with  prices  from 
markets  wdiere  quotation  committees  are  careful  to  determine  actual 
selling  prices,  it  should  be  possible  to  arrive  at  average  differences 
which  w^ould  prove  reasonably  satisfactory.  In  any  such  averages  of 
southern  prices,  however,  it  is  important  that  only  , representative 
markets  be  selected.  As  just  suggested,  it  Avould  be  particularly  neces- 
sary to  exclude  quotations  toward  the  end  of  the  crop  year  from  cer- 
tain markets,  Avhere  only  scattering  transactions  occur  at  that  time. 
In  making  up  such  an  average,  it  probably  would  be  desirable  also  to 
make  some  allowance  for  the  relative  volume  of  spot  business  trans- 


PROPOSED   USE   OF   SOUTHERN   DIFFERENCES  AT   NEW   YORK.       347 

acted  in  the  respective  markets.  It  is  hardly  probable,  however,  that 
anything  like  a  true  average,  allowing  each,  market  a  weight  corre- 
sponding exactly  to  the  volume  of  business,  need  be  computed;  in- 
deed, even  a  simple  average  of  the  respective  markets  without  any 
regard  to  the  volume  of  their  business,  provided  discrepancies  in 
grade  standards  were  allowed  for,  should  be  a  very  close  approxima- 
tion to  the  real  differences  for  the  cotton  market  as  a  whole. 

Proposal  for  ascertaining  southern  differences  by  paid  agents 
OF  the  New  York  Cotton  Exchange. — To  meet  objections  to  the 
use  of  averages  of  southern  quotations,  either  on  account  of  their 
alleged  untrustworthiness  or  on  account  of  known  disparities  in  local 
classifications,  the  suggestion  has  been  made  that  the  New  York 
Cotton  Exchange  station  its  own  agents  in  several  leading  southern 
markets  for  the  purpose  of  securing  accurate  and  reliable  quotations 
upon  uniform  standards.  Under  this  plan,  an  attempt  would  be  made 
to  secure  as  such  agents  expert  judges  of  cotton.  Such  agents 
would  be  provided  with  duplicates  of  the  official  standards  of 
the  New  York  Cotton  Exchange.  These  experts  would  then  he  re- 
quired to  report  periodically  the  prices  at  which  cotton  exactly  cor- 
responding to  these  New  York  types  was  sold  in  the  respective  mar- 
kets.which  they  covered;  these  prices  to  be  telegraphed  on  to  New 
York  and  there  used  by  revision  committees  in  establishing  contract 
differences.  In  fact,  it  was  suggested  that  under  this  plan  the  revision 
committee  could  be  abolished  and  that  the  superintendent  of  the  ex- 
change could  strike  averages  of  the  differences  reported  by  such 
experts,  these  averages  to  be  the  official  differences  of  the  New  York 
Cotton  Exchange  for  settling  deliveries  on  contract.  If  this  plan 
were  adopted,  however,  it  would  seem  that,  instead  of  taking  a  simple 
average  of  such  quotations,  some  allowance  should  be  made  for  the 
relative  importance  of  different  markets,  in  the  manner  already  sug- 
gested, and  this  might  necessitate  the  expert  judgment  of  a  revision 
committee. 

There  is  much  to  be  said  in  favor  of  the  employment  of  such  sala- 
ried experts  in  southern  markets  by  the  New  York  Cotton  Exchange. 
Objection  has  been  raised  that  such  paid  agents  might  easily  become 
subservient  to  a  few  large  operators,  and  particularly  so  because,  be- 
ing stationed  at  the  South,  they  could  not  be  so  readily  supervised  as 
if  they  were  in  New  York,  or  as  are  the  local  committees  of  southern 
exchanges.  Against  this  objection  there  is  to  be  placed  the  fact  that 
other  motives  of  self-interest  which  enter  into  the  action  of  revision 
committees  under  the  present  system  would  be  entirely  removed,  since 
such  paid  agents  would,  of  course,  be  prohibited  from  dealing  in 
cotton  in  any  way  whatever. 

The  plan  obviously  leaves  a  great  deal  to  the  discretion  of  the  ex- 
perts thus  employed.  At  the  same  time,  since  these  experts  would  lie. 
43225— H.  Doc  949,  60-1 24 
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familiar  with  the  types  of  the  New  York  Cotton  Exchange,  the  prices 
reported  by  thcDi  should  l^e  much  more  satisfactory  as  a  basis  for 
det(^rmining  contniet  diffLTenccs  for  the  New  York  market  than  are 
the  quotations  ordinarily  ijublishetl  by  southern  markets,  since  in  the 
latter  case  it  is  necea^^ary  to  reconcile,  as  far  as  possible,  divergences 
in  Itjcal  cln  SSI  fixations. 

One  member  of  the  cotton  exchange  who  advocated  the  employment 
of  such  paid  agents,  it  should  l^e  stated,  contemplated  that  under 
such  a  system  prices  would  he  reported  by  thest!  agents  daily,  or  as 
often  as  changes  ciceurred  in  the  southtM-n  markot^s  and  that  the  con- 
tract differences  in  New  York  based  upon  tliesc  i>rices  would  also  be 
changed  whenever  a  change  was  thus  indicated  in  the  commercial 
differences*  This,  it  will  be  seen,  comes  very  near  to  transplanting 
the  conimercial'diffei-ence  system  in  its  entirety  to  the  New  York 
market.  It  differs  only  in  that.,  insteatl  of  taking  the  differences  in 
the  local  market  alone,  an  average  for  several  markets  would  be  used, 
and  furthermore  this  average  would  be  bused  upon  prices  quoted  by 
agents  of  the  New  York  Cotton  Exehange  familiar  with  its  types. 
While  much  may  Ik*  said  in  fa  vol*  of  sucti  more  nearly  complete 
application  of  the  eommereial-differenee  system,  it  is  not  generally 
favored  by  members  of  the  New  York  Cotton  Exchange,  who,  as 
already  sIkiwh.  t*nnl<*nd  tlial  clianges  in  dillVrences  should  be  made 
only  at  stated  periods.  The  plan  of  ascertaining  commercial  differ- 
ences through  such  paid  agents  would,  however,  be  equally  applicable 
if  the  revisions  of  differences  were  made  only  at  intervals,  say,  of  a 
month  or  a  week. 

Section  4.  Proposal  for  making  contract  differences  permanent. 

In  contrast  with  the  various  suggestions  for  more  frequent  revi- 
sions of  differences  based  on  the  commercial  differences  of  southern 
markets  a  considerable  number  of  members  of  the  New  York  Cotton 
Exchange  and  of  merchants  in  other  parts  of  the  country  advocate 
abolishing  the  revision  committee  and  changes  in  differences  alto- 
gether, and  fixing  differences  between  grades  for  settlement  of 
contract  deliveries  once  for  all.  This  proposition,  which  a  few  years 
ago  was  condemned  by  nearly  all  members  of  the  New  York  Cotton 
Exchange  as  impracticable,  has  been  steadily  growing  in  favor  in 
that  market,  until  it  is  now  indorsed  by  a  fairly  large  minority  of  the 
exchange.  The  chief  argument  in  its  favor  is  that  it  would  forever 
do  away  with  the  factor  of  self-interest  on  the  part  of  revision  com- 
mittees, and  thus  eliminate  one  of  the  great  evils  of  the  periodic-dif- 
ference system.  Instead  of  leaving  the  trade  at  the  mercy  of  the 
whims  or  incompetence  of  a  revision  committee,  it  is  urged  that  all 
would  be  placed  on  an  equal  footing,  and  that  in  case  the  differences 
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fixed  did  not  at  any  given  period  correspond  with  the  commercial  dif- 
ferences in  the  open  market  both  buyers  and  sellers  would  have  a 
remedy  in  increasing  or  decreasing  the  discount  in  the  contract  price 
to  correct  any  discrepancy.  The  diflFerences  being  fixed,  it  is  argued 
that  the  contract  price  would  adjust  itself  or  be  adjusted  as  a  result 
of  the  operation  of  such  factors  as  weather  conditions,  demand  and 
supply,  and  a  score  of  others  that  need  not  be  mentioned,  and  that  in 
the  process  of  such  adjustment  everyone  would  be  put  on  an  equal 
basis  as  far  as  the  rules  of  the  exchange  were  concerned. 

Two  plans  for  permanent  diflFerences  have  been  suggested.  One  is 
that  absolute  diflFerences  between  middling  and  the  other  grades  shall 
be  established,  and  the  other  is  that  all  grades  other  than  middling 
shall  be  valued  at  a  fixed  percentage  of  the  value  of  middling.  Under 
a  system  of  permanent  diflFerences  of  absolute  amount,  of  course,  there 
would  no  longer  be  what  might  be  called  a  normal  parity  between  the 
contract  price  and  the  price  of  spot  middling  cotton,  but  the  margin 
Ix^tween  these  two  prices  would  be  constantly  subject  to  fluctuation, 
both  from  season  to  season  and  from  month  to  month  or  from  day 
to  day  during  any  given  season,  as  a  result  of  changes  in  any  of  the 
numerous  conditions  which  influence  commercial  diflFerences. 

The  principal  argument  in  favor  of  permanent  diflFerences  is  well 
illustrated  by  the  following  excerpt  from  a  statement  by  a  merchant 
in  the  Boston  market : 

If  it  were  possible  to  arrange  the  gi-ade  diflFerences  exactly  in 
accord  with  commercial  values,  we  think  the  diflficulty  would  l)e 
solved;  but,  for  many  reasons,  w^e  are  convinced  that  it  is  not 
possible.  The  suggestion  has  been  made  that  the  average  of  spot 
(|uotations  in  a  number  of  southern  markets  might  be  taken,  but 
such  quotations  can  not  always  be  relied  upon  as  genuine.  If, 
then,  a  revision  can  not  be  made,  say,  every  sixty  days,  absolutely 
based  on  real  commercial  values,  w^e  think  it  best  to  abandon 
retrmou  entirely,  as  has  been  suggested  by  some.  The  committee 
should  not  be  jxirmitted  to  guess  at  what  the  difl['erences  are  to  be 
for  ten  months  in  advance. 

Ix»t  the  differences  be  fixed  as  nearly  as  possible  to  accord  with 
connnercial  values  in  a  normal  year  (or  an  average  of  years),  and 
let  these  differences  remain  fixed.  Have  them  incorporated  in 
the  by-laws  of  the  exchange,  if  need  bc^,  in  such  manner  that 
they  can  not  be  changed  except  on  long  notice  in  advance. 

This,  you  may  say,  would  not  insure  the  stability  of  the  rela- 
tive value  of  the  contract,  *  *  *  as  with  a  high-gi'ade  crop 
contracts  would  be  worth  relatively  more  than  with  a  low-grade 
crop.  But  the  grade  of  a  crop  may  l)e  as  well  known  to  one  man 
as  to  another,  and  we  think  the  trade  would  readily  adjust  its 
ideas  as  to  basis  and  there  would  be  no  other  risk  than  is  inevi- 
tably connected  Avith  any  business  transaction  involving  the  ques- 
tion of  futurity.  At  all  events,  w'e  think  it  would  he  far  prefer- 
able to  have  this  risk  depend  upon  natural  causes  than  on  the 
whims  of  a  committee. 
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PeKMANENT  DlFtTCRENCrEB  Ui^ED  c>K  NeW  YuUK  CoFFEE  ExCflANaE- 

III  support  of  this  j^ropositioii,  much  streHs  is  hi  id  upon  the  fact  that 
mmiy  years  a  pro  t\\v  Now  York  C'tjiftH*  Exchange  adoptcil  precrsoly 
Biich  u.  plan  Ut  govern  future  dealings  in  the  coffee  market,  and  has 
continued  it  to  the  pi"esejit  time*  The  rule  for  revdsioiiii  of  differences 
Wtween  the  various  grades  of  cofft^^  was  aiwlisshed,  and  differences 
i>etween  No*  7,  the  basis  grade,  and  other  gradc-s  were  arbitrarily 
established  on  a  scale  which  provided  for  successive  differences  of 
orie-lialf  cent  between  the  various  grades  above  and  Ijelow^  No,  7, 
resjK^etively.  It  is  elaiine<l  by  advocates  of  pennaneut  differences  that 
this  system  has  worked  veiy  satisfnctorily  on  the  New  York  Coffee 
Exchange. 

A  Juenjber  of  the  New  York  Cotton  Exchange  who  advocates  a 
|>ermanent-differeiice  sys^tcni,  in  referring  to  the-  operation  of  that 
systeui  on  the  coffee  exchatige,  said : 

We  have  had  qinU^  r(>risi(h*raljle  experience  in  c<dree,  and  we 
had  the  same  troubh^  iti  eutfee  years  ago  that  we  are  now  having 
In  cotton.  We  had  tliesc*  fre<|ueut  cinnij^es*  I  reineiuher  that  ai 
one  time  we  brought  over  coffee  ami  tlic  coffee  mai^ket  in  New 
York,  while  not  uc*tually  coi'nered,  was  at  a  eojoparatively  high 
price, comparatively  speaking,  with  the  rest  of  the  markets  of  tlie 
world.  Wc  iKJUgiit  4,000  bags  of  coffee  in  Havre,  predicating 
till'  iiMjHH  1  jitirMk  i>n  till"  difrert'nrcs  *«\istinL'  in  Xi^vv  "N^uk  n\  tin* 
time  we  bought  the  coffee.  When  the  coffee  arrived  they  immedi- 
ately changed  the  differences  to  such  an  extent  that  instead  of 
making  money  out  of  it  we  lost  heavily.  There  were  fights  all 
the  time  on  tlie  coffee  exchange  for  years  and  years — and  the  New 
York  coffee  market  was  a  small  nuirkct  as  compared  with  the 
rest  of  the  world.  There  was  ver}^  little  stock  hyre,  and  the  mar- 
ket at  times  was  liable  to  these  nuinipulative  tactics,  to  corners 
and  depressions,  quite  unreascmable  and  uncalled  for.  The  New 
York  Coffee  Exchange  finally  established  fixed  differences  be- 
tween the  grades,  allowing  so  nuR'li  on  or  oft'  ea(;h  grade  as  com- 
pared with  No.  7,  or  rather  so  much  on  for  each  grade  above  No. 
T  and  so  nnich  off  for  each  grade  below"  No.  7.  That  has  been  in 
practice  now^  for  upward  of  fifteen  years,  roughly  speaking,  and 
the  consequence  is  that  the  stock  of  coffee  to-day  in  NeW'  York  is 
by  far  the  largest  stock  of  any  coffee  market  in  the  w^orld.  We 
hold  at  the  present  time  fronr  8,500,000  to  4,000,000  bags  of  cof- 
fee, with  the  consunq)ti()n  of  the  United  States,  say,  ()00,000  bags 
per  month.  We  hold  this  stock  all  the  time  Avithout  the  least 
difficulty;  can  borrow^  money  on  it  at  any  time;  can  deliver  it  at 
any  time,  and  there  is  absolutely  no  difficulty  in  holding  these 
millions  and  millions  of  bags  of  coffee;  that  is,  as  a  banking 
proposition.  Now,  it  relieves  the  ])ro(lucer  immensely  to  have  a 
market  which  is  willing,  at  a  certain  price,  to  hold  that  coffee 
out  of  the  market;  and  it  relievos  the  ('onsumer  tremendously 
on  the  other  hand  because  he  knows  that  he  can  allow  his  stock, 
if  he  does  not  believe  in  the  price  of  coffee,  to  run  down  to  prac- 
tically nothing,  and  that  he  can  within  from  twenty-four  to 
forty-eight  hours  replenish  it  from  the  port  of  New  York, 
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On  the  other  hand,  there  is  reason  to  believe  that  the  system  is  not 
an  equitable  one  and  that  it  may  have  contributed  materially  to  the 
domination  of  the  spot  coffee  market  by  a  very  limited  number  of 
concerns  of  great  wealth.  The  fact  of  such  domination  of  the  New 
York  coffee  market  can  not  be  disputed. 

The  Bureau  has  not  attempted  to  investigate  the  merits  of  these 
opposing  views  as  to  the  permanent-difference  system  employed 
on  the  New  York  Coffee  Exchange  because  the  coffee  trade  is  essen- 
tially different  in  character  from  the  cotton  trade.  In  the  first  place, 
coffee  can  he  graded  by  specific  rules,  and  thus  what  has  been  one  of 
the  greatest  sources  of  difficulty  in  the  cotton  trade  is  eliminated  in 
the  case  of  coffee.  In  the  second  place,  coffee  is  used  for  almost  a 
single  purpose,  as  a  beverage,  and  substantially  under  the  same  con- 
ditions everywhere,  whereas  cotton  is  put  to  a  great  variety  of  uses. 
Owing  to  these  and  other  considerations,  the  effect  of  permanent  dif- 
ferences upon  the  coffee  trade  can  not  be  regarded  as  necessarily  rep- 
resentative of  the  effects  of  that  system  if  transplanted  to  the  cotton 
business.  Moreover,  as  shown  later,  there  are  fundamental  objections 
to  permanent  differences. 

Relative  spinning  values  of  various  grades  of  cotton. — The 
system  of  permanent  differences  especially  on  a  percentage  basis  is 
defended  by  arguments  that  the  relative  values  of  the  various  grades 
from  a  spinning  standpoint  are  substantially  constant.  This  con- 
tention was  advanced  by  a  spinner  of  Boston  as  follows: 

There  is  a  commercial  spinning  difference  between  each  grade 
of  cotton,  and  these  differences  should  be  recognized  and 
adopted  for  all  time  instead  of  changing  from  timv*  to  time  for 
speculative  purposes.  There  is  a  value  to  every  grade  of  cotton 
in  spinning.  We  make  entirely  knit  goods.  When  we  were 
making  cloth  I  experimented  a  good  deal  on  different  grades  of 
cotton  to  find  out  their  value.  I  could  use,  say,  Ioav  middling, 
strict  low  middling,  and  middling  cotton,  and  I  made  a  great 
many  tests  to  see  what  the  difference  in  value  was  for  spinning 
purposes.  *  *  *  The  difference  does  not  change  so  far  as 
the  mill  is  concerned.  The  difference  changes  as  far  as  the  sell- 
ing value  is  concerned.  It  does  not  change  as  far  as  the  value 
to  the  mill  is  concerned,  but  it  changes  because  certain  mills  can 
not  use  anything  but  cx^rtain  grades.  Of  course,  that  difference 
would  have  to  be  a  percentage;  it  could  not  be  a  fixed  difference 
of  so  much  a  pound,  because  when  cotton  is  10  cents  a  ]K)und, 
we  will  say,  the  difference  between  the  two  grades  would  be  a 
half  cent  a  pound;  when  it  is  20  cents  a  pound,  it  has  to  be  a 
cent. 

This  assertion  that  there  is  a  substantially  constant  relative  value, 
from  a  spinning  standpoint,  between  the  various  grades  of  cotton  is, 
on  the  other  hand,  vigorously  disputed;  and,  whether  this  contention 
\)e  true  or  not,  the  important  fact  remains  that  the  relative  market 
prices  of  the  various  grades  are  anything  but  constant.     Were  tANft. 
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contention  true,  tln>  logical  result  apparently  sslionld  be  n  correspond- 
ingly  con.staiit  relation  l>etween  nnirket  prk'es,  si  nee,  if  low  middling 
eott<>n  were  wortfi  IK)  per  i-ent  of  the  value  of  middling  from  a  spin- 
ning ij^tandpoint,  the  moment  the  priee  of  low  middling  fell  below 
*K>  fjor  cent  of  the  priee  of  middling  it  would  be  expected  that  spinners 
wiiiihl  stop  I>nyin|i:  nnddling  iiml  purclmse  low  middling.  A  small 
margin  would  hiive  to  1k^  allowed  for  the  fact  thut  cl ringing  from 
one  grade  to  another  involves  some  expense;  but,  alhnving  for  this 
margiiu  if  wordd  i>e  expected  that  the  rule  would  hfihh  It  is,  how- 
ever, unnecessary  to  enter  into  an  extended  discussion  of  this  point, 
sinct*,  as  previously  stated,  ctitton  exchanges,  instead  of  dealing  with 
a  theory*  are  eonf routed  by  the  absohile  fact  that  dift'erences  between 
gnnies  are  subject  to  a  considerable  measure  of  H  net  nation. 

In  discussing  the  quefstion  of  relative  spinning  value,  a  member 
of  the  New  York  Cotton  Exchange  said : 

I  think  that  is  [>roi)erIy  to  be  taken  into  consideration  as  prob- 
ably tlie  most  important  single  element  to  Ix*  considered.  How- 
ever, that  consideratitju  taken  alone  would  not,  in  my  opinion, 
cover  the  wlujle  vt{si\  I  may  illustrate  that  in  this  way:  In  Lan- 
cashire very  great  im}Hirinnce  is  attacheil  to  what  are  called 
"bright"  yarns,  and  the  relative  value  of  briHit  yarns  as  com- 
pared with  dingy  or  otf -colored  yarns  is  very  high.  Now,  when 
ytui  speak  of  spiiming  value,  you  coumionly  mean  the  relative 
penTUtage  of  waste  that  conies  out  of  cotton.  It  is  perfectly 
possible  that  you  may  have  a  difference  of  only  5  per  cent  in 
witste,  and  a  difference  of^'if)  per  cent  in  the  market  value  of  yarns 
in  Lancashire,  owing  to  this  importance  attached  to  bright  yarns. 
Consequently,  it  would  seem  to  me  that  there  is  a  consideration 
that  certainly  ought  to  be  given  some  weight. 

Practicability  of  permanent  differences  based  on  percent- 
AOEs. — p]ven  if  the  various  grades  of  cotton  had  a  fixed  ratio  of  spin- 
ning value  with  respect  to  quantity  and  quality  of  goods  turned  out, 
this  would  not  justify  a  system  of  differences  fixed  in  absolute  amount. 
Instead,  as  suggested  in  the  statement  on  page  351,  it  w^ould  require  a 
system  of  fixed  percentages  of  differences  under  which  the  absolute 
differences  themselves  would  vary  with  the  price  of  middling  cotton. 
For  instance,  while  with  middling  cotton  at  12  cents,  8  cents  off  might 
be  an  eminently  proper  difference  for  good  ordinary  in  some  years, 
it  is  obvious  that  with  middling  cotton  at  5  cents  any  such  difference 
off  for  good  ordinary  would,  except  under  circumstances  Avhich  are 
almost  inconceivable,  be  ridiculously  excessive.  Under  a  system  of 
permanent  differences,  therefore,  very  great  injustice  and  disturbance 
would  certainly  occur  unless  a  percentage  system  w^ere  used.  It 
would  be  far  more  logic^al  to  ])r()vide  that  good  ordinary,  for  example, 
shovdd  at  all  times  be  deliverable  at,  say,  25  per  cent  off  middling, 
resulting  in  an  absolute  difference  of  only  Ij  cents  when  middling 
fell  to  5  cents. 
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There  is  no  doubt  that  permanent  differences  established  on  a  per- 
centage basis  would,  in  the  main,  correspond  much  more  closely  to 
commercial  differences  than  would  permanent  differences  of  absolute 
amount  in  cents  per  pound.  To  this  extent  a  system  of  permanent 
percentage  differences  would  be  less  objectionable  than  permanent 
differences  of  fixed  amount.  But  the  difficulty  is  simply  reduced 
and  not  obviated  by  any  such  percentage  system.  Permanent  differ- 
ences, even  though  based  on  percentages,  would  certainly,  at  times, 
differ  materially  from  the  commercial  differences.  The  least  studj'^ 
of  spot-cotton  prices  will  show  that  the  prices  of  the  several  grades 
do  not  bear  any  fixed  percentage  relation  to  one  another.  A  further 
practical  objection  raised  against  the  percentage  system  is  that  it 
would  involve  numerous  and  complicated  computations  in  settling 
future  transactions. 

Objections  to  permanent  mrFFERENCT.s. — In  fact,  in  whatever  form 
it  might  take,  a  system  of  permanent  differences  would  continue  the 
evil  which  has  been  most  serious  under  the  periodic-difference  system 
employed  in  New  York — that  of  disturbances  of  the  parity  be- 
tween the  spot  and  the  future  price.  It  is  true  that  a"  permanent- 
difference  system  would  do  away  with  the  danger  of  deliberate  abuse 
of  power  for  purposes  of  self-interest  by  members  of  revision  com- 
mittees. Permanent  differences,  however,  Avould  almost  certainly, 
at  times,  show  pronounced  disparities  from  commercial  differences 
similar  to  those  which  have  occurred  under  differences  fixed  period- 
ically by  the  New  York  revision  committee.  Commercial  differences 
are  constantly  changing.  The  application  of  permanent  differences 
to  future  contracts  would,  therefore,  necessarily  result  in  constant 
disturbance  of  the  normal  parity  between  the  contract  price  and  the 
spot  price  of  middling  cotton,  and  under  abnormal  crop  conditions 
this  disturbance  would  Ixicome  exceedingly  marked. 

As  clearly  shown  in  this  report,  this  variability  in  the  relation  be- 
tween the  contract  price  and  the  spot  price  of  middling  robs  hedging 
operations  of  cotton  merchants  of  safety  and  stability.  The  com- 
mercial-difference system  is  designed  to  eliminate,  as  far  as  possible, 
the  element  of  speculative  risk  from  the  operations  of  hedging  mer- 
chants; a  permanent-difference  system  would,  by  its  very  nature,  in- 
troduce enormous  risk  into  such  transactions,  which  are  one  of  the 
most  vitally  important  functions  of  the  future  system.  The  per- 
manent-difference system  is,  therefore,  in  direct  antagonism  to  the 
accepted  idea  of  the  hedging  function. 

A  further  objection  to  the  permanent-difference  system  is  that,  like 
the  periodic-difference  system,  it  would  ct)ntinue  the  tendency  of  the 
New  York  market  to  attract  the  temporarily  undesirable  grades  of 
cotton  rather  than  a  representative  assortment.  lender  a  system  of 
permanent  differences  it  is  obvious  that  at  times  some  grades  would 
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bcs  overvalued  as  compare<1  witli  others.  Consequently,  there  woiild 
be  an  induceoieiit  to  ship  to  a  market  using  the  pennanent-different^e 
system  those  grades  of  rotttju  which  for  the  time  being  were  most 
overvahied;  these,  in*  most  eases,  would  Im*  the  temporarily  undesir- 
fthle  or  surplus  gi-ades.  This  inducement,  however,  would,  as  pre- 
viously explained,  disapi>ear  when  the  readjustment  of  the  contract 
prif^i?  to  the  error  had  lieen  completed/   The  result,  as  already  pointed 

j  out,  would  bo  that  such  markets  would  in  the  main  lend  themselves 

tn  henrish  nianipuhition.  The  fact  that  markets  receiving  only  tem- 
poriirily  uuclesirahle  grades  would  not  attract  spot  buyers  would  also 
t<*ud  to  facililate  such  l>earish  manipulation  of  the  future  price. 

!  A  further  serious  objection  to  permanent  differences  is  that,  unless 

the  system  were  adopted  by  all  markets,  ahrK»rmal  fluctuations  in  the 
contract  price  in  tlie  mai*ket  using  tliat  system  would  frequently 
ivsult  in  distnrliiiig  tlic  normal  relationship  or  parities  among  the 

I  grc^Eit  fnture  markets  themselves.     Thus^  tlie  future  price  at  New 

York,  which  under  normal  conditions  should  rule  somewhat  higher 
than  that  at  New  Orleans,  and  whieli  until  recent  years  did  so  rule 
in  excess  of  the  New  Orleans  contract  price,  might  be  sent — as  it 
*  actually  was  sent  in  the  season  of  196P>-7 — to  a  very  pronounced  dis- 
ooiuit  below  the  Xew  Orleans  contract  price.  Any  such  disturbance 
■  in  wlui<  nvdy  i>e  called  tht*  normal  parity  of  contract  prices  in  the 
three  leading  future  markets  is  clearly  undesirable. 

This  is  particularly  so  because  of  the  premium  which  it  places  upon 
unwarranted  and  artificial  arbitrage  operations.  Ordinarily,  arbi- 
trage operations  result  from  the  fact  that  prices  in  one  market  have 
temporarily  become  out  of  line  with  prices  in  another  market,  so  that 
by  buying  in  the  lower  market  and  immediately  selling  in  the  higher 
market  there  is  an  opportunity  for  reaping  a  quick  profit.  Such  arbi- 
trage operations,  as  they  are  called,  under  ordinary  circumstances,  are 
not  only  proper  but  very  desirable,  in  that  they  immediately  tend  to 
restore  the  normal  relationship  between  the  markets  thus  traded  in, 
and  thus  to  maintain  a  fairly  constant  equilibrium  despite  frequent 
fluctuations  of  a  minor  character.  In  such  operations  veteran  and 
skilled  operators  and  those  of  large  means  have  an  advantage  over 
their  smaller  rivals,  and  to  a  considerable  extent  properly  so,  since 
arbftrage  operations  under  ordinary  conditions  can  be  condi>cted  only 
by  those  in  a  position  to  know  the  conditions  actually  existing  in  dif- 
ferent markets  at  every  moment,  and  who  are  also  in  a  position  to  take 
instant  advantage  of  their  information.  The  possibility  of  large 
gains  in  such  transactions  is,  however,  limited  where  different  markets 
operate  under  similar  conditions,  because  the  disparity  in  prices  be- 
tween them  can  never  become  very  wide. 

Under  a  system  of  permanent  differences  in  only  one  market,  how- 
eveiv  the  disparities  might  be  nuich  wider  and  the  consequent  advan- 
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tage  of  large  and  skilled  operators  thus  artificially  increased.  This 
is  well  illustrated  by  the  tremendous  profits  which  certain  operators 
made  in  arbitrage  transactions  in  the  season  of  1906-7,  when  the 
margin  between  the  contract  price  at  New  York  and  that  at  Liver- 
pool became  extraordinarily  wide.  It  is  true  that  the  operations  in 
question  hardly  deserved  to  be  called  arbitrage  transactions  in  the  or- 
dinarily accepted  sense  of  the  word.  As  just  stated,  the  usual  effect  of 
arbitrage  operations  is  to  counteract  the  disposition  of  prices  in  dif- 
ferent markets  to  diverge  to  an  abnormal  extent,  while  in  such  arbi- 
trage operations  between  the  Liverpool  and  the  New  York  cotton 
markets  in  1906-7  the  effect  was  for  a  time  the  contrary,  namely, 
to  aggravate  such  divergence  by  heavy  selling  of  New  York  con- 
tracts, which  were  sent  to  an  abnormally  great  discount,  and  by 
purchasing  of  Liverpool  contracts,  which  ruled  for  some  time  at  an 
unusual  premium  above  New  York  contracts.  The  fact  that  such 
operations  could  be  conducted  over  a  long  period  on  an  extensive  scale 
is  in  itself  indisputable  evidence  that  something  was  radically  wrong 
with  the  future  system  either  in  one  or  both  of  the  markets.  As  a 
matter  of  fact,  this  abnormal  situation  was  in  considerable  measure 
due  to  the  improper  revision  at  New  York  in  November,  1906,  which 
sent  the  contract  price  in  that  market  to  an  abnormal  discount.  It 
can  not  be  doubted  that  precisely  similar  situations  would  result  from 
the  adoption  of  permanent  differences  by  the  New  York  market 
alone,  since  under  such  a  system  it  is  certain  that  at  times  the  New 
York  differences  would  be  very  radically  out  of  line  with  commercial 
differences. 

Still  again,  the  permanent-difference  system  is  objectionable  in  that 
it  would  certainly  tend  unduly  to  favor  operators  of  large  resources 
as  against  their  smaller  competitors.  Of  course,  under  any  system 
operators  of  great  resources  or  superior  ability  will  have  an  advan- 
tage, by  reason  of  their  means  of  securing  advance  information  of 
crop  conditions  or  because  of  their  superior  skill  in  interpreting  in- 
formation which  is  available  to  all  alike.  Such  operators  are  prop- 
erly entitled  to  a  reward  for  their  superior  ability  or  for  their  pains 
in  securing  information  of  actual  conditions.  It  is,  however,  clearly 
undesirable  and  unjust  to  arbitrarily  create  such  methods  of  trading 
as  will  increase  the  difficulties  under  which  the  mass  of  operators 
labor  in  ascertaining  the  effect  of  conditions  upon  the  contract  price, 
and  thereby  artificially  increase  the  advantage  the  larger  operators 
already  possess.  The  establishment  of  permanent  differences  to 
apply  on  contracts  is  such  an  arbitrary  practice  and  one  the  effect  of 
which  on  the  contract  price  can  unquestionably  be  best  foreseen  by 
large  operators  of  exceptional  skill. 

The  advantage  which  large  operators  would  thus  secure  under  a 
system  of  permanent  differences  is  especially  objectionable  in  thft 


856  COTTON   EXCHANGES — GRABE   DIFFEBENCES. 

caso  of  hedging  transjactions.  As  so  often  stated,  the  object  of  hedg- 
ing is  to  enable  the  cotton  merchant  or  the  spinner  to  avoid  risk 
tiK  to  the  basis  price  of  eotton,  Untler  a  proper  working  of  the  future 
s^ystejn,  all  uieivhants,  wliether  small  or  large,  who  thus  use  the  mar- 
kpt  for  hedging  purposes  are  oqiuilly  protected.  Where*,  however, 
hedging  operations  are  robVied  of  stability,  as  they  must  necessarily 
hv  whrre  ditferences  ap])Hoablt*  o!i  futnre  contracts  become  out  of  line 
with  eomnieiTial  differenees — ^which  of  course  wbuld  almost  con- 
stiintly  ncenr  under  a  pennanent-diff(»renee  system — the  small  mer- 
chant, is  placed  at  a  great  disadvantage  in  hedging  as  compared  with 
his  more  powerfid  and  better  informed  competitors.  To  deliberately 
and  nnnetessarily  inlopt  a  system  whirl i  would  permit  a  few  large 
operators  to  reap  profits  because  of  sufjeritir  facilities  for  forecasting 
the  effet^t  of  arbitrary  differences  upon  the  relationship  between  the 
spot  and  tlie  ct^ntract  prices  clearly  is  imjiist. 

Argnnients  in  favor  of  permanent  clifTtu'ences  are  really  based  upon 
the  assumption  that  commercial  honesty  and  efficiency  can  not  be  ex- 
j>eeled  in  a  degree  snfficiejit  to  pennit  of  the  establishment  of  correct 
comtnen^ial  difl'ei'ences.  In  this  res[>ef't  the  proposal  of  a  permanent- 
differenee  system  must  be  regarded  as  a  weak  evasion  of  the  duties 
of  tlie  exchange.  If,  as  so  frequently  urged,  revision  committees, 
or  quotation  eoniinittt^es.  or  nrhifrators  ai'c  more  or  less  constantly 
biased,  incompetent,  or  dishonest,  there  should  be  no  serions  difficulty 
in  calling  members  of  such  committees  or  arbitration  boards  to  ac- 
count. In  this  connection  it  may  be  justly  charged  against  both  the 
New  York  Cotton  Exchange  and  the  New  Orleans  Cotton  Exchange 
that  free  criticism  of  the  acts  of  officials  and  committees  is  not  en- 
couraged. On  the  contrary,  members  of  the  exchanges  who  desire 
to  institute  reforms,  and  who  have  taken  the  matter  up  in  any  public 
manner,  have  frequently  been  subjected  to  severe  censure  or  dis- 
cipline. This  criticism  particularly  lies  against  the  New  York  Cotton 
Exchange.  By  thus  discouraging  free  criticism  the  exchanges  have 
unquestionably  erected  a  barrier  in  the  way  of  reform  movements. 
If  members  of  a  revision  committee,  or  a  spot  quotation  committee — 
or,  for  that  matter,  any  other  committee — are  openly  accused  or  se- 
riously suspected  of  abusing  their  trust,  there  should  be  no  hesitation 
in  ordering  an  investigation.  If  such  investigation  should  show"  that 
charges  of  this  character  were  unfounded,  this  in  itself  would  go  far 
to  prevent  the  repetition  of  baseless  accusations.  On  the  other  hand, 
should  sucli  investigation  develop  proof  of  improper  conduct,  whether 
carelessness  or  dishonesty,  speedy  punishment  of  the  offender  could 
not  fail  to  have  a  most  salutary  effect.  This  is  the  proper  manner  in 
which  exchanges  should  deal  with  charges  of  improper  establishment 
of  differences.  For  an  exchange  to  resort  to  an  arbitrary  and  un- 
commercial system  of  permanent  differences  is  to  shirk  its  proper 
responsibilities. 
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Section  5.  Conclnsions. 

While,  from  the  discussion  presented  in  this  report  of  the  actual 
working  of  the  present  system  of  periodic  differences  in  New  York,  it 
is  clear  that  the  adoption  of  the  commercial-difference  principle  in  at 
least  its  broad  outlines  is  imperatively  demanded  in  that  market,  it 
seems,  in  view  of  the  arguments  presented  in  this  chapter,  that  some 
modification  of  the  strict  commercial-difference  system  as  at  present 
employed  in  New  Orleans  is  reasonably  justified  in  the  case  of  New 
York. 

^Vliile  a  rigid  application  of  the  commercial -difference  system 
would  demand  that  contract  differences  be  changed  whenever  a 
change  occurred  .in  commercial  differences,  it  is  a  fair  question 
whether  a  system  of  monthly  revisions,  if  faithfully  conducted,  would 
not  result  in  a  reasonable  protection  to  both  buyers  and  sellers,  and 
in  the  maintenance  of  a  substantially  normal  parity  between  the  spot 
and  the  contract  price.  The  fact,  already  noted,  that  New  York  is 
at  a  considerable  distance  from  the  cotton  belt,  thus  subjecting  the 
shipper  of  cotton  to  that  market  to  a  much  greater  risk  of  change  in 
actual  differences  than  he  would  incur  in  the  case  of  a  near-by  market 
like  New  Orleans,  is  entitled  to  consideration,  as  is  also  the  fact  that 
the  New  York  stock  of  cotton  is  ordinarily  carried  for  some  time  in- 
stead of  being  at  once  shipped  out  to  the  trade.  If  differences  were 
subject  to  revision  at  any  time  in  New  York,  there  can  be  no  doubt 
that*occasional  injuries  to  certain  interests  would  occur,  and  it  is  pos- 
sible that  a  system  of  monthly  revisions  carefully  conducted  would 
reduce  injuries  to  as  nearly  a  minimum  as  is  likely  to  be  reached  un- 
der any  system  in  a  market  like  New  York.  As  a  concession  to  the 
peculiar  position  of  New  York,  therefore,  it  may  be  desirable,  at  least 
for  a  time,  to  provide  for  revisions  of  grade  differences  only  once  u 
month. 

Although  such  a  modification  of  the  commercial-difference  system 
may  l)c  permissible  for  the  New  York  market,  it  by  no  means 
follows  that  a  departure  from  a  rigid  application  of  the  commercial- 
difference  system  would  be  desirable  or  warranted  in  the  case  of  New 
Orleans.  Instead,  in  a  great  spot  market  like  New  Orleans,  there  is 
no  doubt  that  the  proper  method  is  to  apply  the  current  commercial 
differences  on  future  contracts,  even  though  these  differences  may 
change  every  day. 

One  serious  objection  to  a  system  of  monthly  meetings  of  the  revi- 
sion connnittee  is  that  when  that  system  was  tried  at  New  York  from 
1888  to  1897  (monthly  meetings  being  held  throughout  the  active 
cotton  season  of  each  year)  the  connnittee  very  generally  failed  to 
revise  differences  in  strict  accordance  with  changes  occurring  in  the 
spot  markets.    This  fact  w^as  clearly  brought  out  in  Chapter  IV.    At 
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that  time,  howL*v(>r,  dmngi^s  in  the  romniorcial  ^lifferonces  were  less 
violent  tlmn  they  hrtve  li(?cii  in  recorit  years,  so  that  this  dii^regurd  of 
cmiinvercial  difrerences  by  the  New  York  coimniittc^*  did  not  mum 
^rious  diirtiirbanee  in  the  parity  lK?twoeti  the  spot  and  the  contract 
prices.  NeverthelesB,  it  m  cdear  that  a  sysiem  of  monthly  meeHtigs 
did  not  insure  proj>er  revi>;ion8*  In  view  nf  tht^  intense  diHsatififae- 
tioii  with  tho  work  of  the  revision  c-ommittt^s  wliirh  has  occurred  in 
r*HH*nt  year!<*  however,  even  anion g-  nit^nihers  of  thi*  New  York  Coftoii 
Exchange  itself,  it  st*eins  reasonahh*  to  hope  that  the  i-emnuption  of 
montlily  meetings  woukl  Ije  aceom|>anied  by  more  faitlifnl  worlc  <m 
the  part  of  IX? virion  conimittees. 

Ill  is  object  shonhl  also  be  furthered  by  the  adoption  of  specific 
rules  defining  the  basis  on  which  difl'erenres  should  be  established, 
instead  of  leaving  the  committee,  as  at  i>rest^nt,  wholly  without  stand- 
ards to  which  it  is  l)ound  to  conform. 

With  i^s[}ect  to  sucli  rules  for  determining  what  the  actual  differ- 
ences aie,  it  seems,  whatever  the  fre<|ueui*y  of  revisions,  that  the 
phin  for  basing  them  on  commercial  diflYuvuces  in  southern  markets, 
as  reporter  I  liy  j>aid  ex[^eits  employed  hy  the  New  York  Cotton 
Exclijingt^  is  among  the  Ix'st  yet  suggested.  The  complete  re- 
^doptioii  of  the  cuinmercial-ditference  system  in  New  York  would 
involve  the  use  of  actual  values  for  the  various  grades  in  that  mar- 
ket, and  it  has  been  shown  that,  owing  to  the  narrowness  of  the  New 
York  sj)ot  market,  such  a  basis  is  impracticable.  Consequently,  the 
use  of  quotations  for  representative  southern  markets  with  proper 
allowance  for  the  relative  importance  of  such  markets  is  altogether 
warranted.  If,  on  account  of  expense  or  other  reasons,  the  employ- 
ment of  paid  agents  is  considered  impracticable,  differences  could 
unquestionably  be  determined  with  reasonable  accuracy  from  the 
published  quotations  of  several  of  the  largest  southern ,  markets, 
making  allowances  for  variations  in  their  ideas  of  classification  as 
well  as  for  their  relative  importance. 

Unquestionably  a  return  to  monthly  revisions  will  be  strongly  op- 
posed by  those  members  of  the  New  York  Cotton  P^xchange  who  at 
one  time  or  another  have  profited  by  the  uncommercial  and  in- 
equitable system  of  infrequent  revisions  now  in  force.  A  system  of 
monthly  revisions  would  at  once  be  condemned  bj^  such  interests  as 
absolutely  impracticable;  but  the  personal  interests  of  such  members 
should  not  I)e  allowed  to  prevail  over  the  general  public  interest. 

As  already  stated,  it  has  l)een  suggested  l)y  some  that  a  return  to 
the  commercial-difference  system  at  New  York,  even  in  modified 
form,  would  really  mean  the  destruction  of  the  New  York  Cotton 
Exchange,  on  the  ground  that  under  that  system  New  York  would 
be  unable  to  attract  and  maintain  a  sufficient  stock  of  cotton  as  a 
reserve  against  its  future  business.     The  basis  of  this  argument  is 
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that  if  grade  differences  were  exactly  in  accord  with  those  in  south- 
ern markets,  New  York  would  not,  in  the  first  place,  be  able  to  at- 
tract cotton,  and,  in  the  second  place,  would  not  be  able  to  hold  it, 
because  it  would  almost  immediately  pass  into  consumption. 

In  answer  to  this  objection,  it  is  contended  by  others  that  New 
York,  on  account  of  its  vast  banking  facilities,  will  always  be  able 
to  attract  surplus  grades  and  thus  to  maintain  a  sufficient  reserve 
against  contracts.  It  is  urged  that  New  York  instead  of  attract- 
ing surplus  grades  on  a  false  basis,  would,  under  the  suggested 
modification  of  the  commercial-difference  system,  receive  them  on  an 
honest  commercial  basis  and  part  with  them  on  the  same  basis. 
Some  claim,  indeed,  that  the  readoption  of  the  commercial-difference 
principle  might  lead  to  the  restoration  of  a  large  spot  business  at 
New  York.  This  is  a  matter  which  need  not  be  considered  here, 
since,  regardless  of  consequences  to  itself  alone,  it  is  the  duty  of  the 
New  York  Cotton  Exchange  to  maintain  correct  commercial  princi- 
ples in  the  rules  governing  its  future  business.  If  the  New  York 
Cotton  Exchange  can  not  exist  under  such  rules,  it  has  no  right  to 
exist  at  all. 

It  may  be  pointed  out,  in  further  answer  to  these  objections,  that 
for  nearly  twenty  years  the  New  York  Cotton  Exchange  operated 
under  the  commercial<lifference  system,  with  opportunity  for  daily 
revision  meetings,  and  that  the  New  York  market  then  did  a  larger 
business  in  spot  cotton  than  it  does  to-day,  while  at  the  same  time  its 
dealings  in  contracts  increased  heavily. 

It  is  true  that  in  the  earlier  period  conditions  were  different  from 
those  now  existing.  For  ten  years  longer,  however,  when  conditions 
were  substantially  similar  to  those  obtaining  at  the  present  time, 
the  exchange  continued  to  do  an  enormous  business  in  contracts,  and 
as  large  a  business  in  spot  cotton,  under  a  system  of  monthly  revisions, 
as  it  has  transacted  under  the  present  system.  The  argument  that 
business  would  be  impossible  under  a  commercial-difference  system, 
therefore,  is  not  sustained  by  historical  evidence. 
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I>lfT(^n3nces.    See    Commereial    differences; 
Errors  in   differences;  Grade   differ^ 
onces;     Periodic -difference    system; 
Permanent-difference  system. 
Bft^cuunt  in  contract  price,  buyers  of  con- 
tracts, effect  on 102-109,140-145 

couditlons  tending  to  Increase 137, 138 

limited  effect  of  conditions 138 

f^jrrection  of  errors  in  grade  differences  by, 

fallacy  of  theory  of 112, 113, 138-147 

*}TTti  rs  in  gmde  diflerences,  effect  on 111-116 

usually  increased  by 114-116 

hmlging  transactions,  effect  of  increase 

on 102-109, 140-145 

Livi^rpooi.  abnormal.  1906  and  1907 134-137 

tiiyvt    Orleans,    instances    of    unusually 
wide- 
spring  of  1907  301, 304 

August,  KK)7 307,308 

■pring  of  1908 309-312 

N(?w  York,  course  of,  1880-1908 149-108 

normal,  rcasons  for 97-98 

rovi.siou  of  Novemljcr,  1006,  alleged  cor- 
rection of  errors  by 138, 139 

Ctillacy  of  theory  of  correction 140 

int!refl,se  following 121-r2ti 

f^hielly  due  to  improper  differences. .  126-132 

other  attcnuptcd  explanations 133-lSi 

looses  due  to 140-147 

g[rlb<rs  of  contracts,  effect  on 108, 109, 275 

Sit  also  Margin  lx;tweeu  spot  and  con- 
tract prices;  Revision  of  November, 
11K)6. 


Ea^c  and  Phenlx  Mills,  n»port  to  New  York 

revision  coimnittee,  November,  1906..      200 

Kmtiry,  11.  C,  quoted 45 

KTTorH  in  differences,  commeruial-dlfference 

system,  effect  under,  limited .....  328-^1 

ermi^piciious  toward  end  of  crop  year. . .  161,162 
cornxition  of,  by  adjusting  contract  price, 

alleged 112, 113, 138, 139 

fallacy  of  theory 140-147 
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Errors  in  differences,  discount  in  contract 

price  usually  caused  by 114-116 

Liverpool,  alleged.  1906  and  1907 312-317 

margin  between  spot  and  contract  prices, 

effect  on 111-116 

New  Orleans,  alleged  existence  of- . .  294,317-322 

specific  instances  discussed 295-?12 

effect  of,  Umited 32^-330 

safeguards  to  prevent, 330,331 

New  York,  instances,  various 157-162 

instances,  1891-18% 158 

instance  in  November,  1903 233 

instance  in  1907 167,168 

instance  in  November,  1906. . .  119-148, 193-233 
parity  between  spot  and  contract  prices, 

disturbance  of  by 111-114 

periodic-difference   system,  more  serious 

and  prolonged  under 233 

premium  in  contract  price  seldom  caused 

by 115-116 

spot-cotton  merchants,  profits  from 260-261 

stock  of  cotton  at  New  York,  alleged 

policy  regarding 251-253 

effect  on 253-260 

surplus  grades,  tendency  to  attract  to 

New  York 254-256,258,259 

See  also  Revision  of  November,  1906. 
Extension  of  certificate  system,  New  York, 

proposed 264,265 

Fixed-difference  system.  See  Periodic-dif- 
ference system;  Permanent-difference 
system. 

F.  o.  b.  transactions,  description  of 105, 106 

parity  between  spot  and  contract  prices, 

importance  to 105, 106 

proposed  use  for  quoting  differences —  333,334 
Future  contracts,  assortment  of  grades  usu- 
ally delivered  on 97-98 

"basis"  character  of 60-62 

basis  contracts,  distinction  from  specific 

contracts  in  relation  to  risk 270,271 

binding  character  of 42-45 

definition  of 36 

development  of  trading  in 55 

form  of,  at  New  York  and  New  Orleans. .  60-61 

legaUty  of 44-45 

New  York  and  New  Orleans  only  Ameri- 
can exchanges  on  which  dealt  in 56 

options,  distinction  from <6-48 

seller's  option  as  to  date  of  delivery 99-100 

surplus  grades  usually  tendered  on 98-99 

tenders  on,  increase  at  New  York 263-265 

See  aUoQT&dc  differences;  Hedging  trans- 
actions; Prices  of  future  contracts, etc. 
Future  system,  characteristics  ofconmiodl- 

ties  adapted  to 37-39 

cotton,  adaptability  to 37-39 

cotton  trade,  origin  in 39-42 

hedging  by  means  of 48-54 

insurance  against  risks  by  means  of 48-54 

speculation,  importance  of 54-55 

Galveston  Cotton  Exchange,  communica- 
tion to  New  York  revision  committee,  • 

November,  1906 198 

method  of  quoting  cotton  prices 94 

43225— H.  Doc.  049,  60-1 25 
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Georgia  Cotton  Company,  report  to  New 
York  revision  committee,  November, 

1906 200 

Good  middling  cotton,  commercial  differ- 
ences at  time  of  revision  of  November, 
1906 217 

commercial  differences  in  southern  mar- 
kets, fall  of  1906 117, 118 

commercial   differences,    September   and 

November,  1907 165,167 

comparison  of  differences  for.  New  York 

and  New  Orieans,  1890-1908 158, 184-192 

difference  fixed  by  New  York  committee 

in  1903,  complaint  regarding 234-238 

differences  for,  at  New  York  and  southern 

markets.  1905-1908 126,128 

error  in  difference  for,  at  New  York,  1891.  158, 150 

1903 162 

Good  ordinary  cotton,  commercial  differ- 
ences at  time  of  revision  of  November, 
1906 216,217 

commercial  differences  in  southern  mar- 
kets, fall  of  1906 117, 1 18 

commercial   differences,    September   and 

November,  1907 165, 167 

comparison  of  differences  for.  New  York 

and  New  Orleans,  1890-1908 158, 160 

difference  fixed  by  New  York  committee, 

November,  1906 120 

differences  for,  at  New  York  and  southern 

markets,  1905-1908.. 126-128 

at  New  Orleans,  1890-1908 186-192 

disparity  in  differences  for,  conspicuous . .      169 

errors  in  differences  for,  at  New  York,  1893- 

1896 160 

in  1906 216 

other  instances 157-163 

New  Orleans,  alleged  error  in  differences 

for,  September,  1907 305 

changes  in  differences,  March  and  Sep- 
tember, 1906 298 

Grade  differences,  arbitration  committee  on 

classification,  New  Orleans,  duties  of.       85 

arbitrators,  duties  in  relation  to,   New 

Orleans 82, 83 

See  also  Arbitration  of  cotton. 

commercial  values  proper  basis  for  deter- 
mining   284-288 

committee  on  spot  quotations.  New  Or-   * 
leans,  duties  of 79-81,84-85 

definition  of 62 

Liverpool,  method  of  establishing 91-93 

margin  between  spot  and  contract  prices, 

relation  to.  New  York,  1890-1908....  157-171 

New  Orleans,  method  of  establishing. .  68,79-85 

New  York  and  New  Orleans,  comparison, 

1889-1907 157-162,184-190 

New  York,  method  of  establishing,  de- 
scribed   85-91 

percentage  adjustment,  permanent,  pro- 
posed for  New  York  contracts 352,353 

objections  to 353-356 

permanent,  proposed  for  New  York  con- 
tracts   348-353 

objections  to 353-356 
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Om^le  dllTerifneefl,  Hak  of  RtH'tTintlons  in. 

Ivr^fN!  rty  tjomc  Ijj  m*"rt'JMint 104, 105 

aplniiJng  valin^A  of  cotton,  n-liiHon  to. . .  351-352 
(ipoT-rotton  ijuflm'A^H  allf'gt^il  UH'  of  fixed, 

[ti.... ,, 283,284 

S€f  also  Revislcm  of  Kovtiuil^T,  1906;  Er^ 
porv  In  (llfTeivnofui;  Ct^mtitprt- lal-dffler- 
Hioe  B3»t4?m;  CojRroflTdfll  differ- 
^siKx»;  PpriCMJieHdilforen<>(>  system. 
Grndf^H  of  cottaOt  iK*s«irtm*Qt  usiiuUy  deliv- 
ered on  eontiwrts.  *........ 07-08 

caufWJ!  of  ^arlatloQ  tn  quHHty 62-63 

doUvcrable  Ln  lieu  of  mi^Mimg. ,. 62 

difficulty  In  dele rmlning..... 64-66 

nanififi  of 63-64 

New  Ofiiwna,  mttge  dpllvt»mh|*'  on  con- 

tiw?U<.,i-,.,-....<-. *,....  61-62 

lyp«*8  oi 66 

Npw  York,  mngi*  djpMvflwbl**  on  tiontracts.  71-72 

type^  ol.. 73 

(ia)r>!i  of  spot  cotton  on  li<Ls|a  of  offidai 

grtnif^s 70 

splnDlTjg  vaitics  in  E^la  Uon  to  ilLtf erences .  351 ,  352 
ffurplite,  chlf^fly  tendetv^  on  future  con- 

twctft ,. 98-09 

titig»d(Uidflt«lTted«ott<Hide«rii1)ed 64 

lypiHi  of. 66,73 

Onuspf  *  Co.,  Slpgfrti*dt  f^oinntnnluatlon  to 
Nffw  York  nMsioxi  oominfttee,  No-  • 
vurnber,  IfltW 203,204 

Huwley.  F.  K.^coinmtmieatlrm  to  New  York 

revision  committee,  Noveml)er,  1906..      209 
Ileath,  M.  C,  communication  to  Now  York 

revision  committee,  November,  190(i..      209 
Hedging   transactions,   cotton   exchanges, 

faciUties  for 59 

description  of 48-54 

illustrations  of 49-53 

importance  of 53-54 

New  Orleans  Cotton  Exchange,  superior- 
ity for 178, 179 

parity  bc»tween  spot  and  contract  prices, 

importance  of 102-109 

permanent  diffen^nces,  injurious  effect  of  353. 356 
revision  of  Noveml>er,  190«»,  losses  on,  due 

to 140-145 

transfer  of  hedges  from  New  York  re-  , 

suiting 147-148 

See  also  Bu>ing  hedges;  Selling  hedges. 
Hooper,  R.  IL,  &  Co.,  communication  to 
New  York  revision  committee,   No- 
vember, 1906 210 

House  of  Representatives,  resolution  con- 

ceniing  investigation 35 

Houston  Cotton  Exchange,  commercial  dif- 
ferences existing  in  fall  of  1906 117, 118 

communication    to    New    York    reAision 

committee,  November,  1004» 199 

method  of  quoting  cotton  prices 94 

Hubbard,  S.  T.,  statement  of 1('»8 

India,  alleged  effect  of  large  crop  In,  1906 134 

Inman,  Akers  &  Inman,  report  to  New  York 

re\ision  committee,  Noveml>er,  1906..      200 
Inspection  bureau,  New  York  Cotton  Ex- 
change    70-70 
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Inspection  fund  of  New  York  Exchan^B 77-78 

Investigation,  scope  of 36,36 

Irwin  p.  Wiiliar.  case  cited 44 

JTudson,  W.  H.,  communication  to  New 
York  revision  committee,  November, 
1906 208 

King,  William  v.,  letter  of 196 

I^amar,  L.  &  E.,  zeport  to  New  York  revision 

committee,  November,  1906 200 

Legality  of  future  contracts 44-45 

Lesser-Goldman  Cotton  Company,  report 
to  New  York  revision  committee,  No- 
vember, 1906 199 

little  Rock  Board  of  Trade,  method  of 

quoting  cotton  prices 95 

report  from,  to  New  York  revision  com- 
mittee, November,  1906 199 

Liverpool,  future  trading,  origin  of 41-42 

Liverpool  Cotton  Association,  arbitration 

of  cotton,  result  of  appeals  from 324 

method  of 91-93 

alleged  abuses 312-317 

classification  of  cotton,  methods  of 92 

delivery  dates 99-100 

discount  in  contract  price,  abnormal,  1906 

and  1907. 134-137 

disparity  between  prices  for  spot  month 

and  distant  deliveries 313-316 

grade  differences,  method  of  establisldng.  91-93 

manipulation  of  differences,  alleged 312-317 

margin  Ix^tween  spot  and  contract  price, 

1904-1908 135. 136 

disturbances  in 136. 137 

staple  length,  allowances  for 93, 13(i,  313 

tenders  of  cotton  on  contract 2(M 

Loans    on   cotton,    alleged    advantage    of 

periodic-differehce  system  regarding  280-282 
Loeb,    Herman,    communication    to    New- 
York  revision  committee,  Noveml)er, 

1906 199 

Losses  of  cotton  merchants  and  others  due 

to  revision  of  Noveml)er,  1906 141-147 

Low  middling  cotton,  commercial  differ- 
ences at  time  of  revision  of  November, 

190<> 215, 216 

commercial  differences  in  southern  mar- 
kets, fallof  190(i 117,118 

alleged  inaccuracy 217-220 

commercial    differences,    Septem])er   and 

Noveml)er,  1907 165, 167 

comparison  of  differences  for.  New  York 

and  New  Orleans,  1890-1908 158, 184-192 

difference   fixed   by   New   York  revision 

committ*^,  November,  1906 120, 196, 197 

differences  for,  at  New  York  and  southern 

markets.  H)05-1908 126, 127 

errors  in  differences  for,  at  New   York, 

1893-1895 160 

in  1906 119-121, 215-216 

other  instances 1.57-163 

error   in    diffen'nees   for,    New    Orleans, 

SeptemVH>r,  1907 305-308 
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Low  middling  cotton, changes  in  differences, 

March  to  September,  1906,  New  Orleans      298 
September,  1907 305 

ItlcFadden,  G.  II.,  letter  of,  concerning  New 

York  stock  of  cotton 257 

comment  on,  by 238 

McFadden,  G.  H.,  A  Bro..  letters  of 
concerning  New  York  revision  com- 
mittee    87-88 

Macon,  Ga.,  report  from,  to  New  York  re- 
vision committee,  Noveral)er,  1906 200 

Manipulation  of  grade  differences,  alleged 
opportunity  under  commercial-differ- 
ence system 289-291 

difficulty  of 291-294 

specific    instances    at  New  Orleans,  dis- 
cussed.   295-302 

Liverpool,  alleged 312-317 

Margin  between  spot  and  contract  prices. 

conditions  tending  to  disturb  parity .  137, 138 

limited  effect  of  conditions 138 

correction  of  errors  in  grade  differences 

by  adjusting,  fallacy  of  theory  of 112, 

113,138-147 
disturbance  of  normal  parity,  effect  of. . .    104, 

106,111 
errors  in  grade  differences,  discount  in 

contract  price  usually  caused  by 114-116 

effect  on 111-116 

f .  o.  b.  transactions,  importance  of  parity 

to 105,106 

hedging     transactions,     importance     of 

parity  to 102-109 

Liverpool.  1904-1908 135 

disturbances  of 134-137 

New  Orleans,  instances  of  unusual  dis- 
turbance   176,299,303,304,307-312 

1905-1908,  by  weeks 130-132 

1880-1908 171-175 

comparison  with  New  York 175-180 

disturbances  unnecessarily  frequent 179 

New  York  and  New  Orleans,  comparison 

of,  1906  and  1907 129,130 

New  York,  1905-1908,  by  weeks 124-126 

increase  of,  after  November,  1907,  revi- 
sion    167, 168 

narrowing  of,  September,  1907 166 

course  of,  1880-1908, 149-157 

relation  to  grade  differences 157-162 

effect  of  revisions  of  1907 16»-169 

summary  regarding 169-171 

comparison  with  New  Orleans 175-180 

parity,  importance  of  maintaining  nor- 
mal    101-111 

premium  in  contract  price,  causes  of 179 

errors  in  differences  not  likely  to  cause  115, 116 

New  Orleans,  instances 179, 299 

reasons  for  normal  exi.stonce  of 97-98 

selling  hedges,  effect   of  disturbance  of 

parity  on 108. 109, 275 

speculators,  importance  of  parity  to...  109-111 
spinners'   call  contracts,    importance   of 

parity  to 106, 107 

See  also  Discount  in  contract  price. 
Marsh.  A.  R.,  quoted 41-42,132,250 
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Memphis    Cotton    Exchange,    commercial 

differences  existing  In  fall  of  1906. . . .  117, 118 
communication   to    New    York   revision 

committee,  November,  1906 200 

method  of  quoting  cotton  prices .,       94 

Merchants.    See  Cotton  merchants;  Spot- 
cotton  merchants. 
Middling  cotton,  basis  grade  In  future  con- 
tracts   60-62 

characteristics  of 64 

See  also  Spot  price  of  middling  cotton; 

Margin  between  spot  and   contract 

prices. 

Milne,  James  T.,  communication  to  New 

York  revision  committee,  November, 

1906 202 

Minutes  of  New  York  revision  committee, 

November,  1906 196,196 

Mobile  Cotton  Exchange,  commercial  dif- 
ferences existing  in  fall  of  1906 117, 118 

method  of  quoting  cotton  prices 96 

Monier,  J.  C,  communication  to  New  York 

revision  committee,  November,  1906..      210 
Montgomery,   Ala.,   report  from,   to  New 
York  revision  conunittee,  November, 
1906 200 

Natchez     Cotton     Merchants     Exchange, 

method  of  quoting  cotton  prices 96 

New  Orleans  Cotton  Exchange,  arbitration 

conmiittee  on  classification,  duties  of..  66, 85 
arbitration  of  cotton,  appeals  from,  re- 
sults of 323,324 

appeal,     opportunity    of    buyer    and 

seUe  r 330, 331 

instances  of  alleged  abuse 300-302 

irregularcotton,  difficulties  regarding.  322-325 

methods  of 67-69^  82, 8^ 

arbitrators,  duties  in  relation  to  grade 

differences 82,83 

classification  of  cotton,  methods  of 66-70 

oommittee  on  spot  quotations,  organiza- 
tion and  duties  of 79-81 

communication    to    New  York  revision 

committee,  November,  1906 199 

criticism  by  members,  desirability  of  free.      356 

date  of  organization 55 

delivery  dates 99 

discount  in  contract  price,  instances  of  un- 
usually wide- 
spring  of  1907 303, 304 

August,  1907 307,308 

spring  of  1908 309-312 

errors  in  differences 294-312 

effects  of,  limited 328-330 

safeguards  to  prevent 330. 331 

f.o.b.  transactions,  proposed  use  for  quot- 
ing differences 333,334 

future  contracts,  form  of 61 

grade  differences.  1890-1908 158, 186-192 

comparison  with  New  York 157-162 

fall  of  1906 117, 118 

method  of  establishing 79-85 

See  also  Spot  prices. 

grades,  types  established  for <  <"> 

certain,  not  deliverable  on  contn    t (9 

hedging  operations,  advantage  in 178, 179 
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New  Orleans  Cotton  Exchange,  manipula- 
.     tionof  prioee  of  s];>ot  cotton,  alleged.  289-291 

difficulty  of 291-294 

specific  instances  discussed 295-302 

mai^gln  between  spot  and  future  prices, 

1906-1908.  by  weeks 130-132 

1880-1908 171-180 

disturbance,  instances  of.  176,303,304.307-312 

unnecessarily  frequent 170 

options,  dealing  in,  prohibited 48 

price  of  future  contracts,  average  monthly, 

1900-1907 181 

mean,  monthly,  1880-1908 17^175 

range  of  prices  and  range  of  daily  av- 
erages   182,183 

spot  price  of  middling  cotton,  changes  in, 

1900-1908 189-192 

first  day  each  month.  1880-1900 186^188 

mean,  monthly,  1880-1908 17^176 

spot  prices  at  New  York,  improper  quota- 
tion of 244,245 

spot  prices  of  cotton,  manipulation  to 

affect  contract  diflerraces,  alleged . .  288-302 

method  of  quoting 79-«l,84,  85 

proposed  changes  in  method  of  quot- 
ing  ^ 331-335 

alleged  carelessness  in  quoting 317-322 

alleged  misquotation 294 

specific  instances  of  misquotation  dis- 
cussed    217-220,295-312 

];>ossibiUty    of    prompt    correction    of 

e  rro  r  8 328 ,  329 

safeguards  against  misquotation 330, 331 

need  of  greater  care  in  quoting 331-335 

standards,  alleged  lowering  in  Novenilx^r, 

I9OG 219. 220 

staple  length,  allowances  for 83-84 

tenders  of  cotton  on  contract 264 

New    York,    spot-cotton    market,    disad- 
vantage as 249-251 

stock  of  cotton  at,  alleged  over\aluation 

of  grades  to  maintain 251-200 

limited  effect  of  such  overvaluation...  253.254 

effect  of  difference  system  on 240-260 

surplus  character 254-259 

effect  of  arbitrary  differences  in  aggra- 
vating surplus  character 258. 259 

depressionof contractprlceby, alleged.  261-2(i5 
New  York  Coffee   Exchange,   use   of  per- 

mancnt-<lifference  systrm  by 351 

New  York  Cotton  F:xchange,  certificate  sys- 
tem          "6 

classification  of  cotton,  method  of 70-79 

liability  for  correctness 77-78 

conmiercial-diffen»nce  sysU^m,  desiral>ility 

of  reestablishing 336-338 

modifications  to  adapt  to  local  condi- 
tions   338-344 

methods  of  ascertaining  commercial  dif- 
ferences, suggested 344-348, 357, 358 

former  use  by 89-90 

stock   of  cotton,  effect  of   readoption 

on 358, 359 

working  of.  1880-1888 155 

commercial  difference's,  local  market,  un- 
satisfactory character  of 344, 358 
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New  York  Cotton  Exchange,  committee  on 
spot  quotations,  relation  to  establish- 
ment of  differences 86,88-90 

comer  in  contracts,  November,  1906.  224,227-229 
cotton  growers,  alleged  tendency  of  fixed- 
difference  system  to  raise  prices  to.  276-278 

discussion  of  tendency 278-280 

criticism  by  members,  desirability  of  free.     356 

date  of  organization 55 

delivery  dates 99 

discount  in  contract  price,  course  of,  1880- 

1908 149-168 

future  contracts,  form  of 00 

future  trading  on,  orighi  of 40-42 

grade  differences,  1889-1907 157, 184, 185 

comparison  with  New  Orleans 157-162 

method  of  establishing 85-91 

desirability  of  changing  method —  335-338 
frequency  of  revisions,  discussion  of. .  338-344 

monthly  revisions,  suggestion  of 340-342 

commercial,  desirability  of  following. .      336 
methods   of   ascertaining  commercial, 

^    suggested 344-348,357,358 

grades  of  cotton,  deliverable  on  contract, 

list  of 71-72 

type  standards  of 73 

inspection  fund .^ 77-78 

margin  between  spot  and  contract  price, 

1880-1908 14^157 

disturbance    under    periodic-difference 

system 155-157 

relation  to  grade  differences 157-162 

effect  of  revisions  of  1907 163-l(i8 

summary  n^garding 169-171 

comparison  with  New  Orleans 175-180 
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LETTERS  OF  TRANSMITTAL. 


Department  of  Com^ierce  and  Labor, 

Office  of  the  Secretary, 
Washington,  May  29,  1908. 
Sir:  I  have  the  honor  to  transmit  herewith  Parts  II  and  III  of  the 
Report  of  the  Commissioner  of  Corporations  on  Cotton  Exchanges, 
the  said  parts  dealing  with  the  matter  of  the  classification  of  cotton 
and  the  range  of  grades. 

Very  respectfully,  Oscar  S.  Straus, 

Secretary. 
The  President. 


Department  of  Commerce  and  Labor, 

V   ■ 

Bx'REAiT  OF  Corporations, 
Washington,  May  29,  1908. 
Sir:  I  have  the  honor  to  transmit  herewith  Parts  II  and  III  of  a 
Keport  on  Cotton  Exchanges,  made  to  the  President  under  your 
directicm  and  in  accordance  with  the  law  creating  the  Bureau  of  Cor- 
porations and  the  resolution  of  the  House  of  Representatives  of  Feb- 
ruary 4,  1007.  The  said  parts  deal  with  the  matter  of  the  classifi- 
cation of  cotttm  and  the  range  of  grades. 

I  desire  to  mention  as  especially  contributing,  under  my  direction, 
to  the  preparation  of  certain  portions  of  this  report  the  names  of 
certain  of  my  assistants,  to  wit,  Mr.  Luther  Conant,  jr.,  and  Mr. 
T.  M.  Robertson,  who  assisted  Mr.  Conant. 
Very  respectfully, 

Herbert  Knox  Smith, 

Commissioner, 
To  Hon.  Osf'AR  S.  Strai  s. 

Secretary  of  Commerce  and  Labor. 

IX 
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Department  of  Commerce  and  Labor, 

Bureau  of  Corporations, 
WasUngton,  May  29,  1908. 
Sir  :  I  have  the  honor  to  submit  herewith  Part  II  and  Part  III  of 
the  report  on  the  operations  of  cotton  exchanges,  made  in  accordance 
with  House  resolution  795,  of  February  4,  1907.  These  parts  deal 
with  cotton -exchange  methods  of  classification  of  cotton  and  with  the 
range  of  contract  grades.  Subsequent  parts  will  take  up  the  effects 
of  exchange  rules  and  other  conditions  upon  the  price. 

methods  of  classification. 

For  the  purposes  of  delivery  on  future  contracts  cotton  is  classed 
into  a  number  of  grades — 18  in  New  York  and  about  the  same  in  New 
Orleans,  these  two  being  the  only  American  markets  doing  a  future 
business.  The  classification  is  based  chiefly  on  color  and  amount  of 
dirt  and  trash  in  the  cotton.  Many  criticisms  have  been  made  upon 
the  rules  of  classification  in  both  these  exchanges  and  upon  the  way 
in  which  these  rules  have  been  applied.  Many  difficulties  are  in- 
herent; the  classification  of  cotton  will  probably  never  be  an  exact 
science,  but  must  always  depend  more  or  less  upon  the  discretion  of 
experts,  and  be  open  to  honest  differences  of  opinion.  Moreover, 
there  are  no  uniform  standards  of  grades  in  the  cotton  trade.  Grades 
of  the  same  name  in  different  exchanges  differ  considerably  in  quality. 
This  in  itself  causes  much  of  the  difference  of  opinion. 

Radically  different  methods  of  classification  are  employed  in  the 
New  York  and  New  Orleans  exchanges.  The  New  Orleans  system 
is  largely  a  private  affair  between  the  parties,  the  exchange  merely 
furnishing  the  arbitrators.  Each  lot  of  cotton  when  tendered  for 
delivery  is  submitted  to  such  arbitrators,  and  they,  having  before 
them  the  price  differences  "  off  "  or  "  on  "  middling  cotton  oflBcially 
quoted  by  the  exchange,  determine  what  differences  shall  be  applied 
respectively  to  the  various  grades  of  cotton  in  the  particular  lot, 
though  they  necessarily  determine  also,  as  part  of  this  process,  what 
grades  are. 
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The  New  York  system  is  distinctly  different.  New  Tork  has  wtil 
is  called  a  certificated  stock  of  cotton,  imd  the  Xew  York  exchange 
officially  determines,  through  its  classification  committee,  what  wt* 
ton  shall  be  admitted  to  thtit  stock  and  its  grade  therein,  while  the 
inspection  fund  of  the  exchange  is  responsible  to  the  owner  of  such 
cotton  for  mistakes  made  by  the  committee  in  such  classiiicatiott*  AH 
cotton  intended  for  contract  delivery  in  New  York  is  submitted,  upcm 
arriving  at  that  port,  to  the  classification  committee.  If  aeceptjed,! 
certificate  is  issued  setting  forth  its  grades.  This  cotton  tberosller 
is  dealt  in  on  the  basis  of  that  certificate,  nnle&s  the  same  be  ehaapd 
by  reclassification.  The  classification  at  New  York  is  thus  much  mOft 
closely  Ixiund  up  with  the  exchange  itself,  and  its  effects  are  more 
a  part  of  the  operations  of  (he  exchange  than  in  New  Orleans. 

A  number  of  criticisms  have  been  made  against  the  New  York  sys- 
tem as  to  principle.  Thus,  lots  of  cotton  are  certified  as  having  m 
many  hales  of  such  and  such  grades,  but  without  identifying  the 
grades  of  the  individual  bales.  The  result  is  that  when  the  buyer 
receives  a  lot  of  cotton  he  can  not,  from  the  certificate,  sort  it  out  into 
even-ruaning  grades,  because  he  has  no  means  of  knowing  which 
bales  belong  to  the  given  grades.  To  sort  it  out  he  must  examine  the 
cotton  itself,  at  considerable  expense  and  delay.  Hiis  increases  the 
rclnrtnnrc  of  buyers  to  accept  the  actual  delivery  of  cotton  on  future 
contracts. 

Another  criticism  is  that  the  New  York  rules  do  not  provide  for 
the  exclusion  of  extremely  weak  or  "  perished  "  staple  cotton,  as  the 
New  Orleans  system  practically  does.    Wliile  the  New  York  clari- 
fication committee  asserted  that  as  a  matter  of  principle  they  would 
not  admit  perished  staple,  nevertheless,  so  far  as  the  rules  are  con- 
cerned, the  grades  are  determined  chiefly  by  color  and  amount  of 
trash,  and  there  is  no  definite  standard  by  which  weak  or  perished 
staple  can  be  determined  and  excluded,  and  some  such  cotton  has 
actually  been  certificated.     It  seems  probable  that  the  amount  is  not 
large,  but  the  presence  of  any  of  it  is  extremely  objectionable,  owing 
to  the  seller's  option  of  selecting  grades  to  be  delivered.    The  admis- 
sion of  even  a  small  amount  of  such  low  grades  has  a  very  injurious 
effect  in  depressing  disproportionately  the  price  of  future  contracts. 
The  charge,  however,  that  the  New  York  stock  is  the  refuse  accumu- 
lation of  many  years  is  disproved  by  the  fact  that  in  September, 
1904,  the  entire  certificated  stock  was  reduced  to  15,600  bales,  of 
which  a  considerable  part  was  of  high  grade. 

Criticisms  have  been  made  also  as  to  the  application  of  the  New 
York    system.    There    has   been    considerable    overclassification    or 
overgrading   by   the   New    York   committee.     This    is 
proved  by  the  payments  from  the  inspection  fund* 
will  be  remembered,  is  used  to  indemnify  the  i>wner^ 
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cotton  for  mistakes  in  grading  by  the  classification  committee.  From 
1890  to  190G,  sixteen  years,  these  payments,  including  the  net  pay- 
ments for  rejections,  averaged  less  than  $1,250  a  year,  a  total  of  less 
than  $20,000,  while  for  the  single  year  ended  April  30,  1908,  under  a 
reform  management,  the  net  total  was  almost  $27,000.  This  great 
increase  in  these  payments  shows  that  the  previous  classification  must 
have  been  far  too  high. 

A  specific  instance  of  deliberate  overgrading  took  place  in  the 
hitter  part  of  1906,  when  the  board  of  appeals  of  the  New  York  ex- 
change instructed  the  classification  committee  to  admit  to  the  certifi- 
cated stock  all  cotton  which  passed  the  preliminary  and  informal 
examination  of  the  assistant  inspectors  at  the  dock,  although  the 
same  might  later  have  been  held  rejectable  by  the  classification  com- 
mittee on  its  final  classification.  This  cotton,  thus  forced  in,  was  to  . 
take  the  lowest  grade  of  the  certificated  stock. 

This  ruling  was  in  direct  conflict  with  the  by-laws  of  the  exchange. 
The  classification  committee  entered  a  protest,  and  even  noted  upon 
certificate  slips  of  such  rejectable  cotton,  "  should  have  been  rejected." 
When  the  new  management  of  the  exchange  came  into  office  in  June, 
1907,  this  practice  was  stopped. 

A  contrary  criticism  has  been  made  of  the  New  Orleans  exchange, 
to  the  effect  that  there  is  an  undergrading  there,  and  while  the  proof 
of  this  is  not  conclusive  it  is  probable  that  in  certain  cases  it  is  true. 
It  is  quite  likely  that  the  effect  of  the  general  opinion  of  the  exchange 
has  been  to  cause  the  arbitrators  to  be,  consciously  or  unconsciously, 
too  severe  in  their  classification  at  certain  times.  A  number  of 
southern  merchants  have  made  such  assertions  very  vigorously. 

The  Bureau  does  not  consider  the  New  York  system  of  classifying 
and  certificating  cotton,  as  distinguished  from  its  "  fixed-difference  " 
system,  as  wrong  on  general  principle.  Under  the  conditions  sur- 
rounding the  New  York  business  it  is  a  proper  development,  capable 
of  proper  application.  The  principal  difficulties  on  both  exchanges 
have  been  with  the  careless  or  improper  manner  of  applying  their 
rules.  In  regard  to  certain  details,  however,  a  number  of  changes, 
most  of  which  have  already  been  widely  discussed,  seem  desirable. 

The  New  York  rules,  as  well  as  New  Orleans,  should  expressly 
provide  some  method  by  which  extremely  weak  or  perished  staple 
should  be  definitely  excluded  from  the  certificated  stock. 

The  New  York  certificate  of  classification  should  identify  each  in- 
dividual bale  by  grade.  It  is  objected  that  increased  expense  of  han- 
dling and  of  storage  would  result,  but  it  seems  probable  that  this  in- 
creased expense  would  be  no  greater  than  the  expense  now  thrown  on 
the  receiver  of  cotton  in  attempting  to  identify  or  reclassify  a  mixed 
of  bales,  and  such  identification  would  also  greatly  facilitate  the 
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handling  of  certificated  cotton  and  its  segregation  into  ^ven-runtiiiig 
lots  for  consumption, 

Then^  should  certainly  be  a  system  of  nniform  grade?;  throughont 
the  cotton  trade,  if  possible.  It  would  greatly  simplify  the  busmen 
and  stop  a  number  of  abuses.  The  practical  difficulties  in  the  way  of 
arriving  at  such  a  system  are  considerable,  and  probably  the  best  that 
can  be  done  at  present  is  to  make  a  persistent  effort  to  approach 
gradually  such  an  ideah  as  near  as  may  be. 

BANGB  OF  CONTRAC?T  OFAOES, 

Very  numerous  criticisms  have  also  been  directed  at  the  largB 
numhor  of  gradt*s  now  (IqIj  vera  bio  on  future  contracts  on  lK>th  cot  tern 
exchanges.  It  must  always  be  remembered  that  the  buyer  of  a  future 
contract  has  no  option  as  to  grades.  He  must  take  whatever  the 
seller  chooses  to  deliver  to  him.  There  are  now  IS  grades  deliverable 
on  New  York  and  Now  Orleans  cuntnicts,  covering  a  very  wide  range* 
In  practice  it  frequently  happens  that  deliveries  on  a  single  contract 
unbrace  ten  different  grades  and  half  gi^ades,  so  that  lots  thus  deliv- 
ered  are  often  greatly  mixed.  This  is  true  both  in  New  Orleans  and 
in  New  York,  though  not  to  so  great  an  extent  in  the  former  place. 

Sf>  far  as  spinners  are  concerned,  the  practical  certainty  of  receiving 
several  different  kinds  of  cotton  on  one  contract  makes  it  impossible 
for  them  to  buy  their  cotton  on  the  exchungea  The  range  of  qimHty 
of  cotton  which  can  ordinarily  be  used  by  a  given  spinner  is  extremely 
limited,  owing  to  the  mechanical  restrictions  of  his  mill  and  the 
requirements  of  his  particular  custom.  So  limited,  indeed,  is  this 
spinner's  range  that  it  is  wholly  out  of  the  question  to  so  restrict  the 
range  of  grades  on  exchanges  as  to  make  this  contract  generally 
acceptable  to  spinners  and  still  maintain  a  practical  future  market. 
The  spinner  will  probably  always  buy  directly  through  spot  transac- 
tions, although  he  should  be  able  to  use  the  exchange  for  hedging 
purposes. 

It  is  obvious  that  the  more  mixed  a  delivery  is  the  less  desirable  it 
is.  It  has  happened  that  sellers  of  contracts  have  deliberately 
tendered  lots  of  very  indiscriminate  character  for  the  purpose  of  forc- 
ing the  buyer  to  sell  out  his  contract  rather  than  receive  the  cotton, 
making  it  possible  for  the  seller  to  buy  in  the  contract  at  a  profit.  The 
present  wide  range  of  deliverable  grades  makes  this  possible. 

On  the  other  hand,  there  must  be  a  considerable  range  of  grades,  as, 
unlike  certain  other  great  staples,  there  is  a  very  wide  range  of  actual 
difference  in  the  quality  of  a  given  crop  of  cotton;  there  is  also  a  de- 
mand for  most,  if  not  all,  of  these  grades.  This  is  often  expressed  in 
the  phrase  that  "  the  contract  must  be  broad  enough  to  take  care  oj 
the  crop." 
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The  contract  must  also  be  broad  enough  to  induce  general  trading 
thereon,  and  thus  furnish  the  broad  market  necessary  to  fulfill  the 
true  functions  of  an  exchange.  There  is  no  reasonable  obligation, 
however,  to  take  care  of  that  part  of  the  crop  which  is  for  most  pur- 
poses unspinnable,  and  the  admission  of  very  low  grades  of  such  un- 
merchantable or  unspinnable  cotton  into  the  exchange  stocks  creates 
several  evils.  The  effect  of  such  cotton  is  to  depress  the  price  of 
future  contracts,  and  this  tends  to  affect  unfavorably  the  value  of  the 
entire  crop,  the  great  bulk  of  which  is  of  much  better  quality.  It  is 
certainly  wholly  improper  that  a  small  fraction  of  very  low  grade 
cotton  should  be  allowed  on  exchange  contracts  if  it  has  such  effect. 
The  extent  of  this  particular  effect,  however,  will  be  considered  fully 
in  a  later  part.  Secondly,  this  low-grade  cotton  is  the  cause  of  by 
far  the  greater  part  of  the  numerous  diflBculties  and  controversies  as 
to  classification  and  the  establishing  of  price  differences  in  both 
markets.  In  the  third  place,  the  producer  is  encouraged  to  grow  and 
pick  a  low  quality  of  cotton. 

I^ow-MiDDLiNG  CLAUSE. — ^The  most  practical  suggestion  for  a  limita- 
tion of  the  present  range  of  grades  is  the  so-called  low-middling 
clause ;  tliat  is,  the  exclusion  of  all  white  cotton  below  the  grade  of 
low  middling,  and  possibly  all  tinged  or  stained  cotton  below  that  in 
value.  The  Bureau  is  strongly  inclined  to  favor  such  a  change;  it 
would  not  only  eliminate  a  number  of  the  lowest  grades  now  deliver- 
able, which  are  objectionable  both  on  account  of  the  controversies  to 
which  they  give  rise  and  on  account  of  their  unfortunate  effect  in 
reducing  the  contract  price,  but  it  would  also  tend  to  exclude  sub- 
stantially all  unspinnable  cotton.  It  must  be  remembered  that  the 
amount  of  so-called  unspinnable  cotton,  while  comparatively  small, 
has  a  disproportionate  effect  upon  the  price  of  all  future  contracts, 
so  that  the  benefit  to  the  rest  of  the  crop  by  its  elimination  would 
be  much  greater  than  any  hardship  thereby  created  as  to  this  small 
fraction  of  the  crop. 

As  distinct  from  the  limitation  of  the  present  range  of  tenderable 
grades,  a  number  of  suggestions  have  been  made  for  restricting  de- 
liveries on  single  contracts  within  that  range  so  as  to  make  the  con- 
tract a  more  certain  and  advantageous  one. 

These  suggestions  may  be  commented  on  briefly. 

First.  A  "  specific  "  contract :  It  is  wholly  out  of  the  question  to 
make  the  contract  an  absolutely  specific  one;  that  is,  to  provide  that 
only  one  particular  grade  shall  be  delivered.  In  view  of  the  fact 
that  future  contracts  are  largely  made  before  the  quality  of  the  crop 
is  known,  very  few  sellers  i  future  contracts  would  dare  to  agree 
to  deliver  any  particular  gi  of  cotton  on  an  exchange  contract, 
owing  to  constant  Jan^erer  c  ntional  manipulation  resulting  in 
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Up         1        eezes.     Such  a  restriction  would  practically  desti^ 

i  future  maricet  by  making  it  very  narrow. 

20T\d.  That  not  moi-e  tlian  three  grades  of  cotton  should  be  delir* 

ered  on  any  single  contract.    The  Bureiiii  regards  this  not  only  as 

Dracticable,  but  as  having  little  advantage  over  the  present  system. 

-^        rd.  To  have  two  contracts,  one  for  the  delivery  of  middling 

1  and  above,  and  the  other  for  the  delivery  of  middling  cotton 

low.     Such  an  arrangement  would  be  wholly  experixriental  and 

esults  are  not  easy  to  calculate. 

"T^h    That  all  deliveries  should  be  substantially  "  even  run- 

t  is,  that  on  any  single  contract  only  a  range  of  a  half 

**      r  way  from  the  medium  grade  tendered  should  be  deJiver- 

c^ll^r  having  still  t!ie  option,  however^  of  selecting  such 

T  It  is  not  believed  that  this  is  entirely  practical,  or 

accomplish  the  results  desired,  inasmucli  as  the 

5e  left  in  gi'eat  uncertainty  as  to  what  grades  would 

u^^^vered.     This  system  also  would  greatly  add  to  th© 

classification  and  the  controvereies  arising  therefrom. 

a  more  practical  suggestion  is  that  of  a  premium 

vi  iiiig  deliveries,  to  be  inserted  in  the  contract  itself* 

id  a  practical  suggestion  is  that  the  seller,  on  the  day 
e  of  delivery,  which  in  New  York  is  three  days  and 
ri»  uve  days  before  the  delivery,  shall  specify  the  grmdf 
or  grades  of  cotton  which  he  intends  to  deliver.    This  would  give  to 
the  buyer  an  opportunity  to  make  Drovision  for  disposing  of  it  in  ac- 
cordance with  its  quality. 

It  is  believed  that  by  the  adoption  of  the  low-middling  clause  many 
of  the  difficulties  of  classification  would  be  removed ;  much  of  the  evil 
effect  of  very  low  cotton  on  contract  prices,  as  well  as  the  controver- 
sies as  to  "  differences/'  would  be  eliminated ;  no  real  hardship  would 
be  worked ;  and,  if  a  proper  system  of  differences  were  fairly  applied 
thereto,  with  uniform  and  accurate  classification,  many  of  the  present 
tenable  objections  to  the  business  of  the  exchanges  would  be  removed. 
In  making  these  suggestions  the  various  objections  thereto,  which 
have  been  fully  heard,  have  been  carefully  considered,  and  while 
numerous  other  suggested  reforms  have  been  also  considered,  only 
those  have  been  set  forth  here  which  seem  to  merit  serious  attention. 
The  importance  of  the  exchanges  of  New  York  and  New  Orleans  in 
the  cotton  trade,  and  their  unquestioned  effect  on  all  concerned  in  this 
great  industry,  make  it  desirable  that  careful  consideration  be  given 
to  those  lines  of  improvement  which  seem  practical. 
Very  respectfully, 

Herbert  Knox  Smpth, 
Commissioner  of  Corporations,  ^ 
The  PREsmENT. 


REPORT  OF  THE  COMMISSIONER  OF  CORPORATIONS 
ON  COTTON  EXCHANGES. 


Part  n.— CLASSIFICATION  OF  COTTON. 
Fart  III.— RANGE  OF  GRADES  DELIVEBABLE  ON  CONTRACT. 


SUMMARY. 

COMPLAINTS  BEGABDING  CLASSIFICATION  OF  COTTON. 

The  classification  of  cotton  has  been  the  source  of  a  great  deal  of 
controversy.  Dissatisfaction  has  been  particularly  pronounced  in 
the  case  of  deliveries  on  future  contracts  of  the  New  York  and  New 
Orleans  cotton  exchanges,  the  only  exchanges  in  this  country  where 
a  future  business  is  conducted.  It  is  alleged  that  cotton  intended  for 
delivery  on  contract  in  New  York  has  been  systematically  overgraded, 
and  also  that  a  considerable  amount  of  cotton  has  been  deliverable 
on  contract  there  of  such  an  inferior  and  nondescript  character  as 
really  to  have  no  commercial  rating  whatever.  Complaints  against 
the  New  Orleans  Cotton  Exchange  are  of  the  opposite  character, 
namely,  that  the  classification  there  has  been  too  severe,  and  that 
cotton  which  was  clearly  adapted  to  ordinary  spinning  purposes 
has  been  rejected  by  arbitrators  when  tendered  on  future  contracts. 

Aside  from  complaints  of  improper  classification  under  the  rules 
of  the  respective  exchanges,  the  absence  of  uniformity  in  the  basis 
of  classification,  not  only  as  between  New  York  and  New  Orleans,  but 
among  southern  spot  markets  generally,  has  been  productive  of 
numerous  controversies. 

DIFFICULTIES  ATTENDING  CLASSIFICATION. 

In  considering  these  complaints  it  should  be  constantly  borne  in 
mind  that  the  classification  of  cotton  is  not,  and  can  not  be,  an  exact 
science.  The  grade  of  a  bale  of  cotton  is  usually  established  from  a 
sample  of  only  a  few  ounces.  Since  a  bale  of  500  pounds  represents 
the  product  of  something  like  2^  acres  of  land,  a  classification  based 
on  so  small  a  sample  may  easily  give  rise  to  serious  controversy. 
45156-08 — -1        •  ^ 
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DePABTMEXT  or  CoMMiaRCE   AXI)  Laboil. 

Office  of  the  Secretary, 

Washin^fofi,  May  29.  190S. 
Sib  :  I  hare  the  honor  to  transmit  herewith  Parts  II  and  III  of  the 
Report  of  the  Commissioner  of  Corporations  on  Cotton  Exchanijes, 
the  said  part?-  dealing  with  the  matter  of  the  classification  of  ct>ttcMi 
and  the  range  of  grades. 

Very  respectfully,  Oscar  S,  Strain, 

SertYtary, 
Tlie  Peesii>ext. 


Department  of  CoM3tfERCE  and  Labor, 

BrRE.\r  OF  Corporations, 

Wa.^hmgfon^  JUay  29.  1 90S. 
Sib:  I  have  the  honor  to  transmit  lierewith  Parts  II  and  III  of  a 
Repf>rt  on  Cotton  Exchanges,  made  to  the  Pre$;ident  under  your 
direction  and  in  accordance  with  the  law  creating  the  Bureau  of  Cor- 
porations and  the  rescilution  of  the  House  of  Representatives  of  Feh- 
niarA'  4,  HK)7.  Tlie  said  parts  deal  with  the  matter  of  the  classifi- 
cation of  cotton  and  the  range  of  grades. 

I  desire  to  mention  as  especially  contributing,  under  my  diiwtion, 
to  the  preparation  of  certain  portions  of  this  report  the  names  of 
certain  of  my  assistants,  to  wit,  Mr.  Luther  Conant,  jr.,  and  Mr. 
T.  M.  Rol)ertson,  who  assisted  Mr.  Conant. 
Very  respectfully, 

Herbekt  Knox  Smith, 

Commhfifonrr. 
To  lion.  Oscar  S.  Strais, 

Secretary  of  Commerce  and  Labor, 
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Department  of  Commerce  and  Labor, 

Bureau  of  Corporations, 
Washington,  May  29,  1908. 
Sir  :  I  have  the  honor  to  submit  herewith  Part  II  and  Part  III  of 
the  report  on  the  operations  of  cotton  exchanges,  made  in  accordance 
with  House  resolution  795,  of  February  4,  1907.  These  parts  deal 
with  cotton -exchange  methods  of  classification  of  cotton  and  with  the 
range  of  contract  grades.  Subsequent  parts  will  take  up  the  effects 
of  exchange  rules  and  other  conditions  upon  the  price. 

METHODS  OF  CLASSIFICATION. 

For  the  purposes  of  delivery  on  future  contracts  cotton  is  classed 
into  a  number  of  grades — 18  in  New  York  and  about  the  same  in  New 
Orleans,  these  two  being  the  only  American  markets  doing  a  future 
business.  The  classification  is  based  chiefly  on  color  and  amount  of 
dirt  and  trash  in  the  cotton.  Many  criticisms  have  been  made  upon 
the  rules  of  classification  in  both  these  exchanges  and  upon  the  way 
in  which  these  rules  have  been  applied.  Many  difficulties  are  in- 
herent; the  classification  of  cotton  will  probably  never  be  an  exact 
science,  but  must  always  depend  more  or  less  upon  the  discretion  of 
experts,  and  be  open  to  honest  differences  of  opinion.  Moreover, 
there  are  no  uniform  standards  of  grades  in  the  cotton  trade.  Grades 
of  the  same  name  in  different  exchanges  differ  considerably  in  quality. 
This  in  itself  causes  much  of  the  difference  of  opinion. 

Radically  different  methods  of  classification  are  employed  in  the 
New  York  and  New  Orleans  exchanges.  The  New  Orleans  system 
is  largely  a  private  affair  between  the  parties,  the  exchange  merely 
furnishing  the  arbitrators.  Each  lot  of  cotton  when  tendered  for 
delivery  is  submitted  to  such  arbitrators,  and  they,  having  before 
them  the  price  differences  "  off "  or  "  on  "  middling  cotton  oflBcially 
quoted  by  the  exchange,  determine  what  differences  shall  be  applied 
respectively  to  the  various  grades  of  cotton  in  the  particular  lot, 
though  they  necessarily  determine  also,  as  part  of  this  process,  what 
Jlieae  grades  are. 
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The  New  York  system  is  distinctly  diflFerent,    New  York  has  what 

is  called  a  certificati^d  stock  of  cotton,  and  the  New  Xork  exchange 
officially  determines,  through  its  classification  committee,  what  cot- 
ton 8hall  be  admitted  to  that  stock  and  its  grade  therein,  while  the 
inspection  fund  of  the  exchange  is  responsible  to  the  owner  of  such 
cotton  for  mistakes  made  by  the  committee  in  such  classification*  AH 
cotton  intended  for  contract  delivery  in  New  York  is  submitted^  upon 
arriving  at  that  port,  to  the  classification  committee.  If  accepted,  a 
certificate  is  issued  setting  forth  its  graders.  This  cotton  thereafter 
is  dealt  in  on  the  basis  of  that  certificate,  unless  the  same  be  cfaang^d 
by  reelassifieiition.  The  cJai^sification  at  New  York  is  thus  much  more 
closely  bound  up  with  the  exchange  itself,  and  its  effects  are  more 
a  part  of  tlie  operations  of  the  exchange  than  in  New  Orleans, 

A  number  of  criticisms  have  been  made  against  the  New  York  sys- 
tem as  to  principle.  Thus,  lots  of  cotton  are  certified  as  having  m 
many  bales  of  such  and  such  grades,  but  without  identifvnng  the 
grades  of  the  individual  bales*  The  result  is  that  when  the  buyer 
receives  a  lot  of  cotton  he  can  not,  from  the  certificate,  sort  it  out  into 
even-running  grades,  because  he  has  no  means  of  knowing  which 
bales  belong  to  the  given  gi^ades.  To  sort  it  out  he  must  examine  the 
cotton  itself,  at  considei*able  expense  and  delay.  This  increa^ses  the 
reluctancii  of  buj^ers  to  accept  the  actual  delivery  of  cotton  on  future 
contracts. 

Another  criticism  is  that  the  New  York  rules  do  not  provide  for 
the  exclusion  of  extremely  weak  or  "  perished  "  staple  cotton,  as  the 
New  Orleans  system  practically  does.  While  the  New  York  classi- 
fication committee  asserted  that  as  a  matter  of  principle  they  would 
not  admit  perished  staple,  nevertheless,  so  far  as  the  rules  are  con- 
cerned, the  grades  are  determined  chiefly  by  color  and  amount  of 
trash,  and  there  is  no  definite  standard  by  which  weak  or  perished 
staple  can  be  determined  and  excluded,  and  some  such  cotton  has 
actually  been  certificated.  It  seems  probable  that  the  amount  is  not 
large,  but  the  presence  of  any  of  it  is  extremely  objectionable,  owing 
to  the  seller's  option  of  selecting  grades  to  be  delivered.  The  admis- 
sion of  even  a  small  amount  of  such  low  grades  has  a  very  injurious 
effect  in  depressing  disproportionately  the  price  of  future  contracts. 
The  charge,  however,  that  the  New  York  stock  is  the  refuse  accumu- 
lation of  many  years  is  disproved  by  the  fact  that  in  September, 
1904,  the  entire  certificated  stock  was  reduced  to  15,600  bales,  of 
which  a  considerable  part  was  of  high  grade. 

Criticisms  have  been  made  also  as  to  the  application  of  the  New 
York  system.  There  has  been  considerable  overclassification  or 
overgrading  by  the  New  York  committee.  This  is  conclusively 
proved  by  the  payments  from  the  insj^ection  fund.  This  fund,  it 
will  be  remembered,  is  used  to  indemnify  the  owners  of  oertgjfic 


LETTER  OF  SUBMITTAL.  XIII 

cotton  for  mistakes  in  grading  by  the  classification  committee.  From 
1890  to  1906,  sixteen  years,  these  payments,  including  the  net  pay- 
ments for  rejections,  averaged  less  than  $1,250  a  year,  a  total  of  less 
than  $20,000,  while  for  the  single  year  ended  April  30,  1908,  under  a 
reform  management,  the  net  total  was  almost  $27,000.  This  great 
increase  in  these  payments  shows  that  the  previous  classification  must 
have  been  far  too  high. 

A  specific  instance  of  deliberate  overgrading  took  place  in  the 
latter  part  of  1906,  when  the  board  of  appeals  of  the  New  York  ex- 
change instructed  the  classification  committee  to  admit  to  the  certifi- 
cated stock  all  cotton  which  passed  the  preliminary  and  informal 
examination  of  the  assistant  inspectors  at  the  dock,  although  the 
same  might  later  have  been  held  rejectable  by  the  classification  com- 
mittee on  its  final  classification.  This  cotton,  thus  forced  in,  was  to  . 
take  the  lowest  grade  of  the  certificated  stock. 

This  ruling  was  in  direct  conflict  with  the  by-laws  of  the  exchange. 
The  classification  committee  entered  a  protest,  and  even  noted  upon 
certificate  slips  of  such  rejectable  cotton,  "  should  have  been  rejected." 
When  the  new  management  of  the  exchange  came  into  office  in  June, 
1907,  this  practice  was  stopped. 

A  contrary  criticism  has  been  made  of  the  New  Orleans  exchange, 
to  the  effect  that  there  is  an  undergrading  there,  and  while  the  proof 
of  this  is  not  conclusive  it  is  probable  that  in  certain  cases  it  is  true. 
It  is  quite  likely  that  the  effect  of  the  general  opinion  of  the  exchange 
has  been  to  cause  the  arbitrators  to  be,  consciously  or  unconsciously, 
too  severe  in  their  classification  at  certain  times.  A  number  of 
southern  merchants  have  made  such  assertions  very  vigorously. 

The  Bureau  does  not  consider  the  New  York  system  of  classifying 
and  certificating  cotton,  as  distinguished  from  its  "  fixed-difference  " 
system,  as  wrong  on  general  principle.  Under  the  conditions  sur- 
rounding the  New  York  business  it  is  a  proper  development,  capable 
of  proper  application.  The  principal  difficulties  on  both  exchanges 
have  been  with  the  careless  or  improper  manner  of  applying  their 
rules.  In  regard  to  certain  details,  however,  a  number  of  changes, 
most  of  which  have  already  been  widely  discussed,  seem  desirable. 

The  New  York  rules,  as  well  as  New  Orleans,  should  expressly 
provide  some  method  by  which  extremely  weak  or  perished  staple 
should  be  definitely  excluded  from  the  certificated  stock. 

The  New  York  certificate  of  classification  should  identify  each  in- 
dividual bale  by  grade.  It  is  objected  that  increased  expense  of  han- 
dling and  of  storage  would  result,  but  it  seems  probable  that  this  in- 
creased expense  would  be  no  greater  than  the  expense  now  thrown  on 
the  receiver  of  cotton  in  attempting  to  identify  or  reclassify  a  mixed 
lot  of  bales,  and  such  identification  would  also  greatly  facilitate  the 
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handling  of  certificated  cotton  and  its  segregation  into  even-rtiiuiB^ 

lots  for  consumption,  'J 

There  shonUl  certainly  be  a  system  of  uniform  grades  throu^HUn 
the  cotton  trade,  if  possible.     It  would  greatly  simplify  the  bustneafi 
and  stop  a  number  of  abuser?*    The  practical  difficulties  in  the  way  of 
arriving  at  such  a  system  are  considerable,  and  probably  the  be.*^t  that 
can  be  done  at  present  is  to  make  a  persistent  effort   to  approach 
gradually  such  an  ideal,  as  near  as  may  be 
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Very  numerous  criticisms  have  also  been  directed  at  the  Urgt 
nunilx*r  of  grades  now  deli  vera  t)le  on  future  contracts  on  !>oth  coHim 
exchanges.  It  must  always  be  remembered  that  the  buyer  of  a  future 
contract  has  no  option  as  to  grades.  He  must  take  whaterer  the 
seller  chooses  to  deliver  to  him.  There  are  now  IS  grades  deliTerable 
un  Xew  York  and  New  Orleans  contracts,  ct>vering  a  verj^  wide  range* 
In  practice  it  frequently  happens  that  deliveries  on  a  single  contract 
embrace  ten  different  grades  and  half  grades,  so  that  Iocs  thus  deliv- 
ered m^  often  greatly  mixed.  This  is  true  both  in  Xew  Orleans  ajid 
in  New  York,  though  not  to  so  great  an  extent  in  the  former  place. 

So  far  as  spinners  are  concerned,  the  practical  certainty  of  receiving 
several  different  kinds  of  cotton  on  one  contract  mikes  it  itnposgible 
for  them  to  buy  their  cotton  on  the  exclianges.  The  range  of  qTiftlity 
of  cotton  which  can  ordinarily  be  used  by  a  given  spinner  is  extremely 
limited,  owing  to  the  mechanical  restrictions  of  his  mill  and  the 
requirements  of  his  particular  custom.  So  limited,  indeed,  is  this 
spinner's  range  that  it  is  wholly  out  of  the  question  to  so  restrict  the 
range  of  grades  on  exchanges  as  to  make  this  contract  generally 
acceptable  to  spinners  and  still  maintain  a  practical  future  market 
The  spinner  will  probably  always  buy  directly  through  spot  transac- 
tions, althougli  he  should  be  able  to  u^e  the  exchange  for  hedging 
purposes. 

It  is  obvious  that  the  more  mixed  a  delivery  is  the  less  desirable  it 
i<L  It  has  happened  that  sellers  of  ix>ntracts  have  deliberately 
tendered  lots  of  very  indiscriminate  character  for  the  purpo;^  of  f<MT- 
ing  the  buyer  to  sell  out  his  com  met  n^iher  than  receive  the  cotton, 
making  it  jx^ssible  for  the  seller  to  buy  in  ihe  contract  at  a  prc^t.  The 
present  wide  range  of  deliverable  gradt^  makes  this  possible. 

On  the  other  hand,  there  must  W  a  cc^nsideraWe  range  of  grades,  as, 
unlike  cenain  other  great  staples,  there  is  a  very  wide  range  of  actual 
differei>c^  in  tie  quality  of  a  given  crop  of  ootion :  the^e  is  also  a  de- 
mand for  n>o?5,  if  not  all,  of  these  grades.  This  is  often  expressed  in 
the  phrafie  that  ~ihe  oontrtci  must  be  broa^  _  .       -. .  . ; 

ti»e  crofv'" 
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The  contract  must  also  be  broad  enough  to  induce  general  trading 
thereon,  and  thus  furnish  the  broad  market  necessary  to  fulfill  the 
true  functions  of  an  exchange.  There  is  no  reasonable  obligation, 
however,  to  take  care  of  that  part  of  the  crop  which  is  for  most  pur- 
poses unspinnable,  and  the  admission  of  very  low  grades  of  such  un- 
merchantable or  unspinnable  cotton  into  the  exchange  stocks  creates 
several  evils.  The  effect  of  such  cotton  is  to  depress  the  price  of 
future  contracts,  and  this  tends  to  affect  unfavorably  the  value  of  the 
entire  crop,  the  great  bulk  of  which  is  of  much  better  quality.  It  is 
certainly  wholly  improper  that  a  small  fraction  of  very  low  grade 
cotton  should  be  allowed  on  exchange  contracts  if  it  has  such  effect. 
The  extent  of  this  particular  effect,  however,  will  be  considered  fully 
in  a  later  part.  Secondly,  this  low-grade  cotton  is  the  cause  of  by 
far  the  greater  part  of  the  numerous  difficulties  and  controversies  as 
to  classification  and  the  establishing  of  price  differences  in  both 
markets.  In  the  third  place,  the  producer  is  encouraged  to  grow  and 
pick  a  low  quality  of  cotton. 

Ix)w-MiDDLiNG  CLAUSE. — ^The  most  practical  suggestion  for  a  limita- 
tion of  the  present  range  of  grades  is  the  so-called  low-middling 
clause;  that  is,  the  exclusion  of  all  white  cotton  below  the  grade  of 
low  middling,  and  possibly  all  tinged  or  stained  cotton  below  that  in 
value.  The  Bureau  is  strongly  inclined  to  favor  such  a  change;  it 
would  not  only  eliminate  a  number  of  the  lowest  grades  now  delii^er- 
able,  which  are  objectionable  both  on  account  of  the  controversies  to 
which  they  give  rise  and  on  account  of  their  unfortunate  effect  in 
reducing  the  contract  price,  but  it  would  also  tend  to  exclude  sub- 
stantially all  unspinnable  cotton.  It  must  be  remembered  that  the 
amount  of  so-called  unspinnable  cotton,  while  comparatively  small, 
has  a  disproportionate  effect  upon  the  price  of  all  future  contracts, 
so  that  the  benefit  to  the  rest  of  the  crop  by  its  elimination  would 
be  much  greater  than  any  hardship  thereby  created  as  to  this  small 
fraction  of  the  crop. 

As  distinct  from  the  limitation  of  the  present  range  of  tenderable 
grades,  a  number  of  suggestions  have  been  made  for  restricting  de- 
liveries on  single  contracts  within  that  range  so  as  to  make  the  con- 
tract a  more  certain  and  advantageous  one. 

These  suggestions  may  be  commented  on  briefly. 

First.  A  "  specific  "  contract :  It  is  wholly  out  of  the  question  to 
make  the  contract  an  absolutely  specific  one ;  that  is,  to  provide  that 
only  one  particular  grade  shall  be  delivered.  In  view  of  the  fact 
that  future  contracts  are  largely  made  before  the  quality  of  the  crop 
is  known,  very  few  sellers  of  future  contracts  would  dare  to  agree 
to  deliver  any  particular  grade  of  cotton  on  an  exchange  contract, 
owing  to  constant  danger  of  intentional  manipulation  resulting  in 
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corners  and  squeezes.    Such  a  restriction  would  practically  destroy 

the  future  market  by  making  it  very  narrow. 

Second,  That  not  more  than  tliree  grades  of  cotton  should  be  deliv- 
ered on  any  single  contract.  The  Bureau  regards  this  not  only  as 
impracticable,  but  as  having  little  advantage  over  the  present  system. 

Third.  To  have  two  coutractSj  one  for  the  delivery  of  middling 
cotton  and  above,  and  the  other  for  the  delivery  of  middling  cotton 
and  below.  Such  an  arrangement  would  be  wholly  experimental  and 
its  results  are  not  easy  to  calculate* 

Fourth,  That  all  deliveries  should  be  substantially  "even  rua- 
ning;"  that  is,  that  on  any  single  contract  only  a  range  of  a  half 
gi*ade  either  way  from  the  medium  grade  tendered  should  be  deliver- 
able, the  seller  having  still  the  option,  howeverj  of  selecting  such 
medium  grade.  It  is  not  believed  that  this  is  entirely  practical,  or 
even  that  it  would  accomplish  the  results  desired,  inasmuch  as  the 
buyer  wonld  still  be  left  in  great  uncertainty  as  to  what  grades  would 
idtiniateiy  be  delivered.  This  system  also  would  gi*eatly  add  to  the 
difficulties  of  classification  and  the  controversies  arising  therefronL 

Fifth,  Possibly  a  more  practical  suggestion  is  that  of  a  premium 
for  even-running  deliveries,  to  be  inserted  in  the  contract  itself, 

A  further  and  a  practical  suggestion  is  that  the  seller,  on  the  day 
that  he  issues  notice  of  delivery,  which  in  New  York  is  three  days  and 
in  New  Orleans  five  days  before  the  delivery,  shall  specify  the  grade 
or  jrvRilrs  ^if  roMnn  wliicli  he  intends  in  tldiver.  This  would  give  to 
the  buyer  an  opportunity  to  make  provision  for  disposmg  of  it  in  ac- 
cordance with  its  quality. 

It  is  believed  that  by  the  adoption  of  the  low-middling  clause  many 
of  the  difficulties  of  classification  would  be  removed ;  much  of  the  evil 
eflFect  of  very  low  cotton  on  contract  prices,  as  well  as  the  controver- 
sies as  to  "  differences,"  would  be  eliminated ;  no  real  hardship  would 
be  worked ;  and,  if  a  proper  system  of  differences  were  fairly  applied 
thereto,  with  uniform  and  accurate  classification,  many  of  the  present 
tenable  objections  to  the  business  of  the  exchanges  would  be  removed. 

In  making  these  suggestions  the  various  objections  thereto,  which 
have  been  fully  heard,  have  been  carefully  considered,  and  while 
numerous  other  suggested  reforms  have  been  also  considered,  only 
those  have  been  set  forth  here  which  seem  to  merit  serious  attention. 
The  importance  of  the  exchanges  of  New  York  and  New  Orleans  in 
the  cotton  trade,  and  their  unquestioned  effect  on  all  concerned  in  this 
great  industry,  make  it  desirable  that  careful  consideration  be  given 
to  those  lines  of  improvement  which  seem  practical. 
Very  respectfully, 

Herbert  Knox  Smith, 
Commissioner  of  Corporations.  ^ 

The  PREsmENT. 


REPORT  OF  THE  COMMISSIONER  OF  CORPORATIONS 
ON  COTTON  EXCHANGES. 


Part  II.— CLASSIFICATION  OF  COTTON. 
Part  in.— RANGE  OF  GRADES  DELIVERABLE  ON  CONTRACT. 


SUMMARY. 

COMPLAINTS  REGARDING  CLASSIFICATION  OF  COTTON. 

Tlie  classification  of  cotton  has  been  the  source  of  a  great  deal  of 
controversy.  Dissatisfaction  has  been  particularly  pronounced  in 
the  case  of  deliveries  on  future  contracts  of  the  New  York  and  New 
Orleans  cotton  exchanges,  the  only  exchanges  in  this  country  where 
a  future  business  is  conducted.  It  is  alleged  that  cotton  intended  for 
delivery  on  contract  in  New  York  has  been  systematically  overgraded, 
and  also  that  a  considerable  amount  of  cotton  has  been  deliverable 
on  contract  there  of  such  an  inferior  and  nondescript  character  as 
really  to  have  no  commercial  rating  whatever.  Complaints  against 
the  New  Orleans  Cotton  Exchange  are  of  the  opposite  character, 
namely,  that  the  classification  there  has  been  too  severe,  and  that 
cotton  which  was  clearly  adapted  to  ordinary  spinning  purposes 
has  been  rejected  by  arbitrators  when  tendered  on  future  contracts. 

Aside  from  complaints  of  improper  classification  under  the  rules 
of  the  respective  exchanges,  the  absence  of  uniformity  in  the  basis 
of  classification,  not  only  as  between  New  York  and  New  Orleans,  but 
among  southern  spot  markets  generally,  has  been  productive  of 
numerous  controversies. 

DIFFICULTIES  ATI'EjNDING  CLASSIFICATION. 

In  considering  these  complaints  it  should  be  constantly  borne  in 
mind  that  the  classification  of  cotton  is  not,  and  can  not  be,  an  exact 
science.  The  grade  of  a  bale  of  cotton  is  usually  established  from  a 
sample  of  only  a  few  ounces.  Since  a  bale  of  500  pounds  represents 
the  product  of  something  like  2^  acres  of  land,  a  classification  based 
on  so  small  a  sample  may  easily  give  rise  to  serious  controversy. 
4615^-08 1        •  ^ 
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Furthermore,  considerations  apparently  trifling  may  materially  afed 
the  judgment  of  a  classer,  as,  for  instance,  the  shadow  cast  by  a  pass- 
ing cloud.  The  grading  depends  almost  entirely  upon  the  personil 
judgment  of  the  individual  classers,  among  whom  there  are  certtm 
to  be  great  diflFerences  in  skill  and  experience. 

In  the  case  of  complaints  from  spinners,  the  further  considentiDii 
should  be  kept  in  mind  that  cotton  as  classed  for  contract  deliveiy  is 
mainly  graded  on  its  superficial  appearance — that  is,  its  color  and  the 
amount  of  trash  and  dirt  mixed  with  the  fiber — ^rather  than  by  the 
length,  strength,  and  general  character  of  the  staple.  The  latter 
considerations  are  exceedingly  important  in  determining  the  spinning 
value  of  the  cotton  as  distinct  from  grade.  They  are,  however,  so 
complex  that  they  are  to  a  large  extent  necessarily  disregarded  in 
classing  cotton  for  delivery  on  exchange  contracts. 

Still  another  source  of  difficulty  is  the  absence  of  a  uniform 
standard  of  grades.  Instead,  there  is  a  great  variety  of  so-called 
standards  in  different  markets,  and,  although  the  standards  of  several 
important  markets  correspond  fairly  closely,  there  is,  on  the  other 
hand,  great  divergence  between  the  standards  of  other  markets. 

The  New  York  Cotton  Exchange  professes  to  have  maintained 
standards  since  1886  substantially  identical  from  year  to  year.  Ap- 
parently no  other  American  exchange  has  done  this.  Many  southern 
exchanges  do  not  regularly  establish  standards  at  all,  while  others, 
including  the  New  Orleans  Cotton  Exchange,  vary  their  types  from 
year  to  year  to  correspond  with  the  character  of  individual  crops. 

METHODS  OF   CLASSIFICATION   IN    NEW   ORLEANS  AND  IN    NEW    YORK. 

In  New  Orleans  the  classification  of  contract  cotton  is  left  to  arbi- 
trators, who  also  adjust  the  price  "  differences  "  for  the  various  grades 
in  the  manner  explained  in  Part  I.  In  fact,  the  classification  of  con- 
tract cotton  in  New  Orleans  is  inseparably  involved  in  the  adjustment 
of  differences.  Although  the  arbitrators  endeavor  to  establish  in 
their  minds  the  grade  of  the  cotton  which  they  arbitrate,  they  do  not 
officially  call  it  by  any  grade  name,  or  make  any  record  of  its  grade: 
they  simply  determine  its  value  relative  to  middling. 

In  New  Orleans  the  samples  submitted  for  arbitration  are  drawn 
in  the  presence  of  both  the  deliverer  and  receiver  or  their  representa- 
tives, the  receiver  having  the  right  to  object  to  or  "  protest "  any  bales 
which  he  considers  below  contract  grade.  Either  party  Las  the  right 
of  appeal  to  another  set  of  arbitrators,  also  chosen  by  lot.  The  New 
Orleans  Cotton  Exchange  assumes  no  responsibility  for  classification 
beyond  the  maintenance  of  types  and  the  selection  of  arbitrators. 

The  classification  of  contract  cotton  in  New  York,  on  the  other 
hand,  is  entirely  under  the  official  control  of  the  New  York  Cotton 
Exchange.    The  exchange  has  an  inspection  bureau  which  samples 
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cotton  intended  for  contract  delivery,  establishes  its  grade,  and  issues 
a  certificate  of  «rrade.  Such  certificate  holds  good  for  a  year,  or 
until  the  cotton  is  shipped  from  the  port  of  New  York,  subject  to  a 
demand  for  reclassification  by  any  holder  not  satisfied  with  the  classi- 
fication as  originally  established.  The  actual  work  of  grading  is 
performed  by  a  classification  committee  consisting  of  five  salaried 
employees  of  the  exchange.  This  committee  receives  the  samples 
drawn  at  the  dock  or  warehouse  by  assistant  inspectors  and  is  sup- 
posed to  grade  these  samples  in  accordance  with  the  established 
standards  of  the  exchange,  of  which  duplicate  sets  known  as  "  work- 
ing types  "  are  kept  in  the  classification  room.  Two  members  of  the 
committee  act  upon  the  set  of  samples  for  each  lot  and  in  case  of 
disagreement  a  third  member  is  called  in.  The  owner  may  appeal, 
in  which  case  the  cotton  must  be  reexamined  by  at  least  four  of  the 
five  members  of  the  committee,  whose  decision  is  final.  When  the 
grade  has  been  established,  the  inspector  in  chief  issues  a  grade  cer- 
tificate showing  the  number  of  bales  of  each  different  grade  in  the  lot 
thus  classed.  The  certificate  does  not,  however,  indicate  the  grade  of 
individual  bales,  so  as  to  identify  each  bale. 

Purchasers  of  cotton  on  contract  in  New  York  must  take  the  cotton 
at  the  grade  thus  established  by  the  classification  committee  and  pay 
the  seller  on  that  basis.  As  just  stated,  however,  the  purchaser  has 
the  right  to  demand  a  new  classification.  If  this  shows  the  cotton  to 
be  of  a  grade  inferior  to  that  originally  given  it  or  below  the  contract 
limit,  the  holder  of  the  certificate  has  a  claim  for  reimbursement 
from  the  inspection  fund  of  the  exchange.  Such  reclassification, 
while  in  the  nature  of  an  appeal,  is  conducted  by  the  classification 
committee  in  the  same  manner  as  the  original  classification.  Since 
at  least  two  members  of  the  committee  were  the  original  classers, 
this  means  that  on  reclassifications,  and  also  on  appeals,  the  grade 
may  be  determined  in  part  at  least  by  the  classers  who  made  the 
original  award.  Some  objections  urged  against  this  method  are 
discussed  below. 

COMPLAINTS  REGARDING  THE  CHARACTER  OF  THE   NEW   YORK   STOCK. 

Those  who  complain  that  a  large  part  of  the  stock  of  cotton  at 
New  York  is  of  an  unmerchantable  character  usually  charge  that  this 
stock  has  been  used  for  the  purpose  of  depressing  the  price  of  future 
contracts,  and  indirectly  the  price  of  spot  cotton,  throughout  the 
country.  It  is  alleged  that  the  fear  of  buyers  of  contracts  at  New 
York  that  they  will  have  to  accept  inferior  cotton  on  contract  delivery 
induces  them  to  lower  the  price  which  they  bid  for  contracts.  As  a 
remedy  it  is  contended  that  some  of  the  lowest  grades  should  be  ex- 
cluded from  contract  delivery  altogether.  This  matter  is  referred  to 
later. 
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The  investigation  has  shown  that  many  extreme  charges  regarding 
the  stock  of  cotton  at  New  York  can  not  be  fully  sustained.  A  pre- 
vailing impression  that  many  thousands  of  bales  of  cotton  in  the  Xew 
York  market  have  been  carried  for  many  years,  until  the  stock  is  little 
more  than  an  accumulation  of  rubbish,  is  disproved  by  the  fact  that 
the  entire  stock  at  New  York  has  on  several  occasions  in  recent  years 
been  reduced  to  a  very  small  quantity.  Thus,  in  October,  1900,  the 
total  certificated  stock  was  only  a  trifle  over  5,000  bales,  and  as  re- 
cently as  September,  1904,  it  was  only  15,600  bales.  At  the  latter 
date  a  considerable  part  of  the  stock  was  apparently  of  fairly  higli 
grade.  Consequently  it  is  certain  that  the  amount  of  very  low  grade 
cotton  carried  over  in  New  York  for  any  considerable  period  of  years 
can  not  be  extremely  large.  On  the  other  hand,  there  is  some  cotton 
which  has  thus  been  carried  over  from  year  to  year.  The  president 
of  the  New  York  Cotton  Exchange,  in  November,  1907,  stated  to  the 
revision  committee  that  some  cotton  had  been  in  the  New  York  stock 
for  four  years,  and  that  the  reason  it  had  not  been  purchased  for  con- 
sumption was  that  it  was  of  such  poor  quality  as  to  be  undesirable  at 
the  grade  differences  then  existing.  Moreover,  a  considerable  amount 
of  the  cotton  certificated  in  the  season  of  1906-7  was  of  very  poor 
quality.  The  1906-7  crop,  it  may  be  noted,  was  seriously  damaged 
by  unfavorable  weather. 

Since  the  tendency  of  the  New  York  market  is  to  attract  surplus 
grades  of  cotton,  it  follows  that  in  years  when  the  crop  is  of  high 
grade  the  receipts  at  New  York  should  be  mainly  of  high-grade 
cotton,  and  not  invariably  of  low  grades.  This  has  been  the  case. 
Simple  average  figures  compiled  from  the  records  of  the  exchange- 
accepting  for  the  moment  the  classification  of  the  inspection  bureau  a^ 
correct — indicate  that  for  the  crop  years  from  1890-91  to  1906-7,  iji- 
clusive,  40.3  per  cent  of  the  cotton  certificated  was  above  middling  in 
value,  8.2  per  cent  middling  or  the  equivalent  of  middling  in  value, 
and  51.5  per  cent  below  middling  in  value.  These  figures  are  not  con- 
clusive because  the  classification  of  the  Xew  York  Cotton  Exchange,  as 
shown  beloAv,  can  not  thus  be  accepted  at  its  face  value.  Moreover,  the 
figures  include  reclassifications  as  well  as  original  classifications,  and 
as  a  result  tend  to  exaggerate  the  prevailing  character  of  the  stock  in 
any  given  year.  At  the  same  time  they  are  prima  facie  evidence  that 
the  New  York  stock  has  not  been  composed  exclusively  of  extremely 
low  grades. 

These  figures,  it  should  be  noted,  represent  the  grade  at  the  time 
of  classification.  As  the  season  advances  the  more  desirable  grades  for 
the  time  being  are  removed  for  consumption,  thus  leaving  the  stock 
composed  mainly  of  the  less  desirable  or  surplus  grades.  Until  re- 
cently the  Xew  York  Cotton  Exchange  kept  no  records  showing  the 
character  of  the  certificated  stock  on  hand  at  any  given  date.    In  Jan- 
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uary,  1907,  however,  the  exchange  commenced  the  publication  of  sta- 
tistics giving  the  certificated  stock  by  grades.  The  first  statement  in- 
dicated that,  out  of  a  total  stock  of  over  115,000  bales,  not  over  10 
per  cent  would  fall  under  the  designation  of  extremely  low  grade 
cotton,  say  below  strict  good  ordinary,  assuming  the  classification  to 
have  been  correct.  A  similar  statement  for  March  31,  1908,  however, 
showed  that,  out  of  a  total  certificated  stock  of  78,069  bales,  only 
2,200  bales  were  of  the  value  of  middling  and  above.  At  this  time 
there  were  11,512  bales  of  good  ordinary  and  about  10,500  bales 
of  low  middling  tinged  and  middling  stained  cotton.  These  low 
grades,  therefore,  constituted  about  30  per  cent  of  the  total  stock. 
At  the  end  of  April,  1908,  the  total  certificated  stock  had  been  reduced 
to  about  72,000  bales,  of  which  the  grades  of  good  ordinary,  low  mid- 
lUing  tinged,  and  middling  stained  comprised  about  20,700  bales. 
There  were  32,866  bales  of  strict  good  ordinary,  this  grade  represent- 
ing over  45  per  cent  of  the  total.  There  were  practically  9,500  bales 
of  low  middling.  Only  3,300  bales  of  the  72,000  were  in  grades  above 
low  middling.  The  character  of  the  stock  at  this  time  was,  therefore, 
distinctly  low.  The  season  was,  of  course,  well  advanced,  and  the 
stock  of  better  grades  had  been  heavily  drawn  upon  in  nearly  all 
markets.  It  should  be  repeated,  as  stated  in  Part  I,  that  since  the 
1st  of  January,  1908,  the  New  York  Cotton  Exchange  has  eliminated 
several  of  the  lowest  grades  of  cotton  formerly  recognized  by  its  con- 
tract, and  that,  therefore,  the  stock  at  present,  although  low,  is  never- 
theless better  than  it  would  have  been  if  the  former  contract  limits 
had  remained  in  effect. 

EVIDENCE   OF   OVERCLASSIFICATION    AT   NEW   YORK. 

While  extreme  charges  against  the  grading  of  cotton  at  New  York 
have  undoubtedly  exaggerated  actual  conditions,  nevertheless  it  is 
certain  that  serious  overclassification  has  frequently  occurred  in  that 
market.  Members  of  the  New  York  Cotton  Exchange  have  repeat- 
edly asserted  that  the  certificated  stock  includes  no  unmerchantable 
cotton,  and  have  contended  that  this  is  proved  by  the  fact  that  the 
great  bulk  of  cotton  passed  by  the  inspection  bureau  sooner  or  later  is 
shipped  out  of  New  York  for  actual  consumption.  This  argument 
does  not  meet  the  issue.  Practically  no  cotton  is  raised  which  is  not 
merchantable  for  some  purpose  or  other.  This,  however,  does  not 
warrant  including  cotton  in  the  certificated  stock  by  calling  it  of  a 
higher  grade  than  it  actually  is.  The  inclusion  of  low-grade  cotton, 
if  properly  graded  and  if  properly  valued  by  means  of  a  correct  sys- 
tem of  price  '*  differences,"  can  be  defended  on  some  grounds,  although 
the  inclusion  of  such  grades  may  not  be  best  for  the  interests  of  the 
trade  as  a  whole.  Overgrading  of  cotton,  however,  is  a  different  mat- 
ter and  clearlv  indefensible. 
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Wliile  cimry.  of  overgrnding  at  New  York  have  been  made  r^ 
peatedly,  there  is  a  practical  difficulty  in  determining  how  far  tbey 
arc  justified,  particularly  in  the  case  of  cotton  certificated  mon?  thiis 
a  year  ago.  It  is  almost  impossihle  to  determine  just  what  cotton  h^ 
been  carried  over  in  the  New  York  stock  from  one  year  to  anotlier, 
Consequently,  complaints  of  overclassification  in  earlier  years  can  mj( 
be  absolutely  proved  or  disproved  by  physical  inspection,  Agak 
after  cotton  is  shipped  out  for  consumption,  the  samples  are  retnmeti 
by  the  inspection  bureau  to  the  owner,  and  there  is  no  means  of  ^^mV 
lishing  whether  or  not  the  cotton  has  been  overgraded.  The  prepon- 
derance of  testimony,  however,  leaves  no  doubt  that  cotton  has  been 
frequently  nnd  seriously  overgraded  by  the  inspection  bureau  of  Ih 
New  York  Cotton  Exchange.  The  ection  bureau  was  reorgaa- 
ized  in  June,  If^OT,  immediately  after  *■  s  election  of  a  new  board  of 
managers,  this  election  having  been  i  iienced  in  larg^  measure  by 
the  acute  dissatisfaction  in  the  cotton  ide  over  the  revision  of  No- 
vember, 1906  (fully  discussed  in  Vnn  I),  and  other  abii^^.  The 
present  inspector  in  chief  admitted  that  at  times  prior  to  his  appoint- 
ment samples  submitted  to  the  classification  committee  had  not 
been  drawn  in  accordance  with  the  rules  and  might  not  have  fairlv 
represented  the  bales  from  which  they  w<ire  taken.  Several  membej? 
of  the  exchange,  moreover,  stated  that  the  work  of  the  inspection 
bureau  had  been  nt  times  uneven  nnd  faulty.  Pronounced  and  specific 
complaints  of  overcl ossification  were  made  by  cotton  merchants  in  the 
South. 

Conclusive  evidence  of  overclassification  of  cotton  at  New  Yoric 
prior  to  the  reorganization  of  the  inspection  bureau  in  1907  is  fur- 
nished by  the  record  of  payments  from  the  inspection  fund.  This  in- 
spection fund  is  derived  from  fees  charged  for  classification.  It  is 
responsible  to  owners  of  cotton  to  indemnify  them  in  case  on  rein- 
spection  the  grade  is  lowered,  or  in  case  cotton  which  had  previously 
been  admitted  to  the  certificated  stock  is  pronounced  unfit  to  remain 
in  that  stock  and  is  consequently  rejected.  If  cotton  on  reclassifica- 
tion were  pronounced  below  the  lowest  grade  tenderable  on  contract, 
the  owner  would  be  paid  for  it  in  cash  on  the  basis  of  the  current 
contract  price,  allowing,  of  course,  for  grade  diflFerences,  plus  a 
penalty,  and  the  inspection  bureau  would  take  this  cotton  and  sell  it 
for  what  it  would  bring  in  the  spot  market. 

The  record  of  payments  from  the  inspection  fund  on  account  of 
claims  for  grade — ^that  is,  claims  due  to  the  fact  that  cotton  on  re- 
classification was  placed  in  a  lower  grade,  and  consequently  given 
a  lower  value  than  that  accorded  it  on  the  original  classifica- 
tion— for  the  period  from  1890  to  1906  shows  only  three  years  in 
which  the  payments  exceeded  $500,  and  that  the  average  yearly  pay- 
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ments  for  this  period  were  under  that  figure.  In  the  fiscal  year 
1891-92  (May,  1891,  to  April,  1892)  such  payments  amounted  to 
about  $2,300,  and  in  the  succeeding  year  to  $2,500,  but  these 
payments  were  unusually  large.  In  the  fiscal  year  ended  April  30, 
1907,  however,  they  increased  sharply,  while  for  the  fiscal  year  ended 
April  30,  1908,  they  amounted  to  almost  $12,000.  The  total  pay- 
ments on  account  of  absolute  rejections  (as  distinct  from  mere  reduc- 
tions in  grade)  from  1890  to  1906  were  less  than  $12,000,  or  an 
average  of  less  than  $750  per  year.  For  the  fiscal  year  ended  April 
30,  1908,  alone  they  amounted  to  almost  $15,000.  Tliese  are  the  net 
payments ;  that  is,  the  actual  loss  to  the  inspection  fund  after  credit- 
ing against  the  gross  payment  to  the  owner  of  the  rejected  cotton  the 
amount  realized  by  the  inspection  bureau  from  the  sale  of  such  cotton. 

The  exceedingly  large  payments  from  the  inspection  fund  since 
May  1,  190G,  and  particularly  during  the  year  from  May  1,  1907, 
to  April  30,  1908,  therefore  show  conclusively  that  large  amounts 
cf  cotton  must  have  been  seriously  overgraded  on  the  original  classi- 
fication, and  also  that  considerable  cotton  had  been  admitted  to  the 
certificated  stock  which  should  have  been  excluded.  That  the  pay- 
ments from  the  inspection  fund  during  the  earlier  years  were  small, 
on  the  other  hand,  does  not  indicate  that  the  classification  at  that  time 
was  proper.  Instead,  it  probably  means  that  on  reclassification,  as 
Tvcll  as  on  the  original  classification,  the  tendency  was  to  overgrade 
the  cotton.  The  large  payments  of  the  fiscal  year  1906-7  were  doubt- 
less partly  due  to  the  peculiarly  low  character  of  the  cotton  that 
year,  which  rendered  classification  difficult.  But  they  are  also  in  some 
measure  attributable  to  the  pressure  brought  upon  members  of  the 
classification  committee  as  a  result  of  growing  dissatisfaction  on  the 
part  of  members  of  the  exchange  with  the  management.  The  still 
larger  payments  of  1907-8  followed  the  reorganization  of  the  inspec- 
tion bureau,  which  was  a  result  of  the  dissatisfaction  noted,  and  were 
mainly  due  to  the  reclassification  of  cotton  which  was  first  classed 
prior  to  the  reorganization. 

In  connection  with  these  heavy  payments  from  the  inspection 
fund  it  should  be  stated  that  most  of  the  cotton  rejected  during  the 
period  mentioned  realized  on  forced  sale  from  8^  to  9  cents  or  more, 
the  average  for  several  hundred  bales  being  8.93  cents.  This  goes  to 
sliow  that  although  the  cotton  unquestionably  had  been  overgraded, 
it  nevertheless  had  a  conmiercial  value. 

INFERIOR   COTTON    DELIBERATELY    FORCED    INTO   NEW    YORK    CERTIFICATED 
STOCK  BY  COTTON-EXCHANGE  AUTHORITIES. 

Not  only  has  cotton  really  below  the  standard  prescribed  for  con- 
tract delivery  been  certificated  at  New  York,  but  such  cotton  was  for 
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&  time  virtually  forced  into  the  New  York  stock  in  pursuance  of  a 
ruling  of  the  board  of  appeals  of  the  New  York  Cotton  Exdumge, 
one  of  the  highest  committees  of  the  exchange,  and  against  the  judg- 
ment of  members  of  the  classification  committee.  This  remarkable 
ruling,  which  was  in  effect  during  part  of  the  season  of  1906-7,  appar- 
ently came  about  in  the  following  manner:  The  assistant  inspect<HS 
make  a  preliminary  classification  of  the  cotton  at  the  dock  or  ware- 
house ;  but  their  classification,  under  the  rules  of  the  New  York  Cot- 
ton Exchange,  is  not  binding  upon  the  classification  committee,  whidi 
may  reject  cotton  passed  by  the  assistant  inspectors.  It  had  hap- 
pened, however,  that  during  the  interval  between  the  original  inspec- 
tion at  the  dock  and  the  final  classification  by  the  classification  com- 
mittee, contracts  had  been  sold  against  such  cotton,  and  warehouse 
receipts  specifying  the  weight  but  not  the  grade  had  been  used  a^ 
collateral  in  obtaining  loans  from  banks;  so  that  the  subsequent  re- 
jection of  certain  bales  in  such  lots  by  the  classification  conunittec 
caused  considerable  inconvenience.  This  was  the  ostensible  excuse 
for  the  ruling  in  question.  Nevertheless,  the  by-laws  of  the  New  York 
Cotton  Exchange  distinctly  provide  that  no  delivery  of  cotton  shall 
be  considered  complete  until  a  duly  executed  certificate  si^ed  by  the 
inspector  in  chief  has  been  delivered  to  the  receiver,  such  certificate, 
of  course,  to  be  based  upon  the  decision  of  the  classification  conunittee. 
In  the  face  of  the  by-laws,  the  board  of  appeals  of  the  New  YoA 
Cotton  Exchange  ruled  in  the  latter  part  of  1906  that  where  cottoD 
which  had  been  passed  by  the  assistant  inspectors  at  the  dock  was  later 
pronounced  by  the  classification  committee  to  be  below  any  deliver- 
able grade,  it  nevertheless  should  be  permitted  to  go  into  the  certifi- 
cated stock,  taking  the  lowest  grade  recognized  by  the  exchange. 
This  arbitrary  ruling  of  the  board  of  appeals  clearly  was  subversive 
of  the  entire  scheme  of  classification,  in  that  it  virtually* made  the 
assistant  inspector  at  the  dock,  instead  of  the  classification  committee, 
the  final  authority  for  the  admission  of  the  cotton  into  the  certificated 
stock. 

Members  of  the  classification  committee,  it  should  be  said,  while 
obeying  this  ruling  of  the  board  of  appeals,  did  so  under  protest.  On 
the  grade  slips  for  lots  of  cotton  including  bales  which  in  their 
opinion  were  below  deliverable  grade  members  of  the  conmiittee  noted 
that  fact.  These  notations  or  protests  were  usually  in  one  of  the  fol- 
lowing forms: 

One  bale  [or bales]  under  grade;  should  have  been  re- 
jected. Valued  at  lowest  grade  called  for  on, contract  in  accord- 
ance with  decision  rendered  by  board  of  appeals. 

Certificate  issued  under  instructions  from  warehouse  and  de- 
livery committee  at  meeting  held  March  14,  1907. 
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These  protests  were  termed  by  members  of  the  classification  com- 
mittee their  "  declaration  of  independence."    One  member  said : 

The  reason  I  signed  those  slips  with  that  notation  was  to  de- 
fend myself  thereafter  for  calling  cotton  grades  that  I  knew  it 
was  not. 

This  certification  of  cotton  actually  below  tenderable  grade  is  es- 
pecially important  because  it  was  not  due  to  the  carelessness  of  the 
classification  committee,  or  to  the  dishonesty  of  any  individual  em- 
ployee, but  was  the  expression  of  a  deliberate  policy  of  one  of  the 
highest  committees  of  the  exchange,  which  should  have  taken  every 
precaution  to  protect  the  integrity  of  the  contract.  It  has  been  argued 
that  although  the  holder  of  a  contract  could  be  forced  to  accept  such 
cotton  he  could  in  turn  retender  it  at  the  false  valuation.  Obviously, 
this  was  no  justification.  On  this  ground  the  board  of  appeals  might 
have  ordered  the  classification  committee  to  certificate  sawdust. 
Again,  it  has  been  argued  that  the  receiver,  if  dissatisfied,  could  make 
claim  upon  the  inspection  fund.  But  there  was  no  ground,  under  this 
ruling,  on  which  the  committee  could  reverse  its  decision.  In  any 
event  the  argument  clearly  is  improper.  The  inspection  fund  was 
intended  to  provide  for  genuine  errors  in  classification  and  not  to 
place  a  premium  on  the  deliberate  certification  of  cotton  clearly  unfit 
for  contract  delivery. 

Members  of  the  New  York  Cotton  Exchange  have  also  attempted  to 
excuse  this  extraordinary  ruling  of  the  board  of  appeals  on  the  ground 
that  only  a  few  hundred  bales  of  rejectable  cotton  were  thus  deliber- 
ately allowed  to  go  into  the  certificated  stock.  They  have  further 
attempted  to  defend  the  classification  of  the  exchange  generally  on 
the  ground  that  the  amount  of  certificated  cotton  which  was  really 
below  tenderable  grade,  or  even  the  amount  which,  although  tender- 
able,  is  of  exceptionally  low  grade,  is  but  a  small  percentage  of  the 
total  certificated  stock.  They  argue  that  the  buyer  of  a  future  con- 
tract would  therefore  be  indifferent  to  the  possibility  of  receiving 
some  of  this  cotton.  This  argument  is  so  absurd  as  hardly  to  call  for 
discussion.  It  would  be  about  as  logical  for  a  man  to  say  that  he 
would  be  willing  to  stand  up  before  a  squad  of  soldiers  to  be  shot  at 
simply  because  only  a  portion  of  the  guns  were  loaded.  Such  cotton 
would  unquestionably  exert  an  influence  upon  the  buyer  out  of  all 
proportion  to  its  actual  amount  relative  to  the  total  stock,  because  he 
must  take  whatever  the  seller  chooses  to  tender  him.  When  the  new 
management  of  the  New  York  Cotton  Exchange  came  into  office,  in 
June,  1907,  this  practice  of  accepting  cotton  under  the  ruling  of  the 
board  of  appeals  was  promptly  stopped. 

This  ruling  of  the  board  of  appeals  has  been  emphasized  because 
it  illustrates  a  more  or  less  general  tendency  of  the  officials  of  the 
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■  1  Exfhiinge  to  depart  from  commercial  and  equitable 

iiici[        m  tlie  very  fundamentals  of  their  system.     It  may  easilj 

mj  that  larger  quantities  of  cotton  have  been  improperly  graded  at 

New  Orleans,     Absolute  integrity  on  the  part    of   all    iadi^iduak 

can  not  be  hoped  for.    But  there  is  no  excuse  for  lack  of  integrity 

n  the  system  itself,    A  large  part  of  the  complaint  regarding  over- 

sification  of  cotton  at  New  York,  however,   is   not   necessarily 

plaint  against  the  system,  but  rather  against  its  practical  appli- 

nQon  by  the  classification  committee;  and  the  evils  can  largely  be 

ledied  by  greater  care  find  conscientiousness^  without  change  in  the 
»j^:^tem  itself.  Some  proposals  for  certain  changes  in  the  system  of 
classification  are,  however,  discussed  later. 

An  especial  reason  why  the  New  York  Cotton  Exchange  should 
endeavor  to  maintain  the  integrity  of  its  classification  is  that  under 
the  most  favorable  circumstances  the  stock  at  New  York  is  composed 
largely  of  the  least  desirable  grades  of  the  crop*  The  buyer  of  a  con- 
tract in  New  York  is  at  all  times  under  serious  disadvantage  in  this 
respectj  and  no  effort  should  be  spared  to  prevent  incorrect  or  ioi- 
proper  classification. 

Owing  to  the  recent  elimination  of  Severn  1  of  the  lowest  grades  of 
!otton  from  the  deliverable  range  at  New  York  it  seems  reasonable  to 
hope  that  many  of  the  abuses  formerly  charged  against  classification 
in  that  market  will  not  be  repeated.  Efforts  have  already  been  made 
to  secure  more  accurate  grading  of  cotton,  and,  as  the  increased  pay- 
ment!^ from  the  inspection  fund  above  noted  indicatej  such  efforts  have 
met  with  at  least  some  degree  of  success. 

OBJECTIONS  ADVANCED  AGAINST  CERTIFICATE  SYSTEM   IN   PRINCIPCE. 

Aside  from  complaints  of  overclassification  of  cotton  at  New 
York,  the  certificate  system  itself,  as  employed  in  that  market,  is 
condemned  by  some  as  fundamentally  incorrect  in  principle.  It  is 
argued  that  the  original  owner  of  cotton  who  submits  it  to  the  inspec- 
tion bureau  for  classification  will  naturally  use  every  influence  to  se- 
cure an  overclassification,  and  that  the  buyer  is  not  represented  at  the 
time  of  the  original  classification,  as  he  is  at  New  Orleans.  The  op- 
portunity of  the  buyer  subsequently  to  demand  a  reclassification  is 
considered  an  inadequate  protection  to  him ;  moreover,  if  the  decision 
is  against  him  he  has  to  bear  the  expense.  Another  complaint  is  that 
the  certificate  system  permits  large  operators  to  select  the  most  de- 
sirable certificates  for  sale  to  spinners,  while  leaving  the  most  unde- 
sirable grades  in  the  New  York  stock. 

It  is  further  urged  that  the  delivery  of  cotton  by  certificate  is  too 
easy  and  that  it  tends  to  favor  bearish  manipulation  because  the  seller 
can  deliver  5,000  or  10,000  or  100,000  bales  in  a  moment,  thus  possibly 
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forcing  buyers  of  limited  resources  to  sell  out  at  a  sacrifice,  whereas 
under  the  New  Orleans  system  he  can  not  deliver  more  cotton  in  a 
day  than  he  can  physically  move  from  a  warehouse. 

There  does  not  appear  to  be  much  weight  to  complaints  against 
the  certificate  system  in  principle.  There  seems  to  be  little  objection 
to  the  system  if  it  is  only  properly  applied.  Indeed,  that  system 
has  some  manifest  advantages,  particularly  in  that  it  tends  to  avoid 
the  expense  and  labor  of  frequent  rehandling  and  resampling  of  cot- 
ton. The  principle  of  leaving  classification  to  a  body  of  salaried 
experts,  if  properly  safeguarded,  also  seems  altogether  unobjection- 
able. 

COMPLAINTS    AGAINST    NEW    ORLEANS    CLASSIFICATION. 

Complaints  against  the  New  Orleans  classification  are  in  substance 
that  cotton  which  was  merchantable  and  properly  tenderable  has  been 
rejected  or  has  been  undergraded.  Such  complaints  were  made  not 
only  by  members  of  the  New  York  Cotton  Exchange,  but  by  mer- 
chants in  the  South,  some  of  whom  had  shipped  cotton  to  the  New 
Orleans  market.  While  such  complaints  were  numerous,  most  of 
them  were  vague  and  indefinite ;  few  were  supported  by  tangible  evi- 
dence. One  of  the  most  frequently  cited  of  such  instances  occurred 
in  the  summer  of  1906,  when  a  firm  of  cotton  merchants,  members  of 
the  New  York  Cotton  Exchange,  shipped  approximately  a  thousand 
bales  of  cotton  to  New  Orleans  for  delivery  on  contract.  At  this 
time  there  was  a  rather  severe  comer  in  the  New  Orleans  market. 
Out  of  the  thousand  bales  shipped,  only  a  little  over  five  hundred 
were  accepted;  several  hundred  were  withdrawn  by  the  deliverers 
after  having  been  tentatively  tendered.  The  action  of  the  New 
Orleans  arbitrators  in  this  case  was  sharply  denounced  by  members 
of  the  New  York  Cotton  Exchange  as  showing  bias  in  favor  of  the 
New  Orleans  receivers. 

Careful  investigation  of  this  particular  case  showed  that  the  New 
York  shippers  had  sent  unbroken  certificated  lots,  many  of  which 
included  cotton  which  the  shippers  themselves  knew  was  of  such  low 
grade  that  its  acceptance  in  New  Orleans  was  doubtful.  Further- 
more, the  shippers  admitted  that  approximately  150  bales  of  this 
cotton  which  failed  to  pass  the  New  Orleans  arbitrators  could  not 
be  sold  over  factors'  tables  in  New  Orleans;  in  other  words,  that  it 
could  not  be  sold  in  one  of  the  largest  spot  markets  in  the  world. 

Since  there  was  a  sharp  corner  in  New  Orleans  at  that  time,  it 
would  obviously  have  been  to  the  interest  of  the  receivers  to  prevent 
the  delivery  of  this  cotton,  because  they  could  thus  punish  short  sellers 
the  more  severely.  It  is  possible  therefore  that  arbitrations  in  New- 
Orleans  at  this  time  were  too  severe.    In  view  of  the  admissions  of 
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Furthermore,  considerations  apparently  trifling  may  materially  affect 
the  judgment  of  a  classer,  as,  for  instance,  the  shadow  cast  by  a  paas- 
ing  cloud.  The  grading  depends  almost  entirely  upon  the  persontl 
judgment  of  the  individual  classers,  among  whom  there  are  certain 
to  be  great  differences  in  skill  and  experience. 

In  the  case  of  complaints  from  spinners,  the  further  consideratioa 
should  be  kept  in  mind  that  cotton  as  classed  for  contract  delivery  is 
mainly  graded  on  its  superficial  appearance — that  is,  its  color  and  the 
amount  of  trash  and  dirt  mixed  with  the  fiber — ^rather  than  by  the 
length,  strength,  and  general  character  of  the  staple.  The  latter 
considerations  are  exceedingly  important  in  determining  the  spinning 
value  of  the  cotton  as  distinct  from  grade.  They  are,  however,  so 
complex  that  they  are  to  a  large  extent  necessarily  disregarded  in 
classing  cotton  for  delivery  on  exchange  contracts. 

Still  another  source  of  difficulty  is  the  absence  of  a  unifonn 
standard  of  grades.  Instead,  there  is  a  great  variety  of  so-called 
standards  in  different  markets,  and,  although  the  standards  of  several 
important  markets  correspond  fairly  closely,  there  is,  on  the  other 
hand,  great  divergence  between  the  standards  of  other  markets. 

The  New  York  Cotton  Exchange  professes  to  have  maintained 
standards  since  1886  substantially  identical  from  year  to  year.  Ap- 
parently no  other  American  exchange  has  done  this.  Many  southern 
exchanges  do  not  regularly  establish  standards  at  all,  w^hile  others, 
including  the  New  Orleans  Cotton  Exchange,  vary  their  types  from 
year  to  year  to  correspond  with  the  character  of  individual  crops. 

METHODS  OF   CLASSIFICATION    IN    NEW   ORLEANS  AND   IN    NEW    YORK. 

In  New  Orleans  the  classification  of  contract  cotton  is  left  to  arbi- 
trators, who  also  adjust  the  price  "  differences  "  for  the  various  grades 
in  the  manner  explained  in  Part  I.  In  fact,  the  classification  of  con- 
tract cotton  in  New  Orleans  is  inseparably  involved  in  the  adjustment 
of  differences.  Although  the  arbitrators  endeavor  to  establish  in 
their  minds  the  grade  of  the  cotton  which  they  arbitrate,  they  do  not 
officially  call  it  by  any  grade  name,  or  make  any  record  of  its  grade: 
they  simply  determine  its  value  relative  to  middling. 

In  New  Orleans  the  samples  submitted  for  arbitration  are  drawn 
in  the  presence  of  both  the  deliverer  and  receiver  or  their  representa- 
tives, the  receiver  having  the  right  to  object  to  or  "  protest  "  any  bales 
which  he  considers  below  contract  grade.  Either  party  Las  the  right 
of  appeal  to  another  set  of  arbitrators,  also  chosen  by  lot.  The  New 
Orleans  Cotton  Exchange  assumes  no  responsibility  for  classification 
beyond  the  maintenance  of  types  and  the  selection  of  arbitrators. 

The  classification  of  contract  cotton  in  New  York,  on  the  other 
hand,  is  entirely  under  the  official  control  of  the  New  York  Cotton 
Exchange.     The  exchange  has  an  inspection  bureau  which  samples 
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cotton  intended  for  contract  delivery,  establishes  its  grade,  and  issues 
a  certificate  of  grade.  Such  certificate  holds  good  for  a  year,  or 
until  the  cotton  is  shipped  from  the  port  of  New  York,  subject  to  a 
demand  for  reclassification  by  any  holder  not  satisfied  with  the  classi- 
fication as  originally  established.  The  actual  work  of  grading  is 
performed  by  a  classification  committee  consisting  of  five  salaried 
employees  of  the  exchange.  This  committee  receives  the  samples 
drawn  at  the  dock  or  warehouse  by  assistant  inspectors  and  is  sup- 
posed to  grade  these  samples  in  accordance  with  the  established 
standards  of  the  exchange,  of  which  duplicate  sets  known  as  "  work- 
ing types  "  are  kept  in  the  classification  room.  Two  members  of  the 
committee  act  upon  the  set  of  samples  for  each  lot  and  in  case  of 
disagreement  a  third  member  is  called  in.  The  owner  may  appeal, 
in  which  case  the  cotton  must  be  reexamined  by  at  least  four  of  the 
five  members  of  the  committee,  whose  decision  is  final.  When  the 
grade  has  been  established,  the  inspector  in  chief  issues  a  grade  cer- 
tificate showing  the  number  of  bales  of  each  different  grade  in  the  lot 
thus  classed.  The  certificate  does  not,  however,  indicate  the  grade  of 
individual  bales,  so  as  to  identify  each  bale. 

Purchasers  of  cotton  on  contract  in  New  York  must  take  the  cotton 
at  the  grade  thus  established  by  the  classification  committee  and  pay 
the  seller  on  that  basis.  As  just  stated,  however,  the  purchaser  has 
the  right  to  demand  a  new  classification.  If  this  shows  the  cotton  to 
be  of  a  grade  inferior  to  that  originally  given  it  or  below  the  contract 
limit,  the  holder  of  the  certificate  has  a  claim  for  reimbursement 
from  the  inspection  fund  of  the  exchange.  Such  reclassification, 
while  in  the  nature  of  an  appeal,  is  conducted  by  the  classification 
committee  in  the  same  manner  as  the  original  classification.  Since 
at  least  two  members  of  the  committee  were  the  original  classers, 
this  means  that  on  reclassifications,  and  also  on  appeals,  the  grade 
may  be  determined  in  part  at  least  by  the  classers  who  made  the 
original  award.  Some  objections  urged  against  this  method  are 
discussed  below. 

COMPLAINTS   REGARDING  THE   CHARACTER  OF  THE   NEW   YORK   STOCK. 

Those  who  complain  that  a  large  part  of  the  stock  of  cotton  at 
New^  York  is  of  an  unmerchantable  character  usually  charge  that  this 
stock  has  been  used  for  the  purpose  of  depressing  the  price  of  future 
contracts,  and  indirectly  the  price  of  spot  cotton,  throughout  the 
country.  It  is  alleged  that  the  fear  of  buyers  of  contracts  at  New 
York  that  they  will  have  to  accept  inferior  cotton  on  contract  delivery 
induces  them  to  lower  the  price  which  they  bid  for  contracts.  As  a 
remedy  it  is  contended  that  some  of  the  lowest  grades  should  be  ex- 
cluded from  contract  delivery  altogether.  This  matter  is  referred  to 
later. 


4  CDTTOX    EXCHANGES CLASSIFICATION   OF    COTTOK. 

'Vho  invest ijTHl ion  ha?  shown  that  many  extreme  charges  regarding 
ilif  st(K'k  of  cotton  at  New  York  can  not  be  fully  sustained.  A  pre- 
\uilin«r  inij)n*ssion  that  many  thousands  of  bales  of  cotton  in  the  Xew 
^'ork  innrkot  have  lx»on  carried  for  many  years,  until  the  stock  is  little 
nioiv  than  an  arcuniuhition  of  rubbish,  is  disproved  by  the  fact  tliat 
the  rMtiiv  stock  at  New  York  has  on  several  occasions  in  recent  year? 
Uvn  rt'thiccil  to  a  very  small  quantity.  Thus,  in  October.  1900,  the 
total  ivrtitii-ateil  Mock  was  only  a  trifle  over  5,000  bales,  and  as  re- 
cently as  SeptemlHT.  1004.  it  was  only  15.G00  bales.  At  the  latter 
ihile  a  considerable  ])art  of  the  stock  was  apparently  of  fairly  liiglf 
^n-aile.  C'onsequently  it  is  certain  that  tlie  amount  of  very  low  grade 
t'otton  carried  o\t'r  in  New  York  for  any  considerable  period  of  years 
can  not  U'  extremely  larp*.  On  the  other  hand,  there  is  some  cotton 
wiiicli  lias  thus  biH'n  carried  over  from  year  to  year.  The  president 
of  the  New  York  Cotton  Kxchan«je,  in  November.  1907,  stated  to  the 
i-evision  commitltv  that  some  cotton  had  l>een  in  the  Xew  ITork  stock 
for  four  \  ears,  and  that  the  n^ist^n  it  had  not  l>een  purchased  f or  con- 
sum])tion  was  that  it  was  of  such  pix)r  quality  as  to  be  undesirable  at 
the  irrade  ditTen'Uces  then  existin«r.  Mort^over,  a  considerable  amoimi 
of  the  cotton  certilicated  in  the  season  of  1000-7  was  of  very  poor 
quality.  The  l?HH»  7  crop,  it  may  Ix*  noted,  was  seriously  damaged 
by  unfaNorable  weather. 

>liice  I  he  tendency  i^f  the  New  York  market  is  to  attract  surplu- 
i:r:idc-  of  ci»n<»n,  it  follows  that  in  years  when  the  crop  is  of  high 
unidc  I  lie  ivccipi>  'A\  New  York  >lii'uld  Iv  mainlv  of  hiorh-oraJe 
cotton,  and  not  in\:iri:iM\  of  low  i:r:ulo>.  This  has  been  the  case. 
>iiiip!c  :i\cr:ii:c  lii:iiiv>  coni|»::e',l  fioi;:  I'lic  ivcords  of  the  exchange — 
Mfcipt  .iii:  for  the  uionui.i  the  v  la^-iiicniion  of  the  inspection  bureau  a- 
,-oircvi  ;i.dic;iic  i!i;ii  for  :!:c  . n^p  \ e:n>  from  iSiXVOl  to  100<>-7.  ir- 
.  l:>:\c.  4<'.  •  |H!'  v'i'..i  of  {]w  ov^tto:.  oi  r:  !::v':itod  was  above  middling  ir. 
vai.it'.  >.i'  j»ir  oc'.:t  v.-.;klvr.:':.ir  or  ::.-.  o. -..ix  nlci.:  of  middling  in  value, 
.-.Tid  -M.,''  j»cr  v-iM  iH■".o^^  :r..viv:l::.i:  .:.  \.. '...;■.  Thoe  figures  are  not  con- 
,  "..-.-.xr  ":'CvM-.>f  ti.i-  V '..;->.: -.vat.  o:.  V  :  :  i.o  ^^^^  Y^-rk  Cotton  Exchange,  a^ 
- ! . o ^^ :  I  :  K- '. oN\ .  o.r. .  : . .  >:  i : .  ■  >  1  »v  .i  o^-e: ^ :  i- v":  .i :  i :  >  i.\  a*  va  1  :ie.  Moreover,  th-? 
!;i:.;rc-  .:.v"..;.".c  ':o/.:;--.::v .;:  .o:.-  ;*-  -'m".  .i-  .:  .i:-.y.al  olassitioation-,  -aiA 
;i-  .;  re-..":  I.-!  vl  :■•  ox.ijpv.i:^-  :'..-.  rrv  v.,.;.:  ;:  .  ;.;.r;uner  of  the  stock  in 
:\:.\  i: . ^ «  ^  >  t  -i r.  \ :  : :  •  -/» : .  •.  : . v. . .  : *: .i  v  - :  ■.  :  r . r:ia  facie  evidence  that 
:  1 . •   N\  ^^   ^  •  •  vk  -:  ov  •;     .. -  : .  :  :  •;-. : .  . , : .  y .  -ed  ^^^sitIt  of  extr^emely 


v-: .: 
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uary,  1907,  however,  the  exchange  commenced  the  publication  of  sta- 
tistics giving  the  certificated  stock  by  grades.  The  first  statement  in- 
dicated that,  out  of  a  total  stock  of  over  115,000  bales,  not  over  10 
per  cent  would  fall  under  the  designation  of  extremely  low  grade 
cotton,  say  below  strict  good  ordinary,  assuming  the  classification  to 
have  been  correct.  A  similar  statement  for  March  31,  1908,  however, 
showed  that,  out  of  a  total  certificated  stock  of  78,069  bales,  only 
2,200  bales  were  of  the  value  of  middling  and  above.  At  this  time 
there  were  11,512  bales  of  good  ordinary  and  about  10,500  bales 
of  low  middling  tinged  and  middling  stained  cotton.  These  low 
grades,  therefore,  constituted  about  30  per  cent  of  the  total  stock. 
At  the  end  of  April,  1908,  the  total  certificated  stock  had  been  reduced 
to  about  72,000  bales,  of  which  the  grades  of  good  ordinary,  low  mid- 
dling tinged,  and  middling  stained  comprised  about  20,700  bales. 
There  were  32,866  bales  of  strict  good  ordinary,  this  grade  represent- 
ing over  45  per  cent  of  the  total.  There  were  practically  9,500  bales 
of  low  middling.  Only  3,300  bales  of  the  72,000  were  in  grades  above 
low  middling.  The  character  of  the  stock  at  this  time  was,  therefore, 
distinctly  low.  The  season  was,  of  course,  well  advanced,  and  the 
stock  of  better  grades  had  been  heavily  drawn  upon  in  nearly  all 
markets.  It  should  be  repeated,  as  stated  in  Part  I,  that  since  the 
1st  of  January,  1908,  the  New  York  Cotton  Exchange  has  eliminated 
several  of  the  lowest  grades  of  cotton  formerly  recognized  by  its  con- 
tract, and  that,  therefore,  the  stock  at  present,  although  low,  is  never- 
theless better  than  it  would  have  been  if  the  former  contract  limits 
had  remained  in  effect. 

EVIDENCE   OF   OVERCLASSIFICATION    AT   NEW   YORK. 

While  extreme  charges  against  the  grading  of  cotton  at  New  York 
have  undoubtedly  exaggerated  actual  conditions,  nevertheless  it  is 
certain  that  serious  overclassification  has  frequently  occurred  in  that 
market.  Members  of  the  New  York  Cotton  Exchange  have  repeat- 
edly asserted  that  the  certificated  stock  includes  no  unmerchantable 
cotton,  and  have  contended  that  this  is  proved  by  the  fact  that  the 
great  bulk  of  cotton  passed  by  the  inspection  bureau  sooner  or  later  is 
shipped  out  of  New  York  for  actual  consumption.  This  argument 
does  not  meet  the  issue.  Practically  no  cotton  is  raised  which  is  not 
merchantable  for  some  purpose  or  other.  This,  however,  does  not 
warrant  including  cotton  in  the  certificated  stock  by  calling  it  of  a 
higher  grade  than  it  actually  is.  The  inclusion  of  low-grade  cotton, 
if  properly  graded  and  if  proptirly  valued  by  means  of  a  correct  sys- 
^rice  ^^  differt^nees,- '  ciui  be  defended  on  some  grounds,  although 
of  ssucli  grades  may  not  be  best  for  the  interests  of  the 
Overgrudin^  of  cotton,  however,  is  a  different  mat- 
sibl& 
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While  charges  of  overgrading  at  New  York  have  been  made  re- 
peatedly, there  is  a  practical  difficulty  in  determining  how  far  they 
are  justified,  particularly  in  the  case  of  cotton  certificated  more  thin 
a  year  ago.  It  is  almost  impossible  to  determine  just  what  cotton  his 
been  carried  over  in  the  New  York  stock  from  one  year  to  another. 
Consequently,  complaints  of  overclassification  in  earlier  years  can  not 
be  absolutely  proved  or  disproved  by  physical  inspection.  Again, 
after  cotton  is  shipped  out  for  consumption,  the  samples  are  returned 
by  the  inspection  bureau  to  the  owner,  and  there  is  no  means  of  estab- 
lishing whether  or  not  the  cotton  has  been  overgraded.  Tlie  prepon- 
derance of  testimony,  however,  leaves  no  doubt  that  cotton  has  been 
frequently  and  seriously  overgraded  by  the  inspection  bureau  of  the 
New  York  Cotton  Exchange.  The  inspection  bureau  was  reorgan- 
ized in  June,  1007,  immediately  after  the  election  of  a  new  board  of 
managers,  this  election  having  been  influenced  in  large  measure  by 
the  acute  dissatisfaction  in  the  cotton  trade  over  the  revision  of  No- 
vember, 1900)  (fully  discussed  in  Part  I),  and  other  abuses.  The 
present  inspector  in  chief  admitted  that  at  times  prior  to  his  appoint- 
ment samples  submitted  to  the  classification  committee  had  not 
been  drawn  in  accordance  with  the  rules  and  might  not  have  fairly 
represented  the  bales  from  which  they  were  taken.  Several  member? 
of  the  exchange,  moreover,  stated  that  the  work  of  the  inspection 
bureau  had  been  at  times  uneven  and  faulty.  Pronounced  and  specific 
complaints  of  overclassification  were  made  by  cotton  merchant?  in  the 
South. 

Conclusive  evidence  of  overclassification  of  cotton  at  New  York 
prior  to  the  reorgjinization  of  the  inspection  bureau  in  1907  is  fur- 
nished bv  the  record  of  payments  from  tlie  in>i>ection  fund.  This  in- 
spection fund  is  derived  from  fees  char^red  for  classification.  It  i? 
responsible  to  owners  of  cotton  to  indomnifv  them  in  case  on  rein- 
sjvotion  the  grade  is  lowered,  or  in  case  cotton  which  had  previously 
Uvn  admitted  to  the  certificated  >t(xk  is  j-ronounced  unfit  to  remain 
in  that  stot^k  an<l  is  consequently  rejucird.  Tf  cotton  on  reclassifii^i- 
tion  >\ore  pronounced  l>olow  tlio  lowot  irradc  tenderable  on  contract, 
the  owner  would  Ik*  paid  for  it  in  ra>l.  un  the  basis  of  the  current 
cimiract  price,  allowini:,  ,,f  course,  for  irrade  differences,  plus  a 
]>enalty.  and  the  inspection  bureau  wor.M  tako  this  cotton  and  sell  it 
fi>r  what  it  would  brinir  in  the  spot  market. 

The  record  of  payments  from  tl-o  ir.sjvvtiMi^.  fund  on  account  of 
claims  for  p*ade — ^that  is.  claims  viuo  to  the  fact  that  cotton  on  re- 
vlassificaiion  was  placed  in  a  l«'Wtr  irrait-.  and  cimsetpiently  iriven 
a  lowiT  value  than  that  accorded  it  on  tha.,^]ginal  classifica- 
tion;— for  the  jvriiH-  from  lx»0  to  l'»''.  j^ho'  ^^ttlBe  JMB  in 
whieli  the  paymt-nts  eXiwde«i  S.Vk^.  aiui  that 
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ments  for  this  period  were  under  that  figure.  In  the  fiscal  year 
1891-02  (May,  1891,  to  April,  1892)  such  payments  amounted  to 
about  $2,300,  and  in  the  succeeding  year  to  $2,500,  but  these 
payments  were  unusually  large.  In  the  fiscal  year  ended  April  30, 
1907,  however,  they  increased  sharply,  while  for  the  fiscal  year  ended 
April  30,  1908,  they  amounted  to  almost  $12,000.  The  total  pay- 
ments on  account  of  absolute  rejections  (as  distinct  from  mere  reduc- 
tions in  grade)  from  1890  to  1906  were  less  than  $12,000,  or  an 
average  of  less  than  $750  per  year.  For  the  fiscal  year  ended  April 
30,  1908,  alone  they  amounted  to  almost  $15,000.  These  arc  the  net 
payments ;  that  is,  the  actual  loss  to  the  inspection  fund  after  credit- 
ing against  the  gross  payment  to  the  owner  of  the  rejected  cotton  the 
amount  realized  by  the  inspection  bureau  from  the  sale  of  such  cotton. 

The  exceedingly  large  payments  from  the  inspection  fund  since 
May  1,  190G,  and  particularly  during  the  year  from  May  Ij  1907, 
to  April  30,  1908,  therefore  show  conclusively  that  large  amounts 
of  cotton  must  have  been  seriously  overgraded  on  the  original  classi- 
fication, and  also  that  considerable  cotton  had  been  admitted  to  the 
certificated  stock  which  should  have  been  excluded.  That  the  pay- 
ments from  the  inspection  fund  during  the  earlier  years  were  small, 
on  the  other  hand,  does  not  indicate  that  the  classification  at  that  time 
was  proper.  Instead,  it  probably  means  that  on  reclassification,  as 
^vcll  as  on  the  original  classification,  the  tendency  was  to  overgrade 
the  cotton.  The  large  payments  of  the  fiscal  year  1906-7  were  doubt- 
less partly  due  to  the  peculiarly  low  character  of  the  cotton  that 
year,  which  rendered  classification  difficult.  But  they  are  also  in  some 
measure  attributable  to  the  pressure  brought  upon  members  of  the 
classification  committee  as  a  result  of  growing  dissatisfaction  on  the 
part  of  members  of  the  exchange  with  the  management.  The  still 
larger  payments  of  1907-8  followed  the  reorganization  of  the  inspec- 
tion bureau,  which  was  a  result  of  the  dissatisfaction  noted,  and  were 
mainly  due  to  the  reclassification  of  cotton  which  was  first  classed 
prior  to  the  reorganization. 

In  connection  with  these  heavy  payments  from  the  inspection 
fund  it  should  be  stated  that  most  of  the  cotton  rejected  during  the 
period  mentioned  realized  on  forced  sale  from  8^  to  9  cents  or  more, 
the  average  for  several  hundred  bales  being  8.93  cents.  This  goes  to 
show  that  although  the  cotton  unquestionably  had  been  overgraded, 
it  nevertheless  had  a  commercial  value. 

INFERIOR   COTTON   DELIBERATELY   FORCED   INTO   NEW   YORK   CERTIFICATED 
STOCK  BY  COTTON-EXCHANGE  AUTHORITIES. 

lot  only  has  coUon  really  below  the  standard  prescribed  for  con- 
delivery  been  certificated  at  New  York,  but  such  cotton  was  for 
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a  time  virtually  forced  into  the  New  York  stock  in  parsuanoe  of  a 
ruling  of  the  board  of  appeals  of  the  New  York  Cotton  Exdiinge. 
one  of  the  highest  committees  of  the  exchange,  and  against  the  judg- 
ment of  members  of  the  classification  committee.  This  remarinbk 
ruling,  which  was  in  effect  during  part  of  the  season  of  1906-7,  apptr- 
ently  came  about  in  the  following  manner:  Tlie  assistant  inspedon 
make  a  preliminary  classification  of  the  cotton  at  the  dock  or  wt^^ 
house ;  but  their  classification,  imder  the  rules  of  the  New  York  Cot- 
ton Exchange,  is  not  binding  upon  the  classification  committee,  which 
may  reject  cotton  passed  by  the  assistant  inspectors.  It  had  hap- 
pened, however,  that  during  the  interval  between  the  original  inspe& 
tion  at  the  dock  and  the  final  classification  by  the  classification  com- 
mittee, contracts  had  been  sold  against  such  cotton,  and  wardionsc 
receipts  specifying  the  weight  but  not  the  grade  had  been  used  a<« 
collateral  in  obtaining  loans  from  banks;  so  that  the  subsequent  r^ 
jection  of  certain  bales  in  such  lots  by  the  classification  committee 
caused  considerable  inconvenience.  This  was  the  ostensible  excuse 
for  the  ruling  in  question.  Nevertheless,  the  by-laws  of  the  New  York 
Cotton  Exchange  distinctly  provide  that  no  delivery  of  cotton  shall 
be  considered  compliBte  until  a  duly  executed  certificate  signed  by  the 
inspector  in  chief  has  been  delivered  to  the  receiver,  such  certificate, 
of  course,  to  be  based  upon  the  decision  of  the  classification  committee. 
In  the  face  of  the  by-laws,  the  board  of  appeals  of  the  New  Ycm* 
Cotton  Exchange  ruled  in  the  latter  part  of  1906  that  where  cotton 
which  had  been  passed  by  the  assistant  inspectors  at  the  dock  was  later 
pronounced  by  the  classification  committee  to  be  below  any  deliver- 
able grade,  it  nevertheless  should  be  permitted  to  go  into  the  certifi- 
cated stock,  taking  the  lowest  grade  recognized  by  the  exchange. 
This  arbitrary  ruling  of  the  board  of  appeals  clearly  was  subversive 
of  the  entire  scheme  of  classification,  in  that  it  virtually 'made  the 
assistant  inspector  at  the  dock,  instead  of  the  classification  committee, 
the  final  authority  for  the  admission  of  the  cotton  into  the  certificated 
stock. 

Members  of  the  classification  committee,  it  should  be  said,  while 
obeying  this  ruling  of  the  board  of  appeals,  did  so  under  protest.  On 
the  grade  slips  for  lots  of  cotton  including  bales  which  in  their 
opinion  were  below  deliverable  grade  members  of  the  committee  noted 
that  fact.  These  notations  or  protests  were  usually  in  one  of  the  fol- 
lowing forms: 

One  bale  [or bales]  under  grade;  should  have  been  re- 
jected. Valued  at  lowest  grade  called  for  on. contract  in  accord- 
ance with  decision  rendered  by  board  of  appeals. 

Certificate  issued  under  instructions  from  warehouse  and  de- 
livery committee  at  meeting  held  March  14,  1907. 
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These  protests  were  termed  by  members  of  the  classification  com- 
mittee their  "  declaration  of  independence."    One  member  said : 

The  reason  I  signed  those  slips  with  that  notation  was  to  de- 
fend myself  thereafter  for  calling  cotton  grades  that  I  knew  it 
was  not. 

This  certification  of  cotton  actually  below  tenderable  grade  is  es- 
pecially important  because  it  was  not  due  to  the  carelessness  of  the 
classification  committee,  or  to  the  dishonesty  of  any  individual  em- 
ployee, but  was  the  expression  of  a  deliberate  policy  of  one  of  the 
highest  committees  of  the  exchange,  which  should  have  taken  every 
precaution  to  protect  the  integrity  of  the  contract.  It  has  been  argued 
that  although  the  holder  of  a  contract  could  be  forced  to  accept  such 
cotton  he  could  in  turn  retender  it  at  the  false  valuation.  Obviously, 
this  was  no  justification.  On  this  ground  the  board  of  appeals  might 
have  ordered  the  classification  committee  to  certificate  sawdust. 
Again,  it  has  been  argued  that  the  receiver,  if  dissatisfied,  could  make 
claim  upon  the  inspection  fund.  But  there  was  no  ground,  under  this 
ruling,  on  which  the  committee  could  reverse  its  decision.  In  any 
event  the  argument  clearly  is  improper.  The  inspection  fund  was 
intended  to  provide  for  genuine  errors  in  classification  and  not  to 
place  a  premium  on  the  deliberate  certification  of  cotton  clearly  unfit 
for  contract  delivery. 

Members  of  the  New  York  Cotton  Exchange  have  also  attempted  to 
excuse  this  extraordinary  ruling  of  the  board  of  appeals  on  the  ground 
that  only  a  few  hundred  bales  of  rejectable  cotton  were  thus  deliber- 
ately allowed  to  go  into  the  certificated  stock.  They  have  further 
attempted  to  defend  the  classification  of  the  exchange  generally  on 
the  ground  that  the  amount  of  certificated  cotton  which  was  really 
below  tenderable  grade,  or  even  the  amount  which,  although  tender- 
able,  is  of  exceptionally  low  grade,  is  but  a  small  percentage  of  the 
total  certificated  stock.  They  argue  that  the  buyer  of  a  future  con- 
tract would  therefore  be  indifferent  to  the  possibility  of  receiving 
some  of  this  cotton.  This  argument  is  so  absurd  as  hardly  to  call  for 
discussion.  It  would  be  about  as  logical  for  a  man  to  say  that  he 
would  be  willing  to  stand  up  before  a  squad  of  soldiers  to  be  shot  at 
simply  because  only  a  portion  of  the  guns  were  loaded.  Such  cotton 
would  unquestionably  exert  an  influence  upon  the  buyer  out  of  all 
proportion  to  its  actual  amount  relative  to  the  total  stock,  because  he 
must  take  whatever  the  seller  chooses  to  tender  him.  When  the  new 
management  of  the  New  York  Cotton  Exchange  came  into  office,  in 
June,  1907,  this  practice  of  accepting  cotton  under  the  ruling  of  the 
board  of  appeals  was  promptly  stopped. 

This  ruling  of  the  board  of  appeals  has  been  emphasized  because 
it  illustrates  a  more  or  less  general  tendency  of  the  officials  of  the 
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New  York  Cotton  Exchange  to  depart  from  commercial  and  equitable 
principles  in  the  very  fundamentals  of  their  srstem.  It  may  eMsij 
be  that  larger  quantities  of  cotton  have  been  improperly  graded  it 
New  Orleans.  Absolute  integrity  on  the  part  of  all  individmk 
can  not  be  hoped  for.  But  there  is  no  excuse  for  lack  of  integrity 
in  the  system  itself.  A  large  part  of  the  complaint  r^arding  over- 
classification  of  cotton  at  New  York,  however,  is  not  necessarilj 
complaint  apainst  the  system,  but  rather  against  its  practical  appli- 
cation bv  the  classification  committee:  and  the  evils  can  largelv  be 
remedievi  bv  greater  oaro  rsnJ  confcientioufness.  without  change  in  the 
>y-io::^.  :t?flf.  Smie  pn»p"s:il>  f»r  ^^r:a:r.  changes  in  the  system  of 
clas?ificat;or.  aiv.  however.  d:?oi:<:?e«.i  ]at^r. 

An  especial  reason  why  the  New  York  Conon  £xdiange  diodd 
endeavor  to  :::a:r.ia:r.  the  ::.ie£rr::y  oi  ::s  ciassincaiion  is  that  \ir.>ier 
:he  r/.-v:  f?.vor:ib!e  o:^c^;^:^I;^.:■.c■.^  ::.e  >:ock  ai  New  York  is  composed 
largely  of  the  le::?i  de?:rab!o  ^r-.^t^  -  ?  the  ^rcp.  The  buyer  of  a  axi- 
;r2?:  :r.  Ne^  York  :>  a:  a'/.  ::n^t^  ::r..:rr  serious  ^iisadT-antagie  ir  This 
re^r^e:-!,  ai.-.:  r.t.'  t-::.'n  ^ho•.:^.i  !:•?  sr^arv^i  :o  prevem  incorrect  or  -pJi- 
rroT»r r   :Iiss::: r^'ioi.. 

C^Lr^r :  ::•>  r:^:.:  •■.::v.::.2T:'?r.  cf  ftvrral  r-f  ibe  ^owescr  srade?  of 
>:■::: r.  fr.r..  :h-:  i-:l:v: —  :'.-:  r:.rire  s:  N^-w  Yrrk  i:  ^eins  reasonable  to 
h:y»r  lis:  r-:f-r.v  :«:  ::.t  .^Iv-fe^  f :m-.rrlj  :-h&rgr'a  against  classiScation 
in  :hi:  r.-.£r'i:--:  "r^:/.  r.::  >:  rr:.eiiTt-I.    Zf  :*r.5  iJivf  alreaiv  Seen  mad: 


ffTiv  :x   rx:>  ::rLx. 


•:i''        ^1*  the  seller 
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forcing  buyers  of  limited  resources  to  sell  out  at  a  sacrifice,  whereas 
under  the  New  Orleans  system  he  can  not  deliver  more  cotton  in  a 
day  than  he  can  physically  move  from  a  warehouse. 

There  does  not  appear  to  be  much  weight  to  complaints  against 
the  certificate  system  in  principle.  There  seems  to  be  little  objection 
to  the  system  if  it  is  only  properly  applied.  Indeed,  that  system 
has  some  manifest  advantages,  particularly  in  that  it  tends  to  avoid 
the  expense  and  labor  of  frequent  rehandling  and  resampling  of  cot- 
ton. The  principle  of  leaving  classification  to  a  body  of  salaried 
experts,  if  properly  safeguarded,  also  seems  altogether  unobjection- 
able. 

COMPLAINTS    AGAINST    NEW    ORLEANS    CLASSIFICATION. 

Complaints  against  the  New  Orleans  classification  are  in  substance 
that  cotton  which  was  merchantable  and  properly  tenderable  has  been 
rejected  or  has  been  undergraded.  Such  complaints  were  made  not 
only  by  members  of  the  New  York  Cotton  Exchange,  but  by  mer- 
chants in  the  South,  some  of  whom  had  shipped  cotton  to  the  New 
Orleans  market.  While  such  complaints  were  numerous,  most  of 
them  were  vague  and  indefinite ;  few  were  supported  by  tangible  evi- 
dence. One  of  the  most  frequently  cited  of  such  instances  occurred 
in  the  summer  of  1906,  when  a  firm  of  cotton  merchants,  members  of 
the  New  York  Cotton  Exchange,  shipped  approximately  a  thousand 
bales  of  cotton  to  New  Orleans  for  delivery  on  contract.  At  this 
time  there  was  a  rather  severe  corner  in  the  New  Orleans  market. 
Out  of  the  thousand  bales  shipped,  only  a  little  over  five  hundred 
were  accepted;  several  hundred  were  withdrawn  by  the  deliverers 
after  having  been  tentatively  tendered.  The  action  of  the  New 
Orleans  arbitrators  in  this  case  was  sharply  denounced  by  members 
of  the  New  York  Cotton  Exchange  as  showing  bias  in  favor  of  the 
New  Orleans  receivers. 

Careful  investigation  of  this  particular  case  showed  that  the  New 
York  shippers  had  sent  unbroken  certificated  lots,  many  of  which 
included  cotton  which  the  shippers  themselves  knew  was  of  such  low 
grade  that  its  acceptance  in  New  Orleans  was  doubtful.  Further- 
more, the  shippers  admitted  that  approximately  150  bales  of  this 
cotton  which  failed  to  pass  the  New  Orleans  arbitrators  could  not 
be  sold  over  factors'  tables  in  New  Orleans;  in  other  words,  that  it 
could  not  be  sold  in  one  of  the  largest  spot  markets  in  the  world. 

Since  there  was  a  sharp  corner  in  New  Orleans  at  that  time,  it 
would  obviously  have  been  to  the  interest  of  the  receivers  to  prevent 
the  delivery  of  this  cotton,  because  they  could  thus  punish  short  sellers 
the  more  severely.     It  is  possible  therefore  that  arbitrations  in  New 

deans  at  this  time  were  too  severe.    In  view  of  the  admissions  of 
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Department  of  Com^ierce  and  Labor, 

Office  of  the  Secretary, 
Washington,  May  29,  1908. 
Sir:  I  have  the  honor  to  transmit  herewith  Parts  II  and  III  of  the 
Report  of  the  Commissioner  of  Corporations  on  Cotton  Exchanges, 
the  said  parts  dealing  with  the  matter  of  the  classification  of  cotton 
and  the  range  of  grades. 

Very  respectfully,  Oscar  S.  Straus, 

Secretary. 
The  President. 


Department  of  Commerce  and  Labor, 

V 

Bureau  of  Corporations, 
Washington,  May  29,  1908. 
Sir:  I  have  the  honor  to  transmit  herewith  Parts  II  and  III  of  a 
Report  on  Cotton  Exchanges,  made  to  the  President  under  your 
direction  and  in  accordance  with  the  law  creating  the  Bureau  of  Cor- 
porations and  the  resolution  of  the  House  of  Representatives  of  Feb- 
ruary 4,  1907.  The  said  parts  deal  with  the  matter  of  the  classifi- 
cation of  cotton  and  the  range  of  grades. 

I  desire  to  mention  as  especially  contributing,  under  my  direction, 
to  the  preparation  of  certain  portions  of  this  report  the  names  of 
certain  of  my  assistants,  to  wit,  Mr.  Luther  Conant,  jr.,  and  Mr. 
T.  M.  Robertson,  who  assisted  Mr.  Conant. 
Very  respectfully, 

Herbert  Knox  Smith, 

Commissioner, 
To  Hon.  Oscar  S.  Straus, 

Secretary  of  Covnnerce  and  Labor. 
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Department  op  Commerce  and  Labor, 

Bureau  of  Corporations, 
Washington,  May  29,  1908. 
Sir  :  I  have  the  honor  to  submit  herewith  Part  II  and  Part  III  of 
the  report  on  the  operations  of  cotton  exchanges,  made  in  accordance 
with  House  resolution  795,  of  February  4,  1907.  These  parts  deal 
with  cotton-exchange  methods  of  classification  of  cotton  and  with  the 
range  of  contract  grades.  Subsequent  parts  will  take  up  the  effects 
of  exchange  rules  and  other  conditions  upon  the  price. 

methods  of  classification. 

For  the  purposes  of  delivery  on  future  contracts  cotton  is  classed 
into  a  number  of  grades — 18  in  New  York  and  about  the  same  in  New 
Orleans,  these  two  being  the  only  American  markets  doing  a  future 
business.  The  classification  is  based  chiefly  on  color  and  amount  of 
dirt  and  trash  in  the  cotton.  Many  criticisms  have  been  made  upon 
the  rules  of  classification  in  both  these  exchanges  and  upon  the  way 
in  which  these  rules  have  been  applied.  Many  difficulties  are  in- 
herent; the  classification  of  cotton  will  probably  never  be  an  exact 
science,  but  must  always  depend  more  or  less  upon  the  discretion  of 
experts,  and  be  open  to  honest  differences  of  opinion.  Moreover, 
there  are  no  uniform  standards  of  grades  in  the  cotton  trade.  Grades 
of  the  same  name  in  different  exchanges  differ  considerably  in  quality. 
This  in  itself  causes  much  of  the  difference  of  opinion. 

Radically  different  methods  of  classification  are  employed  in  the 
New  York  and  New  Orleans  exchanges.  The  New  Orleans  system 
is  largely  a  private  affair  between  the  parties,  the  exchange  merely 
furnishing  the  arbitrators.  Each  lot  of  cotton  when  tendered  for 
delivery  is  submitted  to  such  arbitrators,  and  they,  having  before 
them  the  price  differences  "off"  or  "on"  middling  cotton  officially 
quoted  by  the  exchange,  determine  what  differences  shall  be  applied 
respectively  to  the  various  grades  of  cotton  in  the  particular  lot, 
though  they  necessarily  determine  also,  as  part  of  this  process,  what 
these  grades  are. 
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The  New  York  system  is  distinctly  diflFerent.  New  York  has  what 
is  called  a  certificated  stock  of  cotton,  and  the  New  York  exchange 
officially  determines,  through  its  classification  committee,  what  cot- 
ton shidl  be  admitted  to  that  stock  and  its  grade  therein,  while  the 
impection  fund  of  the  exchange  is  responsible  to  the  owner  of  such 
cotton  for  mistakes  made  by  the  committee  in  such  classification.  All 
cotton  intended  for  contract'  delivery  in  New  York  is  submitted,  upon 
arriving  at  that  port,  to  the  classification  committee.  If  accepted,  a 
certificate  is  issued  setting  forth  its  grades.  This  cotton  thereafter 
is  dealt  in  on  the  basis  of  that  certificate,  unless  the  same  be  changed 
by  reclassification.  The  classification  at  New  York  is  thus  much  more 
closely  bound  up  with  the  exchange  itself,  and  its  effects  are  more 
a  part  of  the  operations  of  the  exchange  than  in  New  Orleans. 

A  number  of  criticisms  have  been  made  against  the  New  York  sys- 
tem as  to  principle.  Thus,  lots  of  cotton  are  certified  as  having  so 
many  bales  of  such  and  such  grades,  but  without  identifying  the 
grades  of  the  individual  bales.  The  result  is  that  when  the  buyer 
receives  a  lot  of  cotton  he  can  not,  from  the  certificate,  sort  it  out  into 
even-running  grades,  because  he  has  no  means  of  knowing  which 
bales  belong  to  the  given  grades.  To  sort  it  out  he  must  examine  the 
cotton  itself 9  at  considerable  expense  and  delay,  lliis  increases  the 
reluctance  of  buyers  to  accept  the  actual  delivery  of  cotton  on  future 
contracts. 

Another  criticism  is  that  the  New  York  rules  do  not  provide  for 
the  exclusion  of  extremely  weak  or  "  perished  "  staple  cotton,  as  the 
New  Orleans  system  practically  does.  While  the  New  York  classi- 
fication committee  asserted  that  as  a  matter  of  principle  they  would 
not  admit  perished  staple,  nevertheless,  so  far  as  the  rules  are  con- 
cerned, the  grades  are  determined  chiefly  by  color  and  amount  of 
trash,  and  there  is  no  definite  standard  by  which  weak  or  perished 
staple  can  be  determined  and  excluded,  and  some  such  cotton  has 
actually  been  certificated.  It  seems  probable  that  the  amount  is  not 
large,  but  the  presence  of  any  of  it  is  extremely  objectionable,  owing 
to  the  seller's  option  of  selecting  grades  to  be  delivered.  The  admis- 
sion of  even  a  small  amount  of  such  low  grades  has  a  very  injurious 
effect  in  depressing  disproportionately  the  price  of  future  contracts. 
The  charge,  however,  that  the  New  York  stock  is  the  refuse  accumu- 
lation of  many  years  is  disproved  by  the  fact  that  in  September, 
1904,  the  entire  certificated  stock  was  reduced  to  15,600  bales,  of 
which  a  considerable  part  was  of  high  grade. 

Criticisms  have  been  made  also  as  to  the  application  of  the  New 
York  system.  There  has  been  considerable  overclassification  or 
overgrading  by  the  New  York  committee.  This  is  conclusively 
proved  by  the  payments  from  the  inspection  fund.  This  fund,  it 
will  be  remembered,  is  used  to  indemnify  the  owners  of  certificated 
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cotton  for  mistakes  in  grading  by  the  classification  committee.  From 
1890  to  1906,  sixteen  years,  these  payments,  including  the  net  pay- 
ments for  rejections,  averaged  less  than  $1,250  a  year,  a  total  of  lesg 
than  $20,000,  while  for  the  single  year  ended  April  30,  1908,  under  a 
reform  management,  the  net  total  was  almost  $27,000.  This  great 
increase  in  these  payments  shows  that  the  previous  classification  must 
have  been  far  too  high. 

A  specific  instance  of  deliberate  overgrading  took  place  in  the 
latter  part  of  1906,  when  the  board  of  appeals  of  the  New  York  ex- 
change instructed  the  classification  committee  to  admit  to  the  certifi- 
cated stock  all  cotton  which  passed  the  preliminary  and  informal 
examination  of  the  assistant  inspectors  at  the  dock,  although  the 
same  might  later  have  been  held  rejectable  by  the  classification  com- 
mittee on  its  final  classification.  This  cotton,  thus  forced  in,  was  to  . 
take  the  lowest  grade  of  the  certificated  stock. 

This  ruling  was  in  direct  conflict  with  the  by-laws  of  the  exchange. 
The  classification  committee  entered  a  protest,  and  even  noted  upon 
certificate  slips  of  such  rejectable  cotton,  "  should  have  been  rejected." 
When  the  new  management  of  the  exchange  came  into  office  in  June, 
1907,  this  practice  was  stopped. 

A  contrary  criticism  has  been  made  of  the  New  Orleans  exchange, 
to  the  effect  that  there  is  an  undergrading  there,  and  while  the  proof 
of  this  is  not  conclusive  it  is  probable  that  in  certain  cases  it  is  true. 
It  is  quite  likely  that  the  effect  of  the  general  opinion  of  the  exchange 
has  been  to  cause  the  arbitrators  to  be,  consciously  or  unconsciously, 
too  severe  in  their  classification  at  certain  times.  A  number  of 
southern  merchants  have  made  such  assertions  very  vigorously. 

The  Bureau  does  not  consider  the  New  York  system  of  classifying 
and  certificating  cotton,  as  distinguished  from  its  "  fixed-difference  " 
system,  as  wrong  on  general  principle.  Under  the  conditions  sur- 
rounding the  New  York  business  it  is  a  proper  development,  capable 
of  proper  application.  The  principal  difficulties  on  both  exchanges 
have  been  with  the  careless  or  improper  manner  of  applying  their 
rules.  In  regard  to  certain  details,  however,  a  number  of  changes, 
most  of  which  have  already  been  widely  discussed,  seem  desirable. 

The  New  York  rules,  as  well  as  New  Orleans,  should  expressly 
provide  some  method  by  which  extremely  weak  or  perished  staple 
should  be  definitely  excluded  from  the  certificated  stock. 

The  New  York  certificate  of  classification  should  identify  each  in- 
dividual bale  by  grade.  It  is  objected  that  increased  expense  of  han- 
dling and  of  storage  would  result,  but  it  seems  probable  that  this  in- 
creased expense  would  be  no  greater  than  the  expense  now  thrown  on 
the  receiver  of  cotton  in  attempting  to  identify  or  reclassify  a  mixed 
lot  of  bales,  and  such  identification  would  also  greatly  facilitate  the 
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handling  of  certificated  cotton  and  itsi  segregation  into  even -running 
lots  for  consumption. 

There  should  certainly  be  a  system  of  uniform  grades  throughout 
the  cotton  trade,  if  possible.  It  would  greatly  simplify  the  business 
and  stop  a  number  of  abuses.  The  practical  difficulties  in  the  way  of 
arriving  at  such  a  system  are  considerable,  and  probably  the  best  that 
ran  be  done  at  present  is  to  make  a  persistent  effort  to  approach 
gradually  such  an  ideaU  as  near  as  may  be^ 

B  BAHGE  OF  CONTRACT  GRADB8. 

Very  numerous  criticisms  have  also  been  directed  at  the  large 
numiier  of  grades  now  deliverable  on  future  contracts  on  both  cotton 
exchanges.  It  must  always  be  remembered  that  the  buyer  of  a  future 
contract  has  no  option  as  to  grades.  He  must  take  whatever  the 
seller  chooses  to  deliver  to  him.  There  are  now  18  grades  deliverable 
on  New  York  and  New  Orleans  t*on tracts,  covering  a  very  wide  range. 
In  practice  it  frequently  happens  tiiat  deliveries  on  a  single  contract 
embrace  ten  different  grades  and  half  grades,  so  that  lots  thus  deliv- 
ered are  often  greatly  mixed.  This  is  true  both  in  New  Orleans  and 
in  New  York,  though  not  to  so  great  an  extent  in  the  former  place. 

So  far  us  spinners  are  concerned,  the  practical  certainty  of  receiving 
Severn!  dilferent  kinds  of  oottf>ri  on  one  contnicl  niiikes  it  impressible 
for  them  to  buy  their  cotton  on  the  exchanges.  The  range  of  quality 
of  cotton  which  can  ordinarily  be  used  by  a  given  spinner  is  extremely 
limited,  owing  to  the  mechanical  restrictions  of  his  mill  and  the 
requirements  of  his  particular  custom.  So  limited,  indeed,  is  this 
spinner's  range  that  it  is  wholly  out  of  the  question  to  so  restrict  the 
range  of  grades  on  exchanges  as  to  make  this  contract  generally 
acceptable  to  spinners  and  still  maintain  a  practical  future  market. 
The  spinner  will  probably  always  buy  directly  through  spot  transac- 
tions, although  he  should  be  able  to  use  the  exchange  for  hedging 
purposes. 

It  is  obvious  that  the  more  mixed  a  delivery  is  the  less  desirable  it 
is.  It  has  happened  that  sellers  of  contracts  have  deliberately 
tendered  lots  of  very  indiscriminate  character  for  the  purpose  of  forc- 
ing the  buyer  to  sell  out  his  contract  rather  than  receive  the  cotton, 
making  it  possible  for  the  seller  to  buy  in  the  contract  at  a  profit.  The 
present  wide  range  of  deliverable  grades  makes  this  possible. 

On  the  other  hand,  there  must  be  a  considerable  range  of  grades,  as, 
unlike  certain  other  great  staples,  there  is  a  very  wide  range  of  actual 
difference  in  the  quality  of  a  given  crop  of  cotton ;  there  is  also  a  de- 
mand for  most,  if  not  all,  of  these  grades.  This  is  often  expressed  in 
the  phrase  that  "  the  contract  must  be  broad  enough  to  take  care  of 
the  crop." 
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The  contract  must  also  be  broad  enough  to  induce  general  trading 
thereon,  and  thus  furnish  the  broad  market  necessary  to  fulfill  the 
true  functions  of  an  exchange.  There  is  no  reasonable  obligation, 
however,  to  take  care  of  that  part  of  the  crop  which  is  for  most  pur- 
poses unspinnable,  and  the  admission  of  very  low  grades  of  such  un- 
merchantable or  unspinnable  cotton  into  the  exchange  stocks  creates 
several  evils.  The  effect  of  such  cotton  is  to  depress  the  price  of 
future  contracts,  and  this  tends  to  affect  unfavorably  the  value  of  the 
entire  crop,  the  great  bulk  of  which  is  of  much  better  quality.  It  is 
certainly  wholly  improper  that  a  small  fraction  of  very  low  grade 
cotton  should  be  allowed  on  exchange  contracts  if  it  has  such  effect. 
The  extent  of  this  particular  effect,  however,  will  be  considered  fully 
in  a  later  part.  Secondly,  this  low-grade  cotton  is  the  cause  of  by 
far  the  greater  part  of  the  numerous  difficulties  and  controversies  as 
to  classification  and  the  establishing  of  price  differences  in  both 
markets.  In  the  third  place,  the  producer  is  encouraged  to  grow  and 
pick  a  low  quality  of  cotton. 

Low-middling  clause. — ^The  most  practical  suggestion  for  a  limita- 
tion of  the  present  range  of  grades  is  the  so-called  low-middling 
clause;  that  is,  the  exclusion  of  all  white  cotton  below  the  grade  of 
low  middling,  and  possibly  all  tinged  or  stained  cotton  below  that  in 
value.  The  Bureau  is  strongly  inclined  to  favor  such  a  change;  it 
would  not  only  eliminate  a  number  of  the  lowest  grades  now  deliter- 
able,  which  are  objectionable  both  on  account  of  the  controversies  to 
which  they  give  rise  and  on  account  of  their  unfortunate  effect  in 
reducing  the  contract  price,  but  it  would  also  tend  to  exclude  sub- 
stantially all  unspinnable  cotton.  It  must  be  remembered  that  the 
amount  of  so-called  unspinnable  cotton,  while  comparatively  small, 
has  a  disproportionate  effect  upon  the  price  of  all  future  contracts, 
so  that  the  benefit  to  the  rest  of  the  crop  by  its  elimination  would 
be  much  greater  than  any  hardship  thereby  created  as  to  this  small 
fraction  of  the  crop. 

As  distinct  from  the  limitation  of  the  present  range  of  tenderable 
grades,  a  number  of  suggestions  have  been  made  for  restricting  de- 
liveries on  single  contracts  within  that  range  so  as  to  make  the  con- 
tract a  more  certain  and  advantageous  one. 

These  suggestions  may  be  commented  on  briefly. 

First.  A  "  specific  "  contract :  It  is  wholly  out  of  the  question  to 
make  the  contract  an  absolutely  specific  one ;  that  is,  to  provide  that 
only  one  particular  grade  shall  be  delivered.  In  view  of  the  fact 
that  future  contracts  are  largely  made  before  the  quality  of  the  crop 
is  known,  very  few  sellers  of  future  contracts  would  dare  to  agree 
to  deliver  any  particular  grade  of  cotton  on  an  exchange  contract, 
owing  to  constant  danger  of  intentional  manipulation  resulting  in 
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comers  and  squeezes.    Such  a  restriction  would  practically  destroy 
the  future  market  by  making  it  very  narrow. 

Second.  That  not  more  than  three  grades  of  cotton  should  be  deliv- 
ered  on  any  single  contract.  The  Bureau  regards  this  not  only  as 
impracticable,  but  as  having  littie  advantage  over  the  present  system. 

Third.  To  have  two  contracts,  one  for  the  delivery  of  middling 
cotton  and  above,  and  the  other  for  the  delivery  of  middling  cotton 
and  below.  Such  an  arrangement  would  be  wholly  experimental  and 
its  results  are  not  easy  to  calculate. 

Fourth.  That  all  deliveries  diould  be  substantially  ^^even  run- 
ning;" that  is,  that  on  any  single  contract  only  a  range  of  a  half 
grade  either  way  from  the  medium  grade  tendered  should  be  deliver- 
able, the  seller  having  still  the  option,  however,  of  selecting  such 
medium  grade.  It  is  not  believed  that  this  is  entirely  practical,  or 
even  that  it  would  accomplish  the  results  desired,  inasmuch  as  the 
buyer  would  still  be  left  in  great  uncertainty  as  to  what  grades  would 
ultimately  be  delivered.  This  system  also  would  greatiy  add  to  the 
difficulties  of  classification  and  the  controversies  arising  therefrom. 

Fifth.  Possibly  a  more  practical  suggestion  is  that  of  a  premium 
for  even-running  deliveries,  to  be  inserted  in  the  contract  itself. 

A  further  and  a  practical  suggestion  is  that  the  seller,  on  the  day 
that  he  issues  notice  of  delivery,  which  in  New  York  is  three  days  and 
in  New  Orleans  five  days  before  the  delivery,  shall  specify  the  grade 
or  grades  of  cotton  which  he  intends  to  deliver.  This  would  give  to 
the  buyer  an  opportunity  to  make  provision  for  disposing  of  it  in  ac- 
cordance with  its  quality. 

It  is  believed  that  by  the  adoption  of  the  low-middling  clause  many 
of  the  difficulties  of  classification  would  be  removed ;  much  of  the  evil 
effect  of  very  low  cotton  on  contract  prices,  as  well  as  the  controver- 
sies as  to  "  differences,"  would  be  eliminated ;  no  real  hardship  would 
be  worked ;  and,  if  a  proper  system  of  differences  were  fairly  applied 
thereto,  with  uniform  and  accurate  classification,  many  of  the  present 
tenable  objections  to  the  business  of  the  exchanges  would  be  removed. 

In  making  these  suggestions  the  various  objections  thereto,  which 
have  been  fully  heard,  have  been  carefully  considered,  and  while 
numerous  other  suggested  reforms  have  been  also  considered,  only 
those  have  been  set  forth  here  which  seem  to  merit  serious  attention. 
The  importance  of  the  exchanges  of  New  York  and  New  Orleans  in 
the  cotton  trade,  and  their  unquestioned  effect  on  all  concerned  in  this 
great  industry,  make  it  desirable  that  careful  consideration  be  given 
to  those  lines  of  improvement  which  seem  practical. 
Very  respectfully, 

Herbert  Knox  Smith, 
Commissioner  of  Corporations.  ^ 

The  PREsmBNT. 


REPORT  OF  THE  COMMISSIONER  OF  CORPORATIONS 
ON  COTTON  EXCHANGES. 


Part  n.— CLASSIFICATION  OF  COTTON. 
Fart  in.— RANGE  OF  OEADES  DELIVEBABLE  ON  CONTRACT. 


SUMMARY. 

COMPLAINTS  BEGABDING  CLASSIFICATION  OF  COTTON. 

The  classification  of  cotton  has  been  the  source  of  a  great  deal  of 
controversy.  Dissatisfaction  has  been  particularly  pronounced  in 
the  case  of  deliveries  on  future  contracts  of  the  New  York  and  New 
Orleans  cotton  exchanges,  the  only  exchanges  in  this  country  where 
a  future  business  is  conducted.  It  is  alleged  that  cotton  intended  for 
delivery  on  contract  in  New  York  has  been  systematically  overgraded, 
and  also  that  a  considerable  amount  of  cotton  has  been  deliverable 
on  contract  there  of  such  an  inferior  and  nondescript  character  as 
really  to  have  no  commercial  rating  whatever.  Complaints  against 
the  New  Orleans  Cotton  Exchange  are  of  the  opposite  character, 
namely,  that  the  classification  there  has  been  too  severe,  and  that 
cotton  which  was  clearly  adapted  to  ordinary  spinning  purposes 
has  been  rejected  by  arbitrators  when  tendered  on  future  contracts. 

Aside  from  complaints  of  improper  classification  under  the  rules 
of  the  respective  exchanges,  the  absence  of  uniformity  in  the  basis 
of  classification,  not  only  as  between  New  York  and  New  Orleans,  but 
among  southern  spot  markets  generally,  has  been  productive  of 
numerous  controversies. 

DIFFICULTIES  ATI'E^DIKG  CLASSIFICATION. 

In  considering  these  complaints  it  should  be  constantly  borne  in 
mind  that  the  classification  of  cotton  is  not,  and  can  not  be,  an  exact 
science.  The  grade  of  a  bale  of  cotton  is  usually  established  from  a 
sample  of  only  a  few  ounces.  Since  a  bale  of  500  pounds  represents 
the  product  of  something  like  2^  acres  of  land,  a  classification  based 
on  so  small  a  sample  may  easily  give  rise  to  serious  controve.\!^. 
45156-08—1        •  ^ 
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Furtihennore,  consideratioiis  apparently  trifling  may  mflteriallj  affect 
the  judgment  of  a  classer,  as,  for  instance,  the  shadow  cast  by  a  pac- 
ing cloud.  The  grading  depends  almost  entirely  upon  the  personal 
judgment  of  the  individual  classers,  among  whom  there  are  certaiji 
to  be  great  differences  in  skill  and  experience. 

In  the  case  of  complaints  from  spinners,  the  further  consideration 
should  be  kept  in  mind  that  cotton  as  classed  for  contract  delivery  is 
mainly  graded  on  its  superficial  appearance — ^that  is,  its  color  and  the 
amount  of  trash  and  dirt  mixed  with  the  fiber — ^rather  than  by  the 
length,  strength,  and  general  character  of  the  staple.  The  latter 
considerations  are  exceedingly  important  in  determining  the  spinning 
value  of  the  cotton  as  distinct  from  grade.  They  are,  however,  so 
complex  that  they  are  to  a  large  extent  necessarily  disregarded  in 
classing  cotton  for  delivery  on  exchange  contracts. 

Still  another  source  of  difficulty  is  the  absence  of  a  uniform 
standard  of  grades.  Instead,  there  is  a  great  variety  of  so-called 
standards  in  different  markets,  and,  although  the  standards  of  several 
importimt  markets  correspond  fairly  closely,  there  is,  on  the  other 
hand,  great  divergence  between  the  standards  of  other  markets. 

The  New  York  Cotton  Exchange  professes  to  have  maintained 
standards  since  1886  substantially  identical  from  year  to  year.  Ap- 
parently no  other  American  exchange  has  done  this.  Many  southern 
exchanges  do  not  regularly  establish  standards  at  all,  while  others, 
including  the  New  Orleans  Cotton  Exchange,  vary  their  types  from 
year  to  year  to  correspond  with  the  character  of  individual  crops. 

METHODS  OF  CLASSIFICATION   IN    NEW  ORLEANS  AND  IN   NEW   YORK. 

In  New  Orleans  the  classification  of  contract  cotton  is  left  to  arbi- 
trators, who  also  adjust  the  price  "  differences  "  for  the  various  grades 
in  the  manner  explained  in  Part  I.  In  fact,  the  classification  of  con- 
tract cotton  in  New  Orleans  is  inseparably  involved  in  the  adjustment 
of  differences.  Although  the  arbitrators  endeavor  to  establish  in 
their  minds  the  grade  of  the  cotton  which  they  arbitrate,  they  do  not 
officially  call  it  by  any  grade  name,  or  make  any  record  of  its  grade ; 
they  simply  determine  its  value  relative  to  middling. 

In  New  Orleans  the  samples  submitted  for  arbitration  are  drawn 
in  the  presence  of  both  the  deliverer  and  receiver  or  their  representa- 
tives, the  receiver  having  the  right  to  object  to  or  "  protest "  any  bales 
which  he  considers  below  contract  grade.  Either  party  Las  the  right 
of  appeal  to  another  set  of  arbitrators,  also  chosen  by  lot.  The  New 
Orleans  Cotton  Exchange  assumes  no  responsibility  for  classification 
beyond  the  maintenance  of  types  and  the  selection  of  arbitrators. 

The  classification  of  contract  cotton  in  New  York,  on  the  other 
hand,  is  entirely  under  the  official  control  of  the  New  York  Cotton 
Exchange.    The  exchange  has  an  inspection  bureau  which  samples 
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cotton  intended  for  contract  delivery,  establishes  its  grade,  and  issues 
a  certificate  of  grade.  Such  certificate  holds  good  for  a  year,  or 
until  the  cotton  is  shipped  from  the  port  of  New  York,  subject  to  a 
demand  for  reclassification  by  any  holder  not  satisfied  with  the  classi- 
fication as  originally  established.  The  actual  work  of  grading  is 
performed  by  a  classification  committee  consisting  of  five  salaried 
employees  of  the  exchange.  This  committee  receives  the  samples 
drawn  at  the  dock  or  warehouse  by  assistant  inspectors  and  is  sup- 
posed to  grade  these  samples  in  accordance  with  the  established 
standards  of  the  exchange,  of  which  duplicate  sets  known  as  "  work- 
ing types  "  are  kept  in  the  classification  room.  Two  members  of  the 
committee  act  upon  the  set  of  samples  for  each  lot  and  in  case  of 
disagreement  a  third  member  is  called  in.  The  owner  may  appeal, 
in  which  case  the  cotton  must  be  reexamined  by  at  least  four  of  the 
five  members  of  the  committee,  whose  decision  is  final.  When  the 
grade  has  been  established,  the  inspector  in  chief  issues  a  grade  cer- 
tificate showing  the  number  of  bales  of  each  different  grade  in  the  lot 
thus  classed.  The  certificate  does  not,  however,  indicate  the  grade  of 
individual  bales,  so  as  to  identify  each  bale. 

Purchasers  of  cotton  on  contract  in  New  York  must  take  the  cotton 
at  the  grade  thus  established  by  the  classification  committee  and  pay 
the  seller  on  that  basis.  As  just  stated,  however,  the  purchaser  has 
the  right  to  demand  a  new  classification.  If  this  shows  the  cotton  to 
be  of  a  grade  inferior  to  that  originally  given  it  or  below  the  contract 
limit,  the  holder  of  the  certificate  has  a  claim  for  reimbursement 
from  the  inspection  fund  of  the  exchange.  Such  reclassification, 
while  in  the  nuture  of  an  appeal,  is  conducted  by  the  classification 
committee  in  the  same  manner  as  the  original  classification.  Since 
at  least  two  members  of  the  committee  were  the  original  classers, 
this  means  that  on  reclassifications,  and  also  on  appeals,  the  grade 
may  be  determined  in  part  at  least  by  the  classers  who  made  the 
original  award.  Some  objections  urged  against  this  method  are 
discussed  below. 

COMPLAINTS  REGARDING  THE  CHARACTER  OE  THE  NEW   YORK   STOCK. 

Those  who  complain  that  a  large  part  of  the  stock  of  cotton  at 
New  York  is  of  an  unmerchantable  character  usually  charge  that  this 
stock  has  been  used  for  the  purpose  of  depressing  the  price  of  future 
contracts,  and  indirectly  the  price  of  spot  cotton,  throughout  the 
country.  It  is  alleged  that  the  fear  of  buyers  of  contracts  at  New 
York  that  they  will  have  to  accept  inferior  cotton  on  contract  delivery 
induces  them  to  lower  the  price  which  they  bid  for  contracts.  As  a 
remedy  it  is  contended  that  some  of  the  lowest  grades  should  be  ex- 
cluded from  contract  delivery  altogether.  This  matter  is  referred  to 
later. 
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The  investigation  has  shown  that  many  extreme  charges  regarding 
the  stock  of  cotton  at  New  York  can  not  be  fully  sustained.  A  pre- 
vailing impression  that  many  thousands  of  bales  of  cotton  in  the  New 
York  market  have  been  carried  for  many  years,  until  the  stock  is  little 
more  than  an  accumulation  of  rubbish,  is  disproved  by  the  fact  that 
the  entire  stock  at  New  York  has  on  several  occasions  in  recent  years 
been  reduced  to  a  very  small  quantity.  Thus,  in  October,  1900,  the 
total  certificated  stock  was  only  a  trifle  over  5,000  bales,  and  as  re- 
cently as  September,  1901,  it  was  only  15,600  bales.  At  the  latter 
date  a  considerable  part  of  the  stock  was  apparently  of  fairly  liigli 
grade.  Consequently  it  is  certain  that  the  amount  of  very  low  grade 
cotton  carried  over  in  New  York  for  any  considerable  period  of  years 
can  not  be  extremely  large.  On  the  other  hand,  there  is  some  cotton 
which  has  thus  been  carried  over  from  year  to  year.  The  president 
of  the  New  York  Cotton  Exchange,  in  November,  190T,  stated  to  the 
revision  committee  that  some  cotton  had  been  in  the  New  York  stock 
for  four  years,  and  that  the  reason  it  had  not  been  purchased  for  con- 
sumption was  that  it  was  of  such  poor  quality  as  to  be  undesirable  at 
the  grade  differences  then  existing.  Moreover,  a  considerable  amount 
of  the  cotton  certificated  in  the  season  of  1906-T  was  of  very  poor 
quality.  The  1906-7  crop,  it  may  be  noted,  was  seriously  damaged 
by  unfavorable  weather. 

Since  the  tendency  of  the  New  York  market  is  to  attract  surplus 
grades  of  cotton,  it  follows  that  in  years  when  the  crop  is  of  high 
grade  the  receipts  at  New  York  should  be  mainly  of  high-grade 
cotton,  and  not  invariably  of  low  grades.  This  has  been  the  case. 
Simple  average  figures  compiled  from  the  records  of  the  exchange — 
accepting  for  the  moment  the  classification  of  the  inspection  bureau  as 
correct — indicate  that  for  the  crop  years  from  1890-91  to  1906-7,  in- 
clusive, 40.3  per  cent  of  the  cotton  certificated  was  above  middling  in 
value,  8.2  per  cent  middling  or  the  equivalent  of  middling  in  value, 
and  51.5  per  cent  below  middling  in  value.  These  figures  are  not  con- 
clusive because  the  classification  of  the  New  York  Cotton  Exchange,  as 
shown  below,  can  not  thus  be  accepted  at  its  face  value.  Moreover,  the 
figures  include  reclassifications  as  well  as  original  classifications,  and 
as  a  result  tend  to  exaggerate  the  prevailing  character  of  the  stock  in 
any  given  year.  At  the  same  time  they  are  prima  facie  evidence  that 
the  New  York  stock  has  not  been  composed  exclusively  of  extremely 
low  grades. 

These  figures,  it  should  be  noted,  represent  the  grade  at  the  time 
of  classification.  As  the  season  advances  the  more  desirable  grades  for 
the  time  being  are  removed  for  consumption,  thus  leaving  the  stock 
composed  mainly  of  the  less  desirable  or  surplus  grades.  Until  re- 
cently the  New  York  Cotton  Exchange  kept  no  records  showing  the 
character  of  the  certificated  stock  on  hand  at  any  given  date.    In  Jan- 
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uary,  1907,  however,  the  exchange  commenced  the  publication  of  sta- 
tistics giving  the  certificated  stock  by  grades.  The  first  statement  in- 
dicated that,  out  of  a  total  stock  of  over  115,000  bales,  not  over  10 
per  cent  would  fall  under  the  designation  of  extremely  low  grade 
cotton,  say  below  strict  good  ordinary,  assuming  the  classification  to 
have  been  correct.  A  similar  statement  for  March  31,  1908,  however, 
showed  that,  out  of  a  total  certificated  stock  of  78,069  bales,  only 
2,200  bales  were  of  the  value  of  middling  and  above.  At  this  time 
there  were  11,512  bales  of  good  ordinary  and  about  10,500  bales 
of  low  middling  tinged  and  middling  stained  cotton.  These  low 
grades,  therefore,  constituted  about  30  per  cent  of  the  total  stock. 
At  the  end  of  April,  1908,  the  total  certificated  stock  had  been  reduced 
to  about  72,000  bales,  of  which  the  grades  of  good  ordinary,  low  mid- 
dling tinged,  and  middling  stained  comprised  about  20,700  bales. 
There  were  32,866  bales  of  strict  good  ordinary,  this  grade  represent- 
ing over  45  per  cent  of  the  total.  There  were  practically  9,500  bales 
of  low  middling.  Only  3,300  bales  of  the  72,000  were  in  grades  above 
low  middling.  The  character  of  the  stock  at  this  time  was,  therefore, 
distinctly  low.  The  season  was,  of  course,  well  advanced,  and  the 
stock  of  better  grades  had  been  heavily  drawn  upon  in  nearly  all 
markets.  It  should  be  repeated,  as  stated  in  Part  I,  that  since  the 
1st  of  January,  1908,  the  New  York  Cotton  Exchange  has  eliminated 
several  of  the  lowest  grades  of  cotton  formerly  recognized  by  its  con- 
tract, and  that,  therefore,  the  stock  at  present,  although  low,  is  never- 
theless better  than  it  would  have  been  if  the  former  contract  limits 
had  remained  in  effect. 

EVIDENCE    or   OVERCLASSIFICATION    AT   NEW    YORK. 

While  extreme  charges  against  the  grading  of  cotton  at  New  York 
have  undoubtedly  exaggerated  actual  conditions,  nevertheless  it  is 
certain  that  serious  overclassification  has  frequently  occurred  in  that 
market.  Members  of  the  New  York  Cotton  Exchange  have  repeat- 
edly asserted  that  the  certificated  stock  includes  no  unmerchantable 
cotton,  and  have  contended  that  this  is  proved  by  the  fact  that  the 
great  bulk  of  cotton  passed  by  the  inspection  bureau  sooner  or  later  is 
shipped  out  of  New  York  for  actual  consumption.  This  argument 
does  not  meet  the  issue.  Practically  no  cotton  is  raised  which  is  not 
merchantable  for  some  purpose  or  other.  This,  however,  does  not 
warrant  including  cotton  in  the  certificated  stock  by  calling  it  of  a 
higher  grade  than  it  actually  is.  The  inclusion  of  low-grade  cotton, 
if  properly  graded  and  if  properly  valued  by  means  of  a  correct  sys- 
tem of  price  "  differences,"  can  be  defended  on  some  grounds,  although 
the  inclusion  of  such  grades  may  not  be  best  for  the  interests  of  the 
trade  as  a  whole.  Overgrading  of  cotton,  however,  is  a  different  mat- 
ter and  clearly  indefensible. 


tf  COTTON  EXCHANGES— €LA6SrFlC  ATI  ON   OF  COTTON. 

While  charges  of  overgrading  at  New  York  have  been  made  re- 
peatedly,  there  is  a  practical  difficulty  in  determining  how  far  they 
are  justified,  particularly  in  the  case  of  cotton  certificated  more  than 
a  year  ago*  It  is  almost  impossible  to  determine  just  what  cotton  has 
been  carried  over  in  the  New  York  stock  from  one  year  to  another. 
Consequently^  complaints  of  overclassification  in  earlier  years  can  not 
be  absolutely  proved  or  disproved  by  physical  inspection.  Again, 
after  cotton  is  shipped  out  for  consumption,  the  samples  are  returned 
by  the  inspection  bureau  to  the  owner^  and  there  is  no  means  of  estab- 
lishing whether  or  not  the  cotton  has  been  overgraded.  The  prepon- 
derance of  testimony,  however,  leaves  no  doubt  that  cotton  has  been 
frequently  and  seriously  overgraded  by  the  inspection  bureau  of  the 
New  York  Cotton  Exchange,  Tlie  inspection  bureau  was  reorgan- 
ized in  June,  lOOTj  immediately  after  tlie  election  of  a  new  board  of 
managers,  this  election  having  been  influenced  in  large  measure  by 
the  acute  dissatisfaction  in  the  cotton  trade  over  the  revision  of  No- 
vember, 1906  (fully  discussed  in  Part  I),  and  other  abuses.  The 
present  inspector  in  chief  admitted  that  at  times  prior  to  his  appoint- 
ment samples  submitted  to  the  classification  committee  had  not* 
been  drawn  in  accordance  with  the  rules  and  might  not  have  fairly 
represented  the  bales  from  which  they  were  tak^i.  Several  membars 
of  the  exchange,  moreover,  stated  that  the  work  of  the  inspection 
bureau  had  been  at  times  uneven  and  faulty.  Pronounced  and  specific 
complaints  of  overclassification  were  made  by  cotton  merchants  in  the 
South. 

Conclusive  evidence  of  overclassification  of  cotton  at  New  York 
prior  to  the  reorganization  of  the  inspection  bureau  in  1907  is  fur- 
nished by  the  record  of  payments  from  the  inspection  fund.  This  in- 
spection fund  is  derived  from  fees  charged  for  classification.  It  is 
responsible  to  owners  of  cotton  to  indemnify  them  in  case  on  rein- 
spection  the  grade  is  lowered,  or  in  case  cotton  which  had  previously 
been  admitted  to  the  certificated  stock  is  pronounced  unfit  to  remain 
in  that  stock  and  is  consequently  rejected.  If  cotton  on  reclassifica- 
tion were  pronounced  below  the  lowest  grade  tenderable  on  contract, 
the  owner  would  be  paid  for  it  in  cash  on  the  basis  of  the  current 
contract  price,  allowing,  of  course,  for  grade  differences,  plus  a 
penalty,  and  the  inspection  bureau  would  take  this  cotton  and  sell  it 
for  what  it  would  bring  in  the  spot  market. 

The  record  of  payments  from  the  inspection  fund  on  account  of 
claims  for  grade — ^that  is,  claims  due  to  the  fact  that  cotton  on  re- 
classification was  placed  in  a  lower  grade,  and  consequently  given 
a  lower  value  than  that  accorded  it  on  the  original  classifica- 
tion— for  the  period  from  1890  to  1906  shows  only  three  years  in 
which  the  payments  exceeded  $500,  and  that  the  average  yearly  pay- 
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ments  for  this  period  were  under  that  figure.  In  the  fiscal  year 
1891-92  (May,  1891,  to  April,  1892)  such  payments  amounted  to 
about  $2,300,  and  in  the  succeeding  year  to  $2,500,  but  these 
payments  were  unusually  large.  In  the  fiscal  year  ended  April  30, 
1907,  however,  they  increased  sharply,  while  for  the  fiscal  year  ended 
April  30,  1908,  they  amounted  to  almost  $12,000.  The  total  pay- 
ments on  account  of  absolute  rejections  (as  distinct  from  mere  reduc- 
tions in  grade)  from  1890  to  1906  were  less  than  $12,000,  or  an 
average  of  less  than  $750  per  year.  For  the  fiscal  year  ended  April 
30,  1908,  alone  they  amounted  to  almost  $15,000.  These  are  the  net 
payments ;  that  is,  the  actual  loss  to  the  inspection  fund  after  credit- 
ing against  the  gross  payment  to  the  owner  of  the  rejected  cotton  the 
amount  realized  by  the  inspection  bureau  from  the  sale  of  such  cotton. 

The  exceedingly  large  payments  from  the  inspection  fund  since 
May  1,  190G,  and  particularly  during  the  year  from  May  1,  1907, 
to  April  30,  1908,  therefore  show  conclusively  that  large  amounts 
of  cotton  must  have  been  seriously  overgraded  on  the  original  classi- 
fication, and  also  that  considerable  cotton  had  been  admitted  to  the 
certificated  stock  which  should  have  been  excluded.  That  the  pay- 
ments from  the  inspection  fund  during  the  earlier  years  were  small, 
on  the  other  hand,  does  not  indicate  that  the  classification  at  that  time 
was  proper.  Instead,  it  probably  means  that  on  reclassification,  as 
well  as  on  the  original  classification,  the  tendency  was  to  overgrade 
the  cotton.  The  large  payments  of  the  fiscal  year  1906-7  were  doubt- 
less partly  due  to  the  peculiarly  low  character  of  the  cotton  that 
year,  which  rendered  classification  difiicult.  But  they  are  also  in  some 
measure  attributable  to  the  pressure  brought  upon  members  of  the 
classification  committee  as  a  result  of  growing  dissatisfaction  on  the 
part  of  members  of  the  exchange  with  the  management.  The  still 
larger  payments  of  1907-8  followed  the  reorganization  of  the  inspec- 
tion bureau,  which  was  a  result  of  the  dissatisfaction  noted,  and  were 
mainly  due  to  the  reclassification  of  cotton  which  was  first  classed 
prior  to  the  reorganization. 

In  connection  with  these  heavy  payments  from  the  inspection 
fund  it  should  be  stated  that  most  of  ihe  cotton  rejected  during  the 
period  mentioned  realized  on  forced  sale  from  8^  to  9  cents  or  more, 
the  average  for  several  hundred  bales  being  8.93  cents.  This  goes  to 
show  that  although  the  cotton  unquestionably  had  been  overgraded, 
it  nevertheless  had  a  commercial  value. 

INFERIOR   COTTON   DELIBERATELY   FORCED   INTO   NEW   YORK   CERTIFICATED 
STOCK  BY  COTTON-EXCHANGE  AUTHORITIES. 

Not  only  has  cotton  really  below  the  standard  prescribed  for  con- 
tract delivery  been  certificated  at  New  York,  but  such  cotton  was  for 
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a^  time  virtually  forced  into  the  New  York  stock  in  pursuance  of  a 
ruling  of  the  board  of  appeals  of  the  New  York  Cotton  Exchange, 
one  of  the  highest  committees  of  the  exchange,  and  against  the  judg- 
ment of  members  of  the  classification  committee.  This  remarkable 
ruling,  which  was  in  effect  during  part  of  the  season  of  1906-7,  appar- 
ently came  about  in  the  following  manner:  The  assistant  inspectors 
make  a  preliminary  classification  of  the  cotton  at  the  dock  or  ware- 
house; but  their  classification,  under  the  rules  of  the  New  York  Cot- 
ton Exchange,  is  not  binding  upon  the  classification  conmiittee,  which 
may  reject  cotton  passed  by  the  assistant  inspectors.  It  had  hap- 
pened, however,  that  during  the  interval  between  the  original  inspec- 
tion at  the  dock  and  the  final  classification  by  the  classification  com- 
mittee, contracts  had  been  sold  against  such  cotton,  and  warehouse 
receipts  specifying  the  weight  but  not  the  grade  had  been  used  a.-^ 
collateral  in  obtaining  loans  from  banks;  so  that  the  subsequent  re- 
jection of  certain  bales  in  such  lots  by  the  classification  conmiittee 
caused  considerable  inconvenience.  This  was  the  ostensible  excuse 
for  the  ruling  in  question.  Nevertheless,  the  by-laws  of  the  New  York 
Cotton  Exchange  distinctly  provide  that  no  delivery  of  cotton  shall 
be  considered  complete  until  a  duly  executed  certificate  signed  by  the 
inspector  in  chief  has  been  delivered  to  the  receiver,  such  certificate, 
of  course,  to  be  based  upon  the  decision  of  the  classification  committee. 
In  the  face  of  the  by-laws,  the  board  of  appeals  of  the  New  York 
Cotton  Exchange  ruled  in  the  latter  part  of  1906  that  where  cotton 
which  had  been  passed  by  the  assistant  inspectors  at  the  dock  was  later 
pronounced  by  the  classification  committee  to  be  below  any  deliver- 
able grade,  it  nevertheless  should  be  permitted  to  go  into  the  certifi- 
cated stock,  taking  the  lowest  grade  recognized  by  the  exchange. 
This  arbitrary  ruling  of  the  board  of  appeals  clearly  was  subversive 
of  the  entire  scheme  of  classification,  in  that  it  virtually 'made  the 
assistant  inspector  at  the  dock,  instead  of  the  classification  committee, 
the  final  authority  for  the  admission  of  the  cotton  into  the  certificated 
stock. 

Members  of  the  classification  committee,  it  should  be  said,  while 
obeying  this  ruling  of  the  board  of  appeals,  did  so  under  protest.  On 
the  grade  slips  for  lots  of  cotton  including  bales  which  in  their 
opinion  were  below  deliverable  grade  members  of  the  committee  noted 
that  fact.  These  notations  or  protests  were  usually  in  one  of  the  fol- 
lowing forms: 

One  bale  [or bales]  under  grade;  should  have  been  re- 
jected. Valued  at  lowest  grade  called  for  on, contract  in  accord- 
ance with  decision  rendered  by  board  of  appeals. 

Certificate  issued  under  instructions  from  warehouse  and  de- 
livery committee  at  meeting  held  March  14,  1907. 
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These  protests  were  termed  by  members  of  the  classification  com- 
mittee their  "  declaration  of  independence,"    One  member  said : 

The  reason  I  signed  those  slips  with  that  notation  was  to  de- 
fend myself  thereafter  for  calling  cotton  grades  that  I  knew  it 
was  not. 

This  certification  of  cotton  actually  below  tenderable  grade  is  es- 
pecially important  because  it  was  not  due  to  the  carelessness  of  the 
classification  committee,  or  to  the  dishonesty  of  any  individual  em- 
ployee, but  was  the  expression  of  a  deliberate  policy  of  one  of  the 
highest  committees  of  the  exchange,  which  should  hare  taken  every 
precaution  to  protect  the  integrity  of  the  contract.  It  has  been  argued 
that  although  the  holder  of  a  contract  could  be  forced  to  accept  such 
cotton  he  could  in  turn  retender  it  at  the  false  valuation.  Obviously, 
this  was  no  justification.  On  this  ground  the  board  of  appeals  might 
have  ordered  the  classification  committee  to  certificate  sawdust. 
Again,  it  has  been  argued  that  the  receiver,  if  dissatisfied,  could  make 
claim  upon  the  inspection  fund.  But  there  was  no  ground,  under  this 
ruling,  on  which  the  committee  could  reverse  its  decision.  In  any 
event  the  argument  clearly  is  improper.  The  inspection  fund  was 
intended  to  provide  for  genuine  errors  in  classification  and  not  to 
place  a  premium  on  the  deliberate  certification  of  cotton  clearly  unfit 
for  contract  delivery. 

Members  of  the  New  York  Cotton  Exchange  have  also  attempted  to 
excuse  this  extraordinary  ruling  of  the  board  of  appeals  on  the  ground 
that  only  a  few  hundred  bales  of  rejectable  cotton  were  thus  deliber- 
ately allowed  to  go  into  the  certificated  stock.  They  have  further 
attempted  to  defend  the  classification  of  the  exchange  generally  on 
the  ground  that  the  amount  of  certificated  cotton  which  was  really 
below  tenderable  grade,  or  even  the  amount  which,  although  tender- 
able,  is  of  exceptionally  low  grade,  is  but  a  small  percentage  of  the 
total  certificated  stock.  They  argue  that  the  buyer  of  a  future  con- 
tract would  therefore  be  indifferent  to  the  possibility  of  receiving 
some  of  this  cotton.  This  argument  is  so  absurd  as  hardly  to  call  for 
discussion.  It  would  be  about  as  logical  for  a  man  to  say  that  he 
would  be  willing  to  stand  up  before  a  squad  of  soldiers  to  be  shot  at 
simply  because  only  a  portion  of  the  guns  were  loaded.  Such  cotton 
would  unquestionably  exert  an  influence  upon  the  buyer  out  of  all 
proportion  to  its  actual  amount  relative  to  the  total  stock,  because  he 
must  take  whatever  the  seller  chooses  to  tender  him.  When  the  new 
management  of  the  New  York  Cotton  Exchange  came  into  office,  in 
June,  1907,  this  practice  of  accepting  cotton  under  the  ruling  of  the 
board  of  appeals  was  promptly  stopped. 

This  ruling  of  the  board  of  appeals  has  been  emphasized  because 
it  illustrates  a  more  or  less  general  tendency  of  the  officials  .of  the 
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7  Yc      I  1  Exchange  to  depart  from  commercial  and  equitable 

[iciples  in  the  very  fundamentals  of  their  system.    It  may  easily 

lat  larger  quantities  of  cotton  have  been  improperly  graded  at 

w  Orleans.     Abs<jlute  integrity  on  the  part  of  all  individuals 

not  be  hoped  for.    But  there  is  no  excuse  for  lack  of  integrity 

he  ^stem  itself.    A  large  part  of  the  complaint  regarding  over- 

ication  of  cotton  at   New   York,  however,  is  not  necessarily 

laint  against  the  system,  but  rather  against  its  practical  appli- 

i/ii  by  the  classification  committee;  and  the  evils  can  largely  be 

edied  by  greater  care  and  conscientiousness,  without  change  in  the 

.^yisieni  itself.    Some  proposals  for  certain  changes  in  the  system  of 

dassifi cation  arCi  however,  discussed  later. 

I    An  especial  reason  why  the  New  York  Cotton  Exchange  should 

deavor  to  maintain  the  integrity  of  its  chissifi cation  is  that  under 

ic  most  favorable  circumstances  the  stock  at  New  York  is  composed 

»         "  of  the  least  desirable  grades  of  the  crop.    The  buyer  of  a  con- 

».i       New  York  is  at  all  times  imder  serious  disadvantage  in  this 

pe<      and  no  effort  should  be  spared  to  prevent  incorrect  or  ioi* 

ipei    classification, 

i>w  ■  to  the  recent  elimination  of  several  of  the  lowest  grades  of 
oni  the  deliverable  range  at  New  York  it  seems  reasonable  to 
it  many  of  the  abases  formerly  charged  against  classification 
m  that  market  will  not  be  repeated.  Efforts  have  already  been  made 
to  secure  more  accurate  grading  of  cotton,  and,  as  the  increased  pay- 
ments from  the  inspection  fund  above  noted  indicate,  such  efforts  have 
met  with  at  least  some  degree  of  success. 

OBJECTIONS  ADVANCED  AGAINST  CERTIFICATE  SYSTEM  IN   PRINCIPLE. 

Aside  from  complaints  of  overclassification  of  cotton  at  New 
York,  the  certificate  system  itself,  as  employed  in  that  market,  is 
condemned  by  some  as  fundamentally  incorrect  in  principle.  It  is 
argued  that  the  original  owner  of  cotton  who  submits  it  to  the  inspec- 
tion bureau  for  classification  will  naturally  use  every  influence  to  se- 
cure an  overclassification,  and  that  the  buyer  is  not  represented  at  the 
time  of  the  original  classification,  as  he  is  at  New  Orleans.  The  op- 
portunity of  the  buyer  subsequently  to  demand  a  reclassification  is 
considered  an  inadequate  protection  to  him ;  moreover,  if  the  decision 
is  against  him  he  has  to  bear  the  expense.  Another  complaint  is  that 
the  certificate  system  permits  large  operators  to  select  the  most  de- 
sirable certificates  for  sale  to  spinners,  while  leaving  the  most  unde- 
sirable grades  in  the  New  York  stock. 

It  is  further  urged  that  the  delivery  of  cotton  by  certificate  is  too 
easy  and  that  it  tends  to  favor  bearish  manipulation  because  the  seller 
can  deliver  5,000  or  10,000  or  100,000  bales  in  a  moment,  thus  possibly 
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forcing  buyers  of  limited  resources  to  sell  out  at  a  sacrifice,  whereas 
under  the  New  Orleans  system  he  can  not  deliver  more  cotton  in  a 
day  than  he  can  physically  move  from  a  warehouse. 

There  does  not  appear  to  be  much  weight  to  complaints  against 
the  certificate  system  in  principle.  There  seems  to  be  little  objection 
to  the  system  if  it  is  only  properly  applied.  Indeed,  that  system 
has  some  manifest  advantages,  particularly  in  that  it  tends  to  avoid 
the  expense  and  labor  of  frequent  rehandling  and  resampling  of  cot- 
ton. The  principle  of  leaving  classification  to  a  body  of  salaried 
experts,  if  properly  safeguarded,  also  seems  altogether  unobjection- 
able. 

COMPLAINTS    AGAINST    NEW    ORLEANS   CLASSIFICATION. 

Complaints  against  the  New  Orleans  classification  are  in  substance 
that  cotton  which  was  merchantable  and  properly  tenderable  has  been 
rejected  or  has  been  undergraded.  Such  complaints  were  made  not 
only  by  members  of  the  New  York  Cotton  Exchange,  but  by  mer- 
chants in  the  South,  some  of  whom  had  shipped  cotton  to  the  New 
Orleans  market.  While  such  complaints  were  numerous,  most  of 
them  were  vague  and  indefinite ;  few  were  supported  by  tangible  evi- 
dence. One  of  the  most  frequently  cited  of  such  instances  occurred 
in  the  summer  of  1906,  when  a  firm  of  cotton  merchants,  members  of 
the  New  York  Cotton  Exchange,  shipped  approximately  a  thousand 
bales  of  cotton  to  New  Orleans  for  delivery  on  contract.  At  this 
time  there  was  a  rather  severe  corner  in  the  New  Orleans  market. 
Out  of  the  thousand  bales  shipped,  only  a  little  over  five  hundred 
were  accepted;  several  hundred  were  withdrawn  by  the  deliverers 
after  having  been  tentatively  tendered.  The  action  of  the  New 
Orleans  arbitrators  in  this  case  was  sharply  denounced  by  members 
of  the  New  York  Cotton  Exchange  as  showing  bias  in  favor  of  the 
New  Orleans  receivers. 

Careful  investigation  of  this  particular  case  showed  that  the  New 
York  shippers  had  sent  unbroken  certificated  lots,  many  of  which 
included  cotton  which  the  shippers  themselves  knew  was  of  such  low 
grade  that  its  acceptance  in  New  Orleans  was  doubtful.  Further- 
more, the  shippers  admitted  that  approximately  150  bales  of  this 
cotton  which  failed  to  pass  the  New  Orleans  arbitrators  could  not 
be  sold  over  factors'  tables  in  New  Orleans;  in  other  words,  that  it 
could  not  be  sold  in  one  of  the  largest  spot  markets  in  the  world. 

Since  there  was  a  sharp  corner  in  New  Orleans  at  that  time,  it 
would  obviously  have  been  to  the  interest  of  the  receivers  to  prevent 
the  delivery  of  this  cotton,  because  they  could  thus  punish  short  sellers 
the  more  severely.  It  is  possible  therefore  that  arbitrations  in  New 
Orleans  at  this  time  were  too  severe.    In  view  of  the  admissions  of 
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the  shippers  themselves,  however,  it  is  entirely  fair  to  state  that  eom- 
plaints  against  these  arbitrations  were  not  condusivel j  sustained^  and 
this  was  tme  of  the  oth^  specific  instances  brought  to  the  attention 
of  the  Bureau. 

Jifr  is  not  contended,  however,  that  arbitrations  In  New  Oriemis 
hiii^ invariably  been  fair.  In  fact,  in  view  of  local  jealousies,  and 
psriieularly  in  view  of  the  fact  that  in  times  of  squeezes  and  cornei^ 
thete  is  great  temptation  for  receivers  to  attempt  to  influence  nrbi- 
trators  improperly,  and  that  arbitrators  themselves  might  be  tmcon- 
seiously  injBuenced  by  local  sentiment,  it  would  not  be  surprising  if 
abuses  of  this  sort  had  occurred.  Furthermore,  as  already  stated, 
southern  merchants  themselves  very  generally  assert  that  New  Or* 
leans  arbitrations  are  unduly  severe.  The  fact,  however,  that  the 
arbitration  of  cotton  in  New  Orleans  is  left  to  men  drawn  by  lot« 
and  that  both  buyers  and  sellers  have  the  right  of  appeal  to  otlii»* 
arbitrators  similarly  chosen,  is  reasonable  protection  against  any 
general  abuse  of  power.  It  should  be  borne  in  mind  that  the  tendeocy 
of  a  shipper  naturally  is  to  force  cotton  through  which  is  hardly  up 
to  the  mark,  and  that  complaints  of  shippers  may  thus  naturally  be 
overdrawn. 

DIFFEHEKCE  BETWEEK  KEW  TOKK  AND  NEW  ORLEANS  OONTRACTB. 

Moreover,  it  seems  probable  that  dissatisfaction  over  the  classifica- 
tion of  cotton  in  either  New  York  or  New  Orleans  is  partly  charge- 
able to  the  inherent  impossibility  of  securing  absolute  accuracy  in 
grading,  even  with  the  best  of  intentions  on  the  part  of  those  per- 
forming the  work.  Furthermore,  it  is  probable  that  many  com- 
plaints by  New  York  interests  regarding  New  Orleans  classifications 
have  been  due  to  a  failure  to  appreciate  the  material  difference  be- 
tween the  rules  of  the  two  exchanges.  In  particular,  the  provision 
of  the  New  Orleans  contract  that  no  cotton  below  the  value  of  good 
ordinary,  fair  color,  shall  be  deliverable  is  exceedingly  important, 
since  it  tends  to  exclude  a  great  deal  of  cotton  which  under  the  rules 
of  the  New  York  Cotton  Exchange  is  deliverable,  or  at  least  has  been 
deliverable  until  very  recently.  Moreover,  since  the  value  of  good 
ordinary  cotton  of  fair  color  may  change  from  season  to  season,  and 
even  during  a  given  season,  this  provision  results  in  a  variable  limit 
for  the  classification  of  irregular  cotton,  such  as  the  tinged  and 
stained  grades.  As  a  result  of  this  provision,  cotton  which  may 
properly  be  tenderable  at  one  time  in  New  Orleans  may  as  properly 
be  excluded  a  few  months  later.  This  fact  has  probably  been  over- 
looked in  many  disputes  over  classification  in  the  New  Orleans  marr 
ket.  In  the  same  way  some  complaints  against  the  New  York  classi- 
firntion  may  have  been  due  to  a  misunderstanding  of  the  rules  of  that 
exchange. 
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SUGGESTED  IMPROVEMENTS  IN  CLASSIFICATION. 
PROPOSED    ESTABLISHMENT    OF    UNIFORM    GRADE    STANDARDS. 

Numerous  suggestions  looking  to  improvement  in  methods  of  clas- 
sification in  both  the  New  York  and  New  Orleans  markets  are  dis- 
cussed in  the  body  of  the  report.  One  of  these  is  a  recommendation 
for  the  establishment  of  uniform  standards  of  the  leading  grades 
in  all  markets.  This  is  an  exceedingly  important  matter,  and,  while 
there  are  some  practical  difficulties  in  the  way  of  its  accomplishment, 
these  do  not  appear  to  be  insurmountable.  The  establishment  of 
such  uniform  standards,  even  if  applied  only  to  cotton  tendered  on 
future  contracts,  should  go  far  to  reduce  the  friction  which  has  been 
an  almost  constant  feature  of  classification  up  to  this  time.  An 
especial  advantage  of  such  standards,  aside  from  their  tendency 
to  reduce  controversies  over  grading,  is  that  they  would  tend  to 
harmonize  quotations  of  the  various  grades  in  different  markets. 
It  was  suggested  in  Part  I  of  this  report  that  the  New  York  Cotton 
Exchange  use  the  differences  of  several  southern  markets  as  a  basis 
for  determining  its  contract  differences.  One  objection  advanced 
against  this  plan  is  based  on  the  admitted  discrepancies  between  the 
standards  of  different  markets,  which  discrepancies,  of  course,  tend 
to  affect  the  quotations,  although  this  difficulty  can  be  largely  over- 
come. The  adoption  of  uniform  standards,  by  tending  to  promote 
uniformity  in  the  basis  of  quotation,  should  go  far  to  eliminate  this 
objection. 

Years  ago  an  attempt  was  made  to  secure  the  establishment  of 
uniform  standards  by  joino  action  on  the  part  of  the  leading  cotton 
exchanges,  but  the  movement  fell  flat,  and  similar  efforts  made  from 
time  to  time  by  the  New  York  Cotton  Exchange  have  failed  to  meet 
with  much  response  from  southern  markets  or  from  Liverpool.  There 
is  no  good  reason,  however,  why  such  efforts  should  be  abandoned. 
Instead,  an  earnest  attempt  should  be  made  at  once  to  secure  the 
establishment  of  uniform  standards.  A  provision  for  the  establish- 
ment of  such  standards  by  experts  to  be  selected  by  the  Secretary  of 
Agriculture  was  included  in  the  agricultural  appropriation  bill  for 
the  fiscal  year  1908-9.  It  is  not  proposed  to  make  the  introduction 
of  these  standards  compulsory. 

NEED  OF  PROVISION    FOR   REJECTION   OF   WEAK-STAPLE   COTTON. 

Another  important  suggestion  is  that  specific  provisions  be  adopted 
by  both  the  New  York  and  New  Orleans  exchanges  for  the  rejection 
of  cotton  of  extremely  weak  staple.  One  of  the  principal  complaints 
against  the  New  York  classification  is  that  cotton  of  extremely  weak 
staple,  or  so-called  "  perished  "  staple,  has  been  admitted  to  the  cer- 
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lificated  stock,  principally  in  the  low-grade  croj^  year  1906-7.  There 
can  be  no  doubt  that  this  charge  h  true.  Members  of  the  classifica- 
tion committee  itself  admitted  this,  but  asserted  that  the  total  amount 
was  ^malL  In  defense  of  their  action  members  of  the  committee 
pointed  out  that  the  rules  of  the  New  York  Cotton  Eschange  make 
no  provision  for  the  rejection  of  such  cotton,  and  that  members  of  the 
committee  are  not  required  to  test  the  soundness  or  strength  of  cotton, 
but  simplj^  to  grade  it  in  accordance  ivith  the  standards  of  the  ex- 
change with  rts])ect  to  color  and  the  amount  of  dirt  and  other  foreign 
matter.  WHiile  there  is  no  specific  rule  on  this  pointy  however^  it  is 
clearly  improper  for  the  classification  committee  to  admit  to  the  cer- 
tificated stock  cotton  of  distinctly  perished  staple  and  consequently  of 
an  unmerchantable  character. 

The  rules  of  the  New  Orleans  Cotton  Exchange  likewise  contain  no 
I  Specific  provision  for  rejecting  extremely  weak  or  so-called  perished 

iple  cotton.  The  Xew  Orleans  contract,  however,  rs  just  stated, 
stipulates  that  no  cotton  shall  be  deliverable  which  has  a  less  market 
value  than  good  ordinary  of  fair  color.  Extremely  weak  or  per- 
ished staple  cotton  wouldj  as  a  rule,  be  excluded  by  this  provision. 
Furthermore,  since  in  New  Orleans  the  receiver  as  well  as  the  de- 
liverer is  represented  at  the  time  the  samples  are  drawn,  and  since  the 
n^'celvcr  lia^  the  right  to  object  to  or  ''  prote>it  ^'  any  samples  which  he 
considers  below  the  contract  limit,  the  absence  of  a  specific  provision 
from  the  rules  of  the  New  Orleans  Cotton  Exchange  for  the  rejection 
of  cotton  of  extremely  weak  staple  is  much  less  important  than  in  the 
case  of  New  York,  where  the  receiver  of  cotton  has  absolutely  no  voice 
in  the  original  classification.  A  certificate  system  under  which  the 
inspection  bureau  officially  undertakes  to  certify  to  the  grade  of  cot- 
ton involves  responsibilities  which  do  not  obtain  where  the  grading 
is  left  to  arbitration.  These  facts,  and  the  further  fact  that  com- 
plaints against  the  New  Orleans  classification,  instead  of  charging 
undue  laxity,  are  generally  to  the  effect  that  classification  in  that  mar- 
ket has  been  unduly  severe,  make  the  absence  of  specific  provisions  for 
the  rejection  of  extremely  weak  staple  cotton  in  New  Orleans  a  matter 
of  secondary  importance. 

Nevertheless,  it  is  desirable  that  both  exchanges  specifically  provide 
for  the  rejection  of  cotton  of  distinctly  weak  staple.  Similarly,  it  is 
desirable  that  both  exchanges  define  more  specifically  in  other  re- 
spects the  characteristics  of  cotton  which  shall  be  tenderable  on  con- 
tract. At  the  present  time  too  much  latitude  is  left  to  classification 
committees  and  arbitrators. 

USE   OF   WORKING   TYPES. 

Another  suggestion  relative  to  classification  in  both  the  New 
York  and  New  Orleans  markets  is  that  those  who  perform  the  actual 
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work  of  classification  should  be  compelled  to  keep  constantly  before 
them  the  standard  types  of  the  respective  exchanges.  At  the  present 
time  this  is  not  invariably  done  in  either  exchange.  The  standard 
types  in  both  markets  are  kept  in  the  room  where  the  work  of  classi- 
fication or  arbitration  is  performed,  but  actual  reference  to  such 
standards  is  left  to  the  discretion  of  the  classers.  It  is  alleged  that 
failure  to  refer  regularly  to  these  standard  types  has  been  responsible 
for  many  errors  in  classification  in  both  markets.  Some  classers,  it 
is  true,  have  contended  that  constant  or  even  frequent  reference  to  the 
standard  types  was  not  necessary,  because  of  the  expertness  of  the 
classers.  It  was  argued  that  reference  to  such  standards  was  no  more 
necessary  than  reference  to  the  alphabet  after  one  has  learned  to 
read.  In  view,  however,  of  the  very  frequent  discrepancies  in  classi- 
fication, and  the  admitted  differences  of  opinion  even  among  experts, 
it  would  appear  that  more  frequent  or  even  constant  reference  to  the 
standard  types  of  the  respective  exchanges  is  eminently  desirable.  It 
is  difficult  to  see  how  a  rule  compelling  constant  reference  to  such 
types  could  possibly  be  a  disadvantage,  while  it  could  hardly  fail  to 
result,  in  the  main,  in  more  accurate  classification. 

It  also  seems  desirable  that  the  New  York  Cotton  Exchange  adopt 
working  types  for  the  half  grades  in  white  cotton  and  not  merely  for 
the  full  grades,  as  at  present.  The  New  Orleans  exchange  maintains 
types  for  such  half  grades  in  white  cotton.  On  the  other  hand,  the 
spot-quotation  committee  in  New  Orleans  does  not  quote  prices  for 
these  half  grades,  but  the  delivery  value  of  such  half  grades  is  fixed 
halfway  between  the  quoted  differences  for  adjacent  full  grades.  The 
quotation  of  such  half  grades  by  the  spot-quotation  committee  of  the 
New  Orleans  Cotton  Exchange  would  be  an  improvement  over  the 
present  method. 

METHODS  OF  APPEAL  AND  RECLASSIFICATION   AT  NEW  YORK. 

It  has  also  been  urged  that  instead  of  submitting  appeals  from 
classifications  in  the  New  York  market  to  the  entire  classification  com- 
mittee, which  includes  the  members  who  originally  classed  the  cotton, 
such  appeals,  and  reclassifications  also,  should  lie  entirely  with  an 
independent  committee.  The  present  practice  has  been  very  generally 
condemned.  On  the  other  hand,  in  New  Orleans,  where  appeals  are 
taken  to  an  independent  set  of  arbitrators,  reclassifications  often  show 
such  wide  divergence  from  the  original  awards  as  to  occasion  doubt 
as  to  whether  they  were  any  nearer  the  mark.  This  is  partly  due,  no 
doubt,  to  the  fact  that  in  New  Orleans  appeals  are  taken  to  a  very 
small  body  of  arbitrators,  whereas  the  chief  advantage  in  appeal  in 
the  case  of  cotton  appears  to  lie  in  securing  the  judgment  of  a  larger 
number  of  persons,  thereby  eliminating  as  far  as  possible  the  personal 
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equation  of  the  individual.  On  the  whole,  it  is  a  question  whether  an 
appeal  to  an  independent  body  would  be  an  unprovement  over  the 
New  York  system,  particularly  since  there  is  reason  to  believe  that 
efforts  to  improve  the  work  of  the  classification  committee  at  New 
York,  as  a  result  of  recent  complaints,  will  go  far  to  insure  greater 
accuracy.  It  is  doubtful  whether  anything  would  be  gained  by  ex- 
cluding those  members  of  the  committee  who  originally  passed  on  the 
cotton  from  participation  in  reclassification.  It  mi^t,  however,  be 
desirable,  while  permitting  those  members  to  be  present,  to  prohibit 
them  from  voting. 

PBOFOSED    RESORT    TO    ARBITRATION    FOR    TINGED    AND    STAINED    COTTON. 

The  establishment  of  official  standards  for  tinged  and  stained  cottons 
is  a  subject  of  much  controversy.  Most  leading  southern  markets 
do  not  attempt  to  establish  standards  for  such  cottons  or  to  quote 
such  irregular  grades  at  specific  prices.  The  establishment  of  arbi- 
trary standards  for  such  cottons  and  the  fixing  of  differences  for 
them  on  contract  deliveries  are  regarded  by  some  as  among  the  most 
objectionable  practices  of  the  New  York  Cotton  Exchange,  and  it 
is  urged  that  the  grade  of  and  the  differences  for  such  cotton  should 
invariably  be  determined  by  arbitration.  There  are  some  practical 
difficulties  in  combining  a  system  of  arbitration  with  the  certificate 
system,  and  if  these  can  not  be  overcome,  the  simplest  solution  ap- 
pears to  be  by  the  absolute  exclusion  of  a  still  larger  number  of 
such  tinged  and  stained  grades  from  the  privilege  of  contract  de- 
livery. 

IDENTIFICATION    OF    INDIVIDUAL    BALES    AT    NEW    YORK. 

Another  suggested  change  of  great  importance  is  that  every  bale  of 
cotton  in  the  New  York  stock  shall  be  identified  on  the  grade  certifi- 
cates, SO  that  the  receiver  of  a  given  lot  of  cotton  can  instantly  know 
which  particular  bales  are  of  each  grade.  The  absence  of  such  practice 
at  New  York  has,  in  the  opinion  of  some,  been  designed  to  hamper  the 
purchaser  of  contracts  in  taking  up  cotton ;  certainly  it  has  had  tliat 
effect.  The  failure  to  identify  individual  bales  unquestionably  works 
great  hardship  on  receivers  of  cotton,  since  it  means  that  an  entire 
lot  of  cotton  may  have  to  be  resampled  in  order  to  locate  a  few  bales 
desired  at  any  particular  time.  It  has  been  argued  that  the  cost  of 
storage  and  other  warehousing  expenses  are  so  great  in  New  York 
that  such  identification  of  bales  is  impracticable.  This  argument  does 
not  appear  to  be  well  supported. 

It  has  also  been  suggested  that  cotton  be  classed  at  New  York  in 
even-running  lots  at  the  dock,  so  as  to  allow  a  range  of  but  one  full 
grade  on  any  one  certificate.    This  may  not  be  feasible.    The  mixture 


8UMMABT.  17 

of  grades  on  a  single  certificate  in  New  York  is  undoubtedly  very 
objectionable ;  but  it  is  to  some  extent  unavoidable,  owing  to  the  rela- 
tively  unskilled  class  of  labor  necessarily  employed  in  inspecting  cot- 
ton at  the  docks,  and  also  to  the  irregular  delivery  of  cotton  at  New 
York  by  transportation  companies.  It  is,  however,  at  least  practi- 
cable to  identify  individual  bales,  which  would  go  far  toward  accom- 
plishing the  object  desired. 

EXTENSION   OF  NEW  YORK   CERTIFICATE  SYSTEM   TO  SOUTHERN   MARKETS. 

To  meet  complaints  against  the  character  of  the  New  York  stock 
some  members  of  the  New  York  Cotton  Exchange  have  for  years 
urged  the  extension  of  the  New  York  warehousing  and  certificate 
system  to  southern  markets.  Under  this  plan  cotton  would  be  stored 
in  licensed  warehouses  in  the  South.  Such  warehouses  would  be 
under  the  control  of  the  New  York  Cotton  Exchange  and  the  grade 
of  cotton  stored  in  them  would  be  established  by  the  inspection  bureau 
at  New  York  from  samples  sent  there.  Such  cotton  when  certificated 
would  be  tenderable  on  New  York  contracts  without  actually  being 
shipped  to  New  York,  the  receiver  being  allowed  to  deduct  from  the 
contract  price  the  shipping  expenses  from  the  point  of  actual  deliverj' 
to  New  York,  as  well  as  a  moderate  penalty.  It  is  urged  in  support 
of  this  plan  that  it  would  not  only  materially  enlarge  the  supply  of 
cotton  deliverable  upon  New  York  contracts,  but  would  make  the 
stock  much  more  representative  of  the  entire  crop  instead  of  being 
confined,  as  at  present,  largely  to  surplus  grades.  The  chief  objections 
to  this  system  are  that  it  would  increase  the  advantages  of  the  seller 
of  contracts  in  New  York,  which  are  already  very  great,  and  that  it  is 
particularly  unjust  to  the  buyer  in  that  he  could  not  know  in  advance 
where  he  would  receive  his  cotton.  These  and  other  minor  arguments 
are  discussed  in  the  text  of  the  report.  In  any  event,  such  an  exten- 
sion of  the  system  should  not  be  countenanced  unless  the  New  York 
Cotton  Exchange  readopts  the  "  commercial-difference "  system. 
Otherwise,  the  extension  of  the  system  would  involve  a  corresponding 
extension  of  the  evils  of  fixed  differences,  exhaustively  discussed  in 
Part  I  of  this  report. 

COMPLAINTS  BEGABDING  BANGE  OF  GBADES  DELIVERABLE  ON 

CONTRACT. 

Another  feature  of  future  contracts  in  cotton  which  has  been  a 
source  of  great  complaint  is  the  privilege  allowed  the  seller  of  deliver- 
ing a  wide  range  of  grades,  or  any  grade  within  that  range,  on  a 
single  contract.  Complaints  on  this  score  fall  into  two  classes.  In 
the  first  place,  many  spinners,  and  a  few  cotton  merchants,  object 
to  the  delivery  of  more  than  a  single  grade,  or  in  any  event  more 
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than  a  very  few  grades,  on  any  one  contract.    They  candemn  the  de-  \ 
livery  of  n  wide  range  of  grades  even  though  all  the  cotton  may  bei 
entirely  merchantable.     The  second  class  of  complaints  is  directed 
especially  against  the  privilege  which  the  seller  has  under  the  pres-  ^ 
i      ent  contract  of  delivering  low  grades  of  cotton^ — grades  which  amfl 
M     not  desired  by  the  ordinary  spinner.  ^| 

1,  WIDE  RANGE  OF  GRADES    AT   PRESENT  DELIVERABLE.  ^^^H 

H  That  the  ordinary  delivery  of  cotton  on  contract  dofe-  comprise  a 
very  wide  variety  of  grades  is  indisputable*    Including  the  quarter  m 
grades  formerly  deliverable  at  New  York,  it  has  not  been  unusual  forS 
deliveries  in  that  market  to  embrace  twenty  grades  or  more.     The 
deli  very  J  moreover,  frequently  includes  with  white  cotton  of  fairly 
high  grade  tinged  and  stained  cotton  of  low  grade.    A  further  serious 
objection  is  that  such  mixture  of  grades  is  often  found  in  an  indi-  , 
vidua  1  lot  covered  by  a  single  grade  certificate,  which  means  that  tht 
desired  grades  can  be  separated  only  at  considerable  expense* 

CX)MPAKISON    or   DELIVERIES   AT    NEW    YORK    AND    NEW   ORLEANS. 

Deliveries  in  the  New  Orleans  market  are,  as  a  rule,  much  lesi 
mixed  than  at  New  York,  but  still  are  often  so  wide  as  to  be  quite 
unsatisfactory  to  the  receiver  and  particularly  to  spinners.  Direct 
comparison  of  deliveries  in  the  two  markets  can  not  be  made  for  the 
reason  that  under  the  New  Orleans  system  no  record  is  kept  of  the 
grades  delivered,  but  simply  of  the  grade  differences  on  and  off  mid- 
dling which  are  allowed  by  arbitrators  on  various  lots  of  cotton  distin- 
guished by  private  "  marks  "  of  the  receiver.  An  average  delivery  of 
cotton  in  New  Orleans  embraces  rather  less  than  five  marks,  but  since 
a  mark  might  cover  more  than  one  grade  or  half  grade  the  number 
of  such  marks  is  not  comparable  with  the  number  of  grades  embraced 
in  deliveries  at  New  York.  It  is  certain,  however,  as  just  stated,  that 
deliveries  in  New  Orleans  are  less  mixed  than  in  New  York. 

The  fact  has  been  frequently  overlooked  that  the  larger  number 
of  grades  formerly  deliverable  at  New  York  as  compared  with  New 
Orleans  did  not  mean  a  correspondingly  greater  range  of  grades. 
Prior  to  January  1, 1908,  the  New  York  Cotton  Exchange  recognized 
nine  intermediate  grades  known  as  quarter  grades.  Such  quarter 
grades  were  not  recognized  in  New  Orleans,  but  cotton  of  such  quality 
was  deliverable  in  that  market,  allowance  for  its  intermediate  charac- 
ter being  made  through  the  grade  differences  applied  by  arbitrators. 
Again,  during  the  present  year  the  New  York  Cotton  Exchange  has 
eliminated  from  its  list  of  deliverable  grades  several  of  the  lowest 
formerly  tenderable,  including  strict  good  ordinary  tinged,  strict  low 
middling  stained,  and  low  middling  stained.    The  deliverable  range 
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at  New  York  is  now  nominally  somewhat  narrower  with  respect  to 
tinged  and  stained  cottons  than  that  at  New  Orleans;  practically, 
owing  to  a  more  rigid  classification  at  New  Orleans,  the  actual  dif- 
ference in  range  is  not  great. 

ALLEGED    MIXING   OF   GRADES    FOR   MANIPULATIVE   PURPOSES. 

It  has  been  charged  that  deliveries,  particularly  in  New  York,  have 
been  deliberately  composed  of  an  unnecessarily  large  number  of 
grades  for  the  express  purpose  of  forcing  the  holder  of  the  contract 
to  sell  it  out  rather  than  take  up  the  cotton,  and  that  in  such  cases 
the  seller  of  the  contract  has  been  able  to  buy  it  back  at  a  decline. 
While  such  "  clubbing  the  market "  may  occur  at  times,  the  deliberate 
mixing  of  grades  for  manipulative  purposes  does  not  appear  to  have 
been  a  general  practice.  It  is  undoubtedly  true  that  buyers  of  con- 
tracts in  the  New  York  market  frequently  "  run  from  notices  " — that 
is,  sell  out  their  contracts  rather  than  accept  delivery — but  this  is 
true  to  some  extent  of  all  future  markets  and  is  partly  due  to  the  fact 
that  vast  numbers  of  contracts  are  purchased  by  speculative  operators 
who  may  not  have  the  capital  necessary  to  actually  take  up  the  cotton. 
There  is  little  doubt  that  at  times  sellers  of  contracts  at  New  York 
have  abused  their  option  of  delivering  a  wide  range  of  grades,  either 
from  motives  of  personal  animosity  or  for  purposes  of  profit,  and  that, 
to  say  the  least,  there  is  rarely  any  consideration  for  the  buyer's  inter- 
ests. To  a  large  extent,  however,  the  mixed  character  of  New  York 
deliveries  appears  to  be  due  to  natural  causes  and  particularly  to  the 
fact  that  the  New  York  stock  is  composed  largely  of  surplus  and 
broken  grades,  which,  as  pointed  out  in  Part  I,  comprise  a  consider- 
able portion  of  the  shipments  to  New  York  from  the  South,  The 
fact  that  deliveries  are  often  badly  mixed  is  more  important  than  the 
motive  for  such  mixture. 

'  REQUIREMENTS. 

The  demand  for  a  restriction  of  the  range  of  grades  deliverable  on 
future  contracts  comes  chiefly  from  spinners.  It  is  contended  that  the 
present  contract  either  at  New  York  or  New  Orleans  is  not  adapted 
to  the  requirements  of  the  ordinary  spinner,  and  that  the  contract 
should  be  modified  so  as  not  only  .to  exclude  from  delivery  very  low 
grades  of  cotton  but  also  to  prevent  the  delivery  of  more  than  a  single 
grade  or  at  most  a  very  small  number  of  grades  on  a  single  con- 
tract. Spinners  urge  that  it  is  impracticable  for  them  to  receive  a 
mixed  delivery. 

This  is  undoubtedly  true.  Spinners  are  ordinarily  very  specific  in 
their  demands.  Orders  placed  by  spinners  with  cotton  merchants 
are  for  a  very  distinct  style  of  cotton,  usually  ranging  less  th^G  a 
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half  grade  either  way  from  the  grade  specifically  called  for.  Tbe 
spinner,  therefore,  who  takes  up  cotton  on  an  exchange  contract,  and 
who  nsoally  receives  a  mixed  assortment  of  grades,  can  not  ordina- 
rily ship  the  cotton  to  his  mill,  but  must  eith^  redeliver  it  on  con- 
tract or  resell  it  to  some  other  spinner,  thereby  virtually  becoming  a 
cotton  merchant.  As  a  result  spinners  have  largely  ceased  to  receive 
cotton  on  exchange  contracts. 

As  a  matter  of  fact,  however,  even  though  the  contracts  dealt  in  on 
exchanges  should  provide  for  the  delivery  of  only  a  single  specified 
grade  on  a  single  contract,  they  would  still  fail  to  meet  the  needs  of 
most  spinners.  As  already  emphasized,  the  grading  of  cotton  for 
contract  purposes  is  confined  to  more  or  less  superficial  characteris- 
tics, such  as  color  and  the  presence  of  dirt  and  other  impurities. 
Spinners  are  exacting,  not  merely  as  to  such  characteristics,  but  also 
as  to  length,  strength,  and  general  character  of  staple,  and  as  to  still 
other  minor  characteristics.  Some  of  these  special  characteristics 
can  not  be  taken  account  of  in  the  grading  of  cotton  by  exchanges, 
so  that  no  modification  in  the  form  of  the  future  contract  would  make 
it  possible  for  spinners  generally  to  supply  their  needs  by  taking  up 
cotton  on  such,  contracts.  Instead  spinners  must  continue  to  secure 
their  actual  supply  of  cotton  chiefly  through  large  spot  merchants. 

Cotton  exchanges,  in  fact,  do  not  profess  that  their  contracts  were 
primarily  intended  to  enable  spinners  to  receive  cotton  upon  them. 
They  were  framed  principally  to  facilitate  the  business  of  cotton 
merchants.  It  is  contended  also  that  even  if  a  system  should  be  de- 
vised under  which  spinners  could  secure  the  particular  grades  of 
cotton  which  they  desire  on  future  contracts  adapted  to  general  trad- 
ing purposes  the  price  of  such  contracts  would  be  so  increased  that 
spinners  would  be  no  better  off  than  under  the  present  system  of  ob- 
taining the  desired  grades  through  specific  contracts  with  spot 
merchants. 

Complaints  against  the  delivery  of  a  greatly  mixed  assortment  of 
grades  upon  a  single  contract  are  not,  however,  confined  to  spinners. 
Many  cotton  merchants  complain  that  the  mixed  deliveries  ordinarily 
made  on  future  contracts,  particularly  at  New  York,  impose  unreason- 
able burdens  upon  merchants,  and  especially  upon  those  who  transact 
only  a  limited  volume  of  business.  Such  merchants  are  forced,  if 
they  take  up  cotton  on  contract,  to  reassert  it  into  even-nmning  lots 
if  it  is  to  be  sold  to  spinners,  and  this  involves  very  considerable 
expense. 

ARGUMENTS  IN   FAVOR  OF  EXCLUDING  LOW  GRADES  FROM   OOKTRACT 

DELIVERY. 

As  distinct  from  a  restriction  upon  each  individual  delivery  of 
cotton  within  the  present  deliverable  range,  many  interests  in  the 
cotton  trade,  including  both  spinners  and  cotton  merchants, 
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that  the  range  itself  should  be  reduced  by  the  exclusion  of  some  of 
the  lower  grades  now  tenderable. 

In  support  of  this  argument  it  is  urged  that  during  recent  years 
an  increased  demand  for  high-grade  cotton  goods  has  raised  the 
standard  of  cotton  used  in  most  mills  until  comparatively  few  spin- 
ners are  now  willing  to  use  low  grades  if  high  grades  are  obtainable. 
Against  this  argument  it  is  urged  that  although  most  spinners  are 
unwilling  to  use  low  grades  these  grades  are  by  no  means  unmer- 
chantable, but,  instead,  find  a  ready  market  in  normal  years  for  other 
purposes,  such  as  the  manufacture  of  carpets,  bagging,  or  rope. 

Those  who  argue  that  the  range  of  contract  grades  should  be  thus 
narrowed  point  to  the  fact  that  future  contracts  in  other  commod- 
ities, such,  for  instance,  as  grain,  are  ordinarily  much  narrower  than 
those  in  cotton.  Defenders  of  the  present  broad  contract  answer  this 
argument  by  stating  that  the  range  of  grades  of  cotton  actually 
produced  is  much  greater  than  the  range  of  grades  in  the  case  of 
most  other  staple  crops.  Since  a  wide  range  of  grades  is  thus  actu- 
ally produced,  they  contend  that  the  contract  should  be  "broad 
enough  to  take  care  of  the  crop." 

In  this  connection  it  is  argued  that  a  broad  contract  is  a  distinct 
advantage  to  the  cotton  producer.  The  argument  is  that  the  cotton 
merchant,  because  he  has  an  outlet  for  a  wide  range  of  grades  in  the 
contract  market,  is  more  disposed  to  take  surplus  grades  or  extremely 
low  grades  from  the  farmer  than  he  would  be  if  he  were  wholly  de- 
pendent upon  the  spot  market,  and  that  he  is  thus  able  to  pay  the 
farmer  a  higher  price  for  his  crop. 

As  a  counter  argument  it  is  asserted  that  the  farmer  pays  very 
dearly  for  this  alleged  benefit,  because  the  inclusion  of  low  grades 
which  are  objectionable  to  the  ordinary  spinner  has  a  tendency  to 
depress  the  contract  price  and  thus  to  depress  the  price  of  the  entire 
crop  in  the  spot  market.  This  tendency,  it  is  urged,  is  the  more  pow- 
erful because  of  the  "  fixed-difference  "  system  employed  by  the  New 
York  Cotton  Exchange.  It  was  shown  conclusively  in  Part  I  that 
the  usual  effect  of  errors  in  differences  is  to  depress  the  contract  price 
relatively  to  the  spot  price  of  middling.  It  is  contended  by  many 
that  this  depression  of  the  contract  price  at  the  same  time  has  a  ten- 
dency to  drag  down  the  spot  price  of  cotton,  and  particularly  of  the 
prevailing  contract  grades,  and  that  in  view  of  this  possible  indirect 
effect  upon  the  great  bulk  of  the  crop  the  producer  is  exceedingly 
shortsighted  in  endeavoring  to  force  upon  the  contract  market  the 
limited  portion  of  the  crop  which  is  of  very  low  grade.  The  merits 
of  this  argument  will  be  discussed  more  extensively  in  a  later  part 
of  this  report.  In  this  connection  a  point  entitled  to  very  serious  con- 
sideration is  that  the  difficulties  in  the  classification  of  cotton  and  in 
the  establishment  of  grade  differences  are  chiefly  encountered  in  the 
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case  of  the  low  grades.  It  is  urged  that,  the  exclusion  of  some  of  the 
lowest  grades  from  contract  delivery  would  obviate  a  vast  amount  of 
controversy  over  classification.  The  still  more  important  argument 
is  advanced  that,  by  tending  to  avoid  errors  in  the  establishment  of 
grade  differences^  a  restriction  of  the  range  of  deliverable  grades 
would  result  in  maintaining  a  much  more  nearly  (M>nstant  parity  be- 
tween the  spot  and  contract  prices,  and  thus  give  a  much  greater 
degree  of  stability  to  operations  in  the  future  market,  and  particu- 
larly to  "  hedging  "  transactions. 

Still  another  argument  in  favor  of  excluding  some  of  the  lower 
grades  from  the  privilege  of  contract  delivery  is  that  the  propor- 
tion of  such  grades  in  a  normal  crop  is  unnecessarily  large,  owing  to 
careless  methods  of  picking.  It  is  contended  that  the  exclusion  of 
such  grades  would  be  an  incentive  to  greater  care  in  the  gathering  of 
the  crop,  and  that  this,  in  turn^  would  add  very  materially  to  its 
value. 

SITGaESTED  SPECIFIC  CHANGES  IN  RANGE  OF  CONTRACT  GRAJJES, 

Although  the  general  arguments  for  and  against  a  restriction  of 
the  range  of  grades  deliverable  on  any  individual  contra ct,  as  well  a^ 
for  a  restriction  of  the  extreme  range  provided  by  the  contract  itself ^ 
have  been  outlined,  several  specific  suggestions  along  these  lines  may 
be  briefly  considered. 

SPECIFIC   CONTRACT. 

The  first  suggestion  is  for  specific  contracts;  that  is,  that  each 
contract  shall  name  on  its  face  either  a  single  grade  or  certain  specific 
grades.  This  would  mean,  of  course,  that  there  would  be  no  single 
form  of  contract  for  future  transactions,  but  an  indefinite  number. 
The  buyer  would  know  at  the  time  he  made  his  contract  what  grade 
or  grades  of  cotton  he  would  receive  at  its  maturity.  Such  a  con- 
tract, if  it  were  practicable  and  could  be  secured,  would  go  far  toward 
eliminating  some  of  the  most  serious  evils  which  have  accompanied 
future  trading  in  cotton,  and  particularly,  of  course,  those  due  to 
improper  establishment  of  grade  differences.  As  a  matter  of  fact, 
although  a  specific  contract  is  advocated  by  a  few  interests  in  the  cot- 
ton trade,  it  is  generally  pronounced  utterly  impracticable  for  pur- 
poses of  organized  future  trading,  on  the  ground  that  few  sellers 
would  enter  into  such  contracts.  The  reason  for  this  is  that  in  the 
ordinary  course  of  business  contracts  must  be  made  months  in  advance 
of  actual  delivery,  and  oftentimes  in  advance  of  the  gathering  of  the 
crop.  Since  the  general  character  of  a  crop  may  be  suddenly  changed 
by  abnormal  weather  conditions,  this  means  that  sellers  of  future 
contracts  in  the  spring  or  summer  can  not  possibly  know  what  the 
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relative  supply  of  the  various  grades  will  be  until  the  crop  is  finally 
harvested.  Consequently,  sellers  would  be  unwilling  to  commit  them- 
selves to  future  contracts  for  specific  grades,  since  if  there  were  a 
shortage  of  such  grades  this  would  undoubtedly  be  taken  advantage 
of  by  manipulators  of  the  future  market  to  squeeze  or  corner  such 
sellers.  This  danger  is  regarded,  and  with  good  reason,  as  a  fatal 
objection  to  specific  contracts  for  general  trading  purposes.  Another 
objection  to  such  contracts,  already  noted,  is  that  the  requirements  of 
spinners  are  usually  so  specific,  not  only  as  to  grade  but  as  to  length 
of  staple  and  other  characteristics,  that  even  specific  contracts  would 
not  enable  them  to  take  up  cotton  on  the  exchanges  for  direct  ship- 
ment to  their  mills. 

PROPOSAL   FOR   REQUIREMENT   OF   EVEN-RUNNING   DELIVERIES. 

An  exceedingly  interesting  suggestion,  but  one  of  rather  doubtful 
practicability,  is  that,  without  restricting  the  range  of  grades  now 
deliverable  on  contract  in  New  York  or  New  Orleans,  the  deliverer 
shall  be  compelled  to  restrict  tenders  on  any  single  contract  to  a 
range  of  one  full  grade^— that  is,  to  a  range  of  a  half  grade  in  either 
direction  from  the  mean  grade  tendered;  in  other  words,  that  each 
separate  delivery  shall  be  fairly  even  running.  This  suggestion 
would  not,  as  just  stated,  exclude  from  contract  deliveries  any  grades 
of  cotton  now  recognized,  but  would  simply  prevent  a  great  mixture 
of  grades  in  a  single  delivery,  which  has  been  such  an  objectionable 
feature. 

In  support  of  such  a  requirement  of  even-running  deliveries  it  was 
argued  that  many  spinners  would  thus  be  able  to  receive  cotton 
directly  on  contract.  This  argument,  however,  is  denied,  and  ap- 
parently has  little  weight.  Since  the  seller  would  still  have  the  priv- 
ilege of  selecting  what  grade  or  grades  he  would  deliver,  the  receiver 
would  still  probably  be  forced  to  take,  as  a  rule,  surplus  and  unde- 
sirable grades  instead  of  those  grades  in  most  active  demand.  More- 
over, he  would  not  know  in  advance  the  character  of  the  grades  he 
would  receive.  Consequently,  it  is  argued  with  force  that  the  con- 
tract would  not  be  substantially  better  for  the  spinner  than  the  one 
now  in  use. 

Advocates  of  even-running  deliveries,  while  admitting  this,  contend 
that  such  deliveries  would  be  of  great  advantage  to  cotton  merchants 
taking  up  cotton  on  contract,  because  such  deliveries,  even  if  not 
suitable  for  the  use  of  a  particular  spinner,  could  be  disposed  of  to 
better  advantage  in  the  spot  market  than  the  extremely  mixed 
deliveries  now  often  received  on  contract.  This,  in  turn,  it  is  urged, 
would  tend  to  prevent  abuse  of  the  seller's  privilege  of  delivering  a 
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wide  ranige  of  gractes  for  the  purpose  of  dubbing  the  future  maricst 
by  undesirable  tenders  of  cotton,  thus  forcing  receivers  to  sell  out 
tibeir  future  contracts.  There  is  no  doubt  that  such  ev^i-running 
ddiveries  would  be  a  great  advantage  to  cotton  merdiants  reodiTing 
cotton  on  contract,  althou^  it  is  urged  that  this  advantage  would 
largely  be  offset  by  the  higher  price  whiSh  contracts  calling  tm  sucii 
deliveries  would  command. 

On  the  other  hand,  tbe  provision  for  even-running  deliveries  is 
objected  to,  even  from  the  standpoint  of  the  merchant,  because  of  the 
heavy  burden  which  would  be  placed  upon  the  seller  of  a  future  ocm* 
tract  in  making  deliveries.  It  is  argued  that  such  a  requirement 
would  work  to  the  advantage  of  large  cotton  merdiants  as  against 
their  smaller  competitors.  The  merchant  handling  many  thousands 
of  bales  of  cotton  could  readily  class  it  out  into  fairly  even  running 
lots  for  delivery  on  contract,  but  this  would  be  an  exceedingly  diffi- 
cult matter  for  a  small  cotton  merchant  who  handles  perhaps  only  a 
few  hundred  or  a  few  thousand  bales.  The  small  country  merchants 
who  buy  cotton  from  planters  and  growers  would,  it  is  urged,  be 
particularly  handicapped.  The  adoption  of  a  provision  for  even- 
running  ddiveries  might  mean  that  a  merchant  who  had  sdd  con- 
tracts would  be  imable  to  make  even-running  deliveries,  and  conse- 
quently might  find  himself  in  the  absurd  position  of  being  caught 
short  of  the  market  with  a  sufficient  amount  of  desirable  cotton  on 
hand  for  the  delivery. 

The  difficulty  of  the  seller  in  making  even-running  deliveries  would 
be  especially  great  in  the  New  York  market,  where  the  stock  is  at 
times  badly  mixed  and  where,  owing  to  delays  in  transportation,  con- 
signments of  cotton  often  arrive  in  badly  broken  lots. 

It  is  also  urged  that  the  requirement  of  even-running  deliveries 
would  prevent  small  planters  and  growers  from  using  the  contract 
market  to  dispose  of  their  crop,  because  they  would  not  have  enough 
cotton  of  each  grade  to  make  up  a  delivery  of  approximately  a  hun- 
dred bales.  This  objection  has  comparatively  little  force,  as  very 
few  planters  or  growers  in  any  case  sell  future  contracts  with  the 
idea  of  delivering  cotton  upon  them. 

What  appears  to  be  the  most  serious  objection  to  such  an  even-run- 
ning contract  is  that  it  would  unquestionably  multiply  the  difficulties 
of  classification.  Under  the  present  broad  range  these  difficulties  are 
sufficiently  serious.  A  stipulation  for  even-running  deliveries,  it  is 
argued,  would  create  several  new  "  danger  lines  "  or  rejection  limits, 
over  each  of  which  disputes  would  arise,  resulting  in  endless  con- 
fusion. 

The  objections  to  this  proposed  restriction  upon  contract  deliveries 
appear  to  outweigh  its  advantages.  Desirable  as  even-running  deliv- 
eries on  contract  are,  it  is  doubtful  whether  they  are  practicable. 
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SUGGESTION   OF  PREMIUM   FOR   EVEN-RUNNING   DELIVERIES. 

As  a  substitute  for  a  provision  compelling  even-running  deliveries, 
it  has  been  suggested  that  a  clause  be  inserted  in  the  contract  allowing 
premiums  for  such  deliveries,  such  premiums  to  be  adjusted  according 
to  the  number  of  bales  of  any  given  grade  in  any  single  tender.  The 
adjustment  of  this  allowance  would  be  automatic  and  would  not  com- 
plicate future  dealings  in  contracts,  which  would  still  be  identical 
in  form.  A  similar  allowance  is  made  at  the  present  time  for  cotton 
of  extra  staple  length  in  both  the  New  Orleans  and  New  York  mar- 
kets. Such  a  premium,  if  correct  in  amount,  seems  entirely  fair,  and, 
while  it  is  extremely  doubtful  whether  it  would  result  in  any  material 
restriction  of  the  range  of  grades  delivered  on  contract,  its  adoption 
appears  altogether  unobjectionable  and  worth  a  trial. 

PROPOSAL  OF  A   THREE-GRADE   CONTRACT. 

Another  suggestion,  less  radical  than  that  for  even-running  de- 
liveries, is  that  not  mjore  than  three  grades  of  cotton  shall  be  deliv- 
erable upon  any  single  contract,  the  seller  to  have  the  privilege  of 
selecting  these  three  from  the  entire  tenderable  range  as  at  present 
defined.  While  such  a  provision  would  tend  to  prevent  the  extreme 
mixture  of  grades  which  frequently  occurs  under  the  present  form  of 
contract,  on  the  other  hand  it  would  not  prevent  the  mixture  of  high- 
grade  with  low-grade  cotton.  For  this  reason  the  improvement,  if 
any,  which  would  result  from  the  adoption  of  such  a  provision  is 
generally  considered  too  small  to  warrant  serious  consideration  of 
it  The  objections  raised  by  the  seller  to  the  requirement  of  strictly 
even  running  deliveries  also  apply  to  the  proposed  three-grade  con- 
tract, though,  of  course,  with  much  less  force. 

PRACTICABILITY    OF    TWO    CONTRACTS. 

Still  another  suggestion  is  that  cotton  exchanges  should  provide 
two  contracts,  one  permitting  the  delivery  of  middling  cotton  and 
the  grades  above,  and  the  other  the  delivery  of  middling  cotton  and 
the  grades  below.  While  this  suggestion  meets  some  of  the  objec- 
tions against  a  specific  contract,  in  that  the  danger  of  squeezes  would 
be  less,  it  is  generally  pronounced  impracticable  by  the  cotton  trade 
on  the  ground  that  the  danger  of  such  squeezes  would  still  be  much 
more  serious  than  it  is  at  present,  and  on  the  further  ground  that 
only  one  contract  would  be  actively  traded  in. 

PROPOSED   ADOPTION   OF   LOW-MIDDLING   CLAUSE. 

The  specific  suggestions  just  discussed  provide  for  a  limitation  of 
grades  deliverable  on  a  single  contract  without  placing  any  restriction 
upon  the  extreme  range.    Most  of  these  suggestions,  as  just  shown. 
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appear  to  be  impracticable.  A  more  feasible  restriction  upon  de- 
liveries is  the  absolute  exclusion  of  very  low  grades  from  contract 
delivery.  A  suggestion  of  this  sort  quite  generally  favored  in  the 
cotton  trade  is  one  for  the  exclusion  of  all  white  cotton  below  the 
grade  of  low  middling.  An  additional  provision,  favored  by  some,  i^ 
that  no  irregular  cotton,  such  as  tinges  and  stains,  shall  be  deliverable 
if  its  value  is  less  than  that  of  low  middling  white.  The  adoption 
of  this  *Mow-middling  dause,"  as  it  is  called  in  the  trade,  has  been 
agitated  for  many  years.  In  the  early  nineties,  when  the  so-called 
Hatch  anti-option  bill  was  before  Congress,  both  the  New  York  and 
Kew  Orleans  exchanges  considered  the  adoption  of  a  contract  con- 
taining such  a  clause  with  a  view  to  quieting  the  intense  antagonism 
to  the  future  system  as  a  whole  which  existed  at  that  time.  In  the 
case  of  New  York  the  new  contract  was  not  intended  to  supersede^  but 
merely  to  supplement,  the  broader  contract  then  in  use.  On  the  fail- 
ure of  the  Hatch  bill  to  be  enacted,  the  interest  of  the  two  cotton  ex- 
changes in  this  matter  quickly  subsided.  The  adoption  of  a  low- 
middling  clause  has,  however,  since  been  repeatedly  urged  by  various 
interests  in  the  cotton  trade.  In  1906  the  American  Cottooi  Manu- 
facturers' ^Usociation,  at  its  annual  convention,  passed  resoluticms 
advocating  the  adoption  of  such  a  clause,  together  with  some  other 
restrictions  upon  contract  deliveries. 

It  has  been  shown  that  the  exclusion  of  some  of  the  lower  grades 
of  cotton  would  greatly  reduce  friction  over  classification  and  the 
establishment  of  grade  differences,  and  that  consequently  it  would 
give  greater  stability  to  future  transactions,  and  especially  to  hedging 
operations.  Moreover,  the  adoption  of  a  low-middling  clause  might 
permit  a  limited  number  of  spinners  to  receive  cotton  on  contract. 
While  it  is  thus  claimed  that  a  low-middling  clause  would  benefit  the 
purchaser  of  contracts,  it  is  urged  that  such  a  clause  would  not  be 
any  real  injustice  to  the  producer  of  cotton  or  the  seller  of  contracts, 
since  only  a  small  percentage  of  the  crop,  in  normal  years,  falls  below 
low  middling.  In  fact,  in  many  years  the  great  bulk  of  the  crop  (say, 
over  75  per  cent)  is  composed  of  middling  and  the  grades  above.  A 
low-middling  clause  would,  therefore,  in  an  ordinary  season,  exclude 
from  the  privilege  of  contract  tender  only  a  small  proportion  of  the 
crop,  while  it  might  prove  an  incentive  to  greater  care  in  picking. 

Opponents  of  the  low-middling  clause  base  their  objections  on  the 
general  ground,  already  outlined,  that  the  contract  should  be  broad 
enough  to  take  care  of  the  crop,  and  that  the  inclusion  of  low-grade 
cotton,  if  properly  classed  and  properly  valued  by  means  of  correct 
differences,  is  no  injustice  to  the  purchaser  of  contracts.  Some  op- 
ponents of  the  low -middling  clause  also  lay  stress  on  the  fact  that  the 
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Liverpool  Cotton  Association,  which  a  few  years  ago  had  such  a 
clause  in  its  contract  for  American  cotton,  abandoned  that  provision 
and  made  the  limit  good  ordinary.  This  action  of  the  Liverpool  Cot- 
ton Association  has  been  cited  by  some  as  evidence  of  the  impractica- 
bility of  a  low-middling  clause.  As  a  matter  of  fact,  good-ordinary 
cotton  in  the  Liverpool  classification  is  a  distinctly  higher  grade  than 
good  ordinary  in  the  American  classification,  being  but  little  below 
the  low  middling  of  the  New  York  standard.  If  the  American  ex- 
changes would  exclude  all  cotton  below  good  ordinary  of  the  Liver- 
pool standard,  this  would  go  far  to  meet  the  demands  of  those  who 
urge  the  adoption  of  a  low-middling  clause. 

SUGGESTED  RESTRICTION  UPON   DATE   OF   DELIVERY. 

In  addition  to  restrictions  upon  the  range  of  deliverable  grades, 
it  has  also  been  urged  that  the  option  of  the  seller  with  respect  to  the 
date  of  delivery  should  be  restricted.  At  the  present  time  the  con- 
tracts of  both  the  New  York  and  New  Orleans  cotton  exchanges 
permit  the  seller  to  deliver  his  cotton  on  any  day  during  the  delivery 
month,  the  buyer  having  no  option  whatever  in  this  matter.  It  is 
contended  by  some  that  this  privilege  is  unduly  liberal,  and  that  the 
buyer  should  have  the  option  of  calling  for  his  cotton  at  any  time 
after  the  15th  of  the  month.  Such  a  restriction,  however,  is  not  gen- 
erally favored  in  the  cotton  trade.  Its  practical  effect,  it  is  argued, 
would  be  to  limit  the  seller's  option  to  the  first  half  of  the  month; 
this,  it  is  further  urged,  would,  owing  to  delays  in  railroad  transpor- 
tation, be  a  serious  handicap  upon  the  seller,  and  one  which  ulti- 
mately would  react  upon  the  buyer  in  the  form  of  a  higher  price  for 
contracts.  On  the  whole,  such  a  limitation  upon  the  seller's  option 
appears  neither  practicable  nor  desirable.  The  suggestion  has  been 
made  that,  while  permitting  the  seller  to  deliver  his  cotton  on  any  day 
during  the  delivery  month,  he  be  compelled,  on  the  day  that  he  issues 
his  notice  of  delivery,  which  in  the  case  of  New  York  would  be  three 
days  before  the  actual  delivery,  and  in  New  Orleans  five  days,  to 
specify  the  grade  or  grades  of  cotton  which  he  intends  to  deliver. 
This  would  give  the  buyer  several  days'  notice  of  the  kind  of  cotton 
which  he  would  receive,  and  would  enable  him  to  make  some  pro- 
vision for  disposing  of  it  in  the  spot  market,  or,  if  he  foresaw  no 
ready  demand  for  it,  would  give  him  better  opportunity  for  re- 
tendering  it  in  the  future  market.  In  view  of  the  fact  that  the  seller 
of  a  distant  contract  has  weeks  or  months  in  which  to  get  his  cotton 
ready  for  delivery,  this  moderate  restriction  upon  his  present  wide 
privileges  with  respect  to  the  delivery  seems  eminently  fair,  and  the 
Bureau  is  disposed  to  recommend  its  adoption  by  both  exchanges. 
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Frem  the  facts  presented  it  is  dear  that  the  classification  of  oottdS 
at  New  York  in  recent  years  has  at  times  been  very  faulty,  and  tUX 
on  the  whole  there  has  been  a  tendency  to  overgrade  cotton.  Com- 
plaints that  New  Orleans  classifications  have  been  unduly  sevore  are 
not  equally  well  sustained.  It  is  not  unlikely,  however,  that  at  times 
the  arbitrations  in  New  Orleans  have  been  too  rigid.  The  most  im- 
portant suggestion  to  be  made  in  connection  with  classification  in 
either  market  is  that  greater  care  be  exercised  by  those  who  perform 
the  actual  work  of  classification.  It  is  reasonably  certain  that  many 
of  the  complaints  against  grading  in  either  market  are  due  more  to 
a  careless  or  improper  application  of  the  system  than  to  the  system 
itself,  although  in  the  case  of  New  York  it  has  been  shown  that  the 
system  is,  in  some  respects,  fundamentally  wrong.  Many  disputes 
over  classification  are  undoubtedly  due  in  part  to  the  absence  of  a 
common  basis  of  classification.  The  adoption  of  a  uniform  standard, 
of  course,  should  go  far  to  reduce  the  number  of  such  controversies 
and  at  the  same  time  to  secure  greater  uniformity  in  the  quotation  of 
spot  prices  of  cotton,  the  beneficial  effects  of  which  would  be  far- 
reaching. 

Aside  from  securing  greater  care  in  the  work  of  grading,  it  is  de- 
sirable that  both  the  New  York  and  New  Orleans  cotton  exchanges 
adopt  more  specific  definitions  of  the  character  of  cotton  which  shall 
be  tenderable  on  contract  and  more  specific  rules  for  the  guidance  of 
classers  and  arbitrators.  Such  improvements  are  particularly  de- 
manded in  the  case  of  cotton  of  weak  staple.  The  proposition  that 
the  value  of  tinged  and  stained  cotton  tendered  on  contract  in  New 
York  be  determined  by  arbitration  instead  of  by  the  use  of  arbitrary 
types  for  such  grades,  even  with  the  commercial-difference  system,  also 
appears  to  contain  some  merit,  although  there  are  practical  diflSculties 
in  thus  modifying  the  certificate  system.  Suggestions  that  appeals 
and  reclassifications  in  the  New  York  market  invariably  be  referred 
to  an  independent  committee  appear  to  be  of  doubtful  value;  it  is, 
however,  altogether  desirable  that  appeals  at  New  Orleans  be  referred 
to  a  larger  body  of  arbitrators  than  that  which  makes  the  original 
examination.  The  identification  of  individual  bales  of  cotton  in  New 
York  is  imperatively  demanded,  and  this  improvement  should  be 
adopted  at  once.  The  uncertainties  which  confront  the  buyer  of  a 
future  contract  are  necessarily  great,  and  the  failure  to  identify  indi- 
vidual bales  by  grade  can  not  be  excused.  At  the  same  time  it  is  de- 
sirable to  increase  the  efficiency,  so  far  as  possible,  of  the  assistant  in- 
spectors who  make  the  preliminary  examination  of  the  cotton  at  the 
dock  or  warehouse,  so  as  to  secure  a  more  nearly  uniform  composition 
of  individual  lots.    As  already  noted,  effort  has  been  made  by  the 
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management  of  the  New  York  Cotton  Exchange  to  correct  some  of 
the  evils  complained  of  in  this  report. 

With  respect  to  restrictions  upon  the  range  of  contract  grades, 
the  most  practical  limitation  appears  to  be  the  adoption  of  a  low- 
middling  clause.  This  would  narrow  the  range  of  deliverable  grades 
to  an  extent  which  should  materially  lessen  the  difficulties  of  classifi- 
cation and  of  establishment  of  differences,  and  would  thus  tend  to 
prevent  such  abnormal  discounts  in  the  contract  price  relative  to 
the  price  of  spot  middling  cotton  as  have  frequently  occurred  in 
the  New  York  market,  and  from  time  to  time  in  New  Orleans.  The 
low-middling  clause  should,  therefore,  give  greater  stability  to  future 
business  in  cotton,  particularly  to  the  transactions  of  cotton  mer- 
chants. For  these  it  would  be  an  advantage  not  only  in  cases  where 
cotton  was  actually  received  on  contract,  but  also  in  hedging  trans- 
actions, the  conduct  of  which  is  dependent  upon  the  maintenance 
of  a  normal  relationship  between  the  spot  and  the  contract  price. 
At  the  same  time  such  a  clause  would  not  seriously  increase  the 
danger  of  squeezes  and  corners,  since  it  would  exclude  only  a  very 
small  portion  of  the  crop  from  contract  delivery.  Moreover,  it  would 
not  work  any  real  hardship  upon  the  producer. 

In  connection  with  the  adoption  of  the  low-middling  clause  for 
white  cotton,  it  seems  desirable  that  the  contract  should  also  provide 
that  no  tinged  or  stained  or  other  irregular  cotton  below  the  value 
of  low  middling  white  should  be  deliverable.  The  complete  exclu- 
sion of  all  tinged  or  stained  cotton  is  urged  by  some,  but  it  seems 
improbable  that  so  drastic  an  amendment  to  the  contract  would  re- 
ceive the  indorsement  of  the  cotton  trade  generally. 

Any  restriction  whatever  upon  the  range  of  grades  deliverable  on 
contract  is,  however,  far  less  important  than  the  maintenance  of  a 
proper  system  of  establishing  differences  and  of  a  uniform  and  accu- 
rate classification.  The  delivery  of  low  grades  or  of  a  mixed  assort- 
ment of  grades  on  a  contract  is  not  in  itself  a  serious  injustice,  pro- 
vided these  grades  are  properly  classed  and  are  deliverable  only  at 
their  proper  values  relative  to  middling.  With  an  absolutely  correct 
system  of  differences  a  restriction  of  the  range  of  grades  deliverable 
on  contract,  while  eminently  desirable,  becomes  a  matter  of  secondary 
importance.  If,  however,  the  commercial-difference  system  were 
adopted  in  the  New  York  market  and  faithfully  applied  both  there 
and  at  New  Orleans,  and  at  the  same  time  a  low-middling  clause,  as 
above  outlined,  inserted  in  the  contracts  of  the  two  exchanges,  an 
important  step  would  be  taken  toward  placing  future  business  in 
cotton  on  a  thoroughly  commercial  and  equitable  basis,  and,  in  the 
opinion  of  the  Bureau,  antagonism  to  the  future  system,  in  so  far  as 
the  character  of  the  contract  is  concerned,  would  largely  disappear. 
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CHAPTER  I. 


COMPLAINTS  AGAINST  CHAEACTEE  OF  NEW  YOEK  STOCK  AND 
OF  OVEECLASSIFICATION. 

Section  1.  Difficulties  attending  classification  of  cotton. 

The  methods  of  classing  and  grading  cotton  employed  in  the  lead- 
ing markets  of  the  country  were  briefly  described  in  Part  I  of  this 
report.  It  will  be  recalled  that  in  New  Orleans  the  classification  of 
cotton  is  mainly  conducted  by  arbitrators  drawn  by  lot,  who  also 
establish  the  grade  "  differences  "  for  the  cotton  which  they  examine. 
Both  the  deliverer  and  the  receiver  are  represented  at  the  time  the 
samples  are  drawn  from  the  bales,  and  the  receiver  has  the  right  to 
object  to  or  "  protest "  any  samples  which  he  considers  below  the 
contract  limit.  In  New  York,  on  the  other  hand,  the  classification  of 
contract  cotton  is  entirely  under  the  official  control  of  the  New  York 
Cotton  Exchange  through  its  inspection  bureau,  which  samples  the 
cotton,  establishes  its  grade,  and  issues  a  certificate  of  grade,  holding 
good  for  one  year,  or  until  the  cotton  is  shipped  from  the  port  of 
New  York,  subject  to  a  demand  for  reclassification  on  the  part  of 
any  purchaser  of  such  cotton.  The  actual  work  of  grading  is  per- 
formed by  a  classification  committee  consisting  of  five  salaried  em- 
ployees of  the  exchange.  Neither  deliverer  nor  receiver  has  anything 
to  do  with  the  work  of  grading,  and  the  buyer  is  not  allowed  to  be 
present  at  any  stage  of  the  work.  The  deliverer,  however,  may  be 
represented  at  the  time  the  samples  are  originally  drawn. 

It  has  been  shown  that  the  classification  of  cotton  has  been  a  source 
of  great  dissatisfaction  in  the  cotton  trade.  To  a  considerable  extent 
this  is  inevitable.  The  absence  of  any  mechanical  means  of  grading 
cotton  renders  classification  dependent  in  the  main  upon  the  personal 
judgment  of  the  individual  classers,  who,  of  course,  differ  widely  in 
skill  and  experience.  Again,  conditions  of  light  and  weather,  which 
appear  trivial  in  themselves,  may  influence  a  clag3er  materially.  It 
is  no  uncommon  occurrence  for  the  same  chisser,  examining  the  same 
lot  of  cotton  at  different  times  and  under  slightly  different  condi- 
tions, to  render  different  awards. 
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In  the  case  of  complaints  of  spinners,  it  should  also  be  borne  in 
mind  that  the  classification  of  cotton  for  contract  delivery  is  deter- 
mined chiefly  by  its  superficial  appearance — ^that  is,  its  color  and 
the  amount  of  trash  and  dirt  mixed  with  the  fiber — ^rather  than  by 
the  length,  strength,  and  general  character  of  the  staple.  These  latter 
characteristics,  however,  are  exceedingly  important  in  determining 
the  spinning  value  of  cotton  as  distinct  from  grade  only.  To  a  large 
extent,  however,  such  characteristics,  as  well  as  some  others,  are  neces- 
sarily disr^arded  in  the  classification  of  cotton  for  contract  de- 
liveries. 

Another  important  circumstance  which  has  contributed  to  difficul- 
ties over  classification  is  the  absence  of  uniform  standards  in  the 
various  markets.  An  attempt  was  made  in  the  eighties  to  secure 
the  adoption  of  uniform  standards  through  the  organization  of  the 
National  Cotton  Exchange  Association.  Standards  were  agreed 
upon,  but  nearly  all  spot  markets  failed  to  adopt  them  in  actual 
business,  and  up  to  the  present  time  there  has  been  a  decided  lack  of 
uniformity  in  the  classifications  of  different  markets.* 

Aside  from  local  variations  in  standards,  the  difficulty  of  classifica- 
tion is  aggravated  because  of  the  fact  that  a  great  portion  of  the 
spot  cotton  handled  in  the  South,  either  for  export  or  for  domestic 
mills,  is  sold,  not  by  grade,  but  by  mark,  such  as  "  CCC,"  "  XXX," 
"  PEN,"  "  HOL,"  etc.  A  single  merchant  may  have  from  50  to  200 
or  more  such  marks,  each  representing  a  particular  style  of  cotton. 
In  the  case  of  some  of  the  large  shippers  certain  marks  have  become 
so  well  known  as  to  l)e  recognized  more  or  less  as  standards  for  par- 
ticular localities. 

In  view  of  the  absence  of  a  uniform  basis  of  classification  and  the 
existing  variety  of  local  standards,  it  is  easy  to  undei'stand  how  acute 
disagi'eement  should  arise  over  the  grading  of  cotton.  This  is  par- 
ticularly true  in  the  case  of  shipments  from  one  market  to  another 
for  delivery  on  contract.  Such  complaint  has  been  very  widespread. 
The  classification  of  the  New  York  market  has  been  condemned  as 
altogether  too  lax,  that  of  the  New^  Orleans  market  as  too  rigid, 
while  in  the  case  of  the  Liverpool  and  Bremen  cotton  exchanges  it  is 
charged  that  the  classification  has  been  exceptionally  severe  and 
altogether  in  favor  of  the  buyer  of  cotton  as  against  the  American 
shipper.  The  merits  of  some  of  these  complaints  are  taken  up  in  the 
following  pages.  It  should  be  kept  in  mind  in  considering  them 
that  the  clasvsification  of  cotton  is  not  an  exact  science  and  that  some 
divergence  of  opinion  is  absolutely  inevitable. 

On  the  other  hand,  despite  pronounced  differences  in  numerous 
characteristics,  a  large  part  of  the  cotton  crop  is  capable  of  classifi- 


^For  a  discussion  of  the  practicability  of  uniform  standards  see  Chapter  IV, 
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cation  into  fairly  homogeneous  groups;  indeed,  if  this  were  not  so, 
organized  future  trading  in  cotton  would  become  almost  impossible. 
If  every  bale  of  cotton  included  a  variety  of  styles  of  the  staple, 
and  if  very  few  bales  were  substantially  alike,  contracts  would  lack 
the  similarity  essential  to  broad  future  trading  in  the  product.  It 
should  be  understood,  therefore,  that  while  the  difficulties  of  classi- 
fication are  serious  a  large  portion  of  the  crop  can  be  graded  without 
much  trouble.  The  chief  difficulties  in  classification,  as  shown  later 
in  this  report,  occur  in  the  case  of  the  lowest  grades  of  the  crop,  or 
in  the  so-called  irregular  grades,  such  as  storm-damaged  and  dis- 
colored cotton.  In  the  case  of  the  regular  grades  of  white  cotton 
difficulties  of  classification  are  much  less  serious. 

Section  2.  Alleged  nninerohaiitable  character  of  bulk  of  New  York  stock. 

The  classification  of  the  New  York  Cotton  Exchange  has  been  sub- 
jected to  very  severe  criticism  for  a  long  time.  The  charge  has  been 
made  repeatedly  that  the  New  York  market  has  become  a  dumping 
ground  for  low-grade  cotton,  and  that  no  inconsiderable  portion  of 
the  New  York  stock  of  cotton  is  really  unmerchantable  and  unspin- 
nable  in  the  ordinary  sense  of  these  terms.  It  is  also  alleged  that,  as 
a  result  of  the  common  practice  in  New  York  of  sorting  out  from 
cotton  received  on  contract  those  grades  which  were  most  adapted 
for  immediate  sale  and  of  retendering  the  less  desirable  grades,  there 
has  been  an  accumulation  of  extremely  low  grade,  nondescript  cotton 
which  has  no  real  commercial  rating  whatever,  and  the  principal  use 
of  which,  according  to  such  charges,  has  been  for  the  purpose  of  re- 
tendering  again  and  again  with  a  distinctly  depressing  influence 
upon  the  price  of  New  York  contracts  and  of  spot  cotton  in  the 
South. 

Many  of  these  complaints  are  really  complaints  against  the  con- 
tract itself,  which  until  recently  has  permitted  the  delivery  of  very 
low  grades,  and  against  the  "  fixed-difference  "  system  of  the  New 
York  Cotton  Exchange,  which  frequently  tends  to  attract  a  dispro- 
portionate quantity  of  low  grades,  rather  than  against  the  grading 
itself.  At  the  same  time,  the  further  charge  is  made  that  the  New 
York  stock  as  a  whole  has  been  seriously  overclassed. 

Criticisms  against  the  character  of  the  New  York  stock,  which  have 
been  repeated  in  one  form  or  another  for  a  long  time,  were  crystal- 
lized in  a  formal  complaint  brought  by  Congressman  L.  F.  Living- 
ston, of  Georgia,  and  Harvie  Jordan,  president  of  the  Southern 
Cotton  Association,  of  Atlanta,  Ga.,  to  the  Postmasfer-General,  under 
date  of  January  2,  1907.  The  substance  of  these  charges,  in  so  far 
as  they  relate  to  the  quality  of  cotton  in  the  New  York  stock,  is  con- 
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taiiu'd  in  the  Brst  ami  seventh  sections  of  the  comphiint,  the  principal 
fealures  of  whieli  follow: 

I  First,  We  charge  that  New  York  City  has  ceased  to  be  a  com- 
mercial s^pot-cotton  markets  ftnd  that  the  New  York  Cotton  Ex- 
change, operating  under  its  present  debased  and  fraudulent  con- 

^  tracts,  has  developed  into  a  purely  .speculative  or  ganabling  ex- 
change, and  thflt  the  grades  of  cotton  shipped  to  New  York  and 
tenderable  on  the  contra cts  under  the  rules  of  the  New  York  Cot- 

'  ton  Exchange  can  not  be  used  for  commercial  spinning  purposes, 
Hud  that  such  grades  of  cotton  are  used  solely  to  depress  the  price 
of  ^pinnable  grades  in  the  South,  to  further  the  speculative  fea- 
tures of  the  New  York  Cotton  Exchange^  to  the  heavy  detriment 

'of  the  entire  k^gitimate  cotton  trade  of  the  United  Stktes. 
•  ««••• 

Seventh.  We  further  charge  that  out  of  the  advertised  stod: 

of  eotiuii  at  prusent  siured  in  the  warehouses  of  New  York  City — 
amounting  to  114,000  bales — fuUv  70,000  bales  of  said  cotton  is 
of  sucti  inferior  grades  as  to  render  the  staple  unfit  for  spinning 
or  manufacturing  [>ur poses,  and  that  a  considerable  portion  or 
said  cotton  has  been  held  in  said  warehouses  for  years,  and  is 
totally  unfit  for  any  purpose  whatever,  except  to  be  t^idered  on 
the  fraudulent,  contracts  of  the  New  York  Cotton  Exchange,  to 
the  serious  detriment  and  injury  of  the  legitimate  cotton  trade 
•of  the  United  State??* 

A  similar  charge  was  made  to  the  revision  committee  of  the  New 
York  Cotton  Exchange  at  its  meeting  on  November  21,  1906,  by  C.  H. 
Carr,  of  Fall  River,  Mass.,  who  stated  that  there  were  in  New  York 
at  that  time  about  70,000  bales  of  cotton  that  no  spinner  would  take 
and  attempt  to  put  in  a  mill. 

Some  extreme  charges  of  this  character  exaggerated. — It  de- 
veloped on  investigation  that  such  extreme  criticisms  of  the  character 
of  the  New  York  stock  of  cotton  were  not  well  supported.  Mr.  Jor- 
dan, when  questioned  as  to  the  basis  of  his  charge  that  a  large  part  of 
the  cotton  in  the  New  York  stock  was  unspinnable,  admitted  that  he 
had  no  specific  or  documentary  evidence  to  support  this  charge,  but 
that  it  was  based  "  only  on  hearsay."  He  stated  that  he  had  never 
seen  a  bale  of  cotton  in  New  York.  He  said,  however,  that  he  had 
been  advised  by  reliable  concerns  that  much  of  the  cotton  in  the  New- 
York  stock  was  of  inferior  quality. 

Mr.  Carr,  in  a  letter  to  the  Bureau  under  date  of  November  9, 1907, 
said: 

Replying  to  your  letter  of  the  7th,  I  would  state  that  I  ap- 
peared before  the  revision  committee  of  the  New  York  Cotton 
Exchange  on  November  21,  [1906],  and  did  make  the  statement 
regarding  the  contracts  in  New  York.  At  that  time  there  was  a 
feeling  among  the  members  of  the  exchange  who  were  practical 
cotton  men  that  too  low  cotton  was  allowed  to  go  on  contract. 
Some  of  us  were  a  little  provoked  over  the  situation,  but,  as  we 
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were  talking  among  the  members  of  the  exchange — you  might 
say  our  own  family — we  did  not  consider  that  it  interested  the 
outside  public.  Since  I  made  that  statement  about  60,000  bales 
of  the  cotton  referred  to  has  been  sold  to  spinners ;  so  I  find  that 
a  great  many  people  w^ere  willing  to' use  the  cotton  which  I  could 
not  use.  Since  the  matter  was  brought  up  a  great  many  grades 
of  cotton  have  been  eliminated  from  the  exchange,  and  the  chair- 
man of  the  classification  committee  has  been  changed.  I  believe 
the  contract  to-day  to  be  decidedly  honest  and  the  best  one  in 
existence.  I  have  never  received  a  bale  of  cotton  on  the  exchange, 
but,  as  I  am  a  spot  broker  entirely,  I  prefer  to  handle  better  cotton 
than  a  great  deal  that  was  in  stock  last  year.  There  would  have 
been  no  talk  whatever  about  the  contracts  on  the  cotton  exchange 
but  for  the  storms  of  September  and  October,  1906,  for  these 
storms  lowered  the  grade  of  cotton,  discolored  it,  and  as  there  is 
no  rule  against  receiving  it  on  the  exchange  it  could  be  delivered 
there. 

From  this  statement  it  will  be  seen  that  Mr.  Carr's  charge  w^as  not 
based  upon  personal  experience  in  the  handling  of  cotton  received  on 
New  York  contracts,  and,  furthermore,  that,  while  the  cotton  was  un- 
suited  to  his  purposes,  considerable  of  it  w^as  later  shipped  out  to 
spinners. 

It  seems  probable  that  some  extreme  complaints  against  the  char- 
acter of  the  New  York  stock  have  been  due  to  the  failure  of  those 
making  them  to  bear  in  mind  that  cotton  which  was  not  suited  to  their 
individual  needs  might  nevertheless  be  desirable  for  the  uses  of  other 
purchasers  and  properly  tenderable  on  contract.  It  would  appear 
that  some  spinners  who  have  desired  a  certain  grade  of  cotton  on  con- 
tract and  who  have  not  received  that  specific  grade  have  condemned 
the  stock  at  New  York  generally,  whereas,  in  some  cases,  their  com- 
plaints should  have  been  directed  against  the  form  of  contract  itself 
which  permits  the  delivery  of  a  wide  assortment  of  grades,  including 
low  grades.  At  the  same  time  many  criticisms  of  the  New  York 
stock  and  of  New  York  methods  of  classification  have  been  justified. 

Statements  that  many  thousands  of  bales  of  unspinnable  cotton 
have  been  held  in  the  New  York  certificated  stock  for  years  are 
substantially  disproved  by  the  record  of  stocks  itself.  Thus,  on 
October  11,  1900,  the  total  certificated  stock  in  New  York  was  only 
5,029  bales,  and  the  total  warehouse  stock,  including  cotton  not  cer- 
tificated at  that  time,  was  but  7,274  bales.  A  considerable  portion 
of  this  cotton  appeal's  to  have  been  of  high  grade.  The  total  stock 
in  New  York  increased  sharply  after  October,  1900,  and  has  fluc- 
tuated since  according  to  the  season.  Until  recently  the  New  York 
Cotton  Exchange  did  not  keep  a  record  of  the  stock  by  grades  on 
specific  dates.  The  statement  on  page  38,  however,  shows  the  total 
warehouse  stock  carried  over  in  the  New  York  market  at  the  close 
of  the  crop  years  1900  to  1907. 
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Tablb  1.- 

—STOCK  OF  COTTON  IN  LICENSED  WAREHOUSES  IN  NEW  TORK 
CARRIED  OVER,  AUGUST  31,  1900-1907. 

Year. 

Balefl. 

Year. 

Bales. 

1900 

18,629 
96,768 
84.549 
184,892 

1904 

28,681 

1901 

1905 

125^645 

1902 

1906 

76.082 

1908 

1907 

162,677 

It  will  be  seen  from  the  above  table  that  at  the  close  of  the  crop 
year  1904  there  were  only  23,531  bales  of  cotton  in  warehouses  in 
New  York,  this  amount  not  including  some  scattered  bales  on  the 
docks  which  may  not  have  been  in  the  warehouses  at  the  time.  On 
September  28, 1904,  moreover,  the  total  certificated  stock  (which  does 
not  include  all  cotton  in  licensed  warehouses)  fell  to  15,604  bales.  The 
1903-4  crop  was  of  very  high  grade,  and  it  is  certain  that  a  considerable 
portion  of  the  New  York  stock  carried  over  at  the  close  of  1904  was 
high-grade  cotton.  The  1904-5  crop  was  not  as  good,  but  the  crop 
of  1905-6  was  a  fairly  high  grade  crop.  The  crop  of  1906-7,  on  the 
other  hand,  was  extraordinarily  low  in  grade.  It  is  certain,  there- 
fore, that  statements  to  the  effect  that  a  very  large  quantity  of  ex- 
tremdy  low  grade,  unmerchantable  cotton  has  been  carried  over  in 
the  New  York  market  for  many  years  are  unfounded,  and  that  the 
bulk  of  the  low-grade  cotton  in  the  New  York  stock  in  January,  1907, 
when  the  above  complaint  to  the  Postmaster-General  was  made,  must 
have  been  from  the  low-grade  crop  of  190()-7.  This  statement,  how- 
ever, should  not  be  construed  as  any  general  vindication  of  the  New 
York  classification,  for,  as  shown  in  this  chapter,  there  have  been 
very  serious  abuses  attending  the  certification  of  cotton  in  the  New 
York  market,  and  a  portion  of  the  stock  in  190G-7  was  very  low  in 
grade.  At  a  meeting  of  the  revision  committee  in  November,  1907, 
Dr.  J.  II.  Parker,  president  of  the  exchange  and  a  member  of  the 
committee,  said  some  of  the  cotton  was  exceedingly  low  in  grade,  also 
that  some  of  the  stock  had  been  on  hand  for  four  years  and  was  not 
taken  out  for  the  reason  that  it  was  of  such  poor  quality  that'  it  was 
undesirable  at  the  grade  "differences"  then  existing. 

Character  of  cotton  certificated  at  New  York,  1890-1908. — In 
considering  complaints  against  the  character  of  the  New  York 
stock  of  cotton  it  is  necessary  to  bear  in  mind  that  New  York,  being 
a  future  or  contract  rather  than  a  spot-cotton  market,  naturally  at- 
tracts temporarily  undesirable  gi-ades  instead  of  a  general  assortment 
representing  the  entire  crop.  Contract  cotton,  as  shown  in  Part  I, 
is  usually  cotton  that  at  the  time  of  original  tender  is  least  in  demand 
in  the  spot  market.  Consequently,  it  would  follow  that  at  times 
wheu  there  was  a  surplus  of  high  grades  the  New  York  stock  should, 
on  the  whole,  consist  of  high  rather  than  of  low  grades.    That  this 
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has  been  the  case  is  clearly  shown  by  Table  3,  on  pages  40  and  41,  giv- 
ing the  quantities  of  various  grades  of  cotton  certificated  by  the  New 
York  Cotton  Exchange  in  the  crop  years  1890-91  to  1906-7,  inclusive. 
These  figures,  it  should  be  understood,  show  simply  the  amounts  of 
cotton  certificated,  and  not  stocks  on  hand.  For  convenience  the  total 
quantities  of  grades  above  middling  in  value  and  of  those  below 
middling  in  value,  as  well  as  of  middling  itself  (including  good  mid- 
dling tinged),  are  also  given.  The  totals  given  for  grades  above 
middling  include,  in  addition  to  those  appearing  above  that  grade 
in  the  list,  strict  good  middling  tinged,  which  takes  a  difference  "  on  " 
middling.  Good  middling  tinged,  as  just  noted,  is  included  with  mid- 
dling, since  it  has  the  same  contract  value  under  the  "  fixed-differ- 
ence "  system  of  the  New  York  Cotton  Exchange. 

Since  this  table  includes  recertifications,  it  probably  exaggerates  the 
percentage  of  low  grades  received  in  the  New  York  market,  because 
these  low  grades  would  ordinarily  constitute  a  larger  proportion  of  re- 
certifications  than  the  higher  grades,  which  would,  except  in  abnor- 
mally high  grade  crops,  be  more  readily  disposed  of  in  the  trade. 
Nevertheless,  the  table  gives  an  approximate  idea  of  the  character  of 
the  yearly  receipts  of  cotton  into  the  New  York  certificated  stock. 
The  following  table  gives  the  respective  percentages  of  the  three 
groups  in  the  total  amount  certificated  yearly : 

Table  2.— PROPORTIONS  OF  GRADES  CERTIFICATED  BY  NEW  YORK  COTTON 
EXCHANGE  ABOVE  MIDDLING  IN  VALUE,  MIDDLING  OR  VALUE  OF  MIDDLING, 
AND  BELOW  MIDDLING  IN  VALUE,  SEPTEMBER.  1890,  TO  AUGUST,   1907.« 


Year. 

Above 
mid- 
dling. 

Mid- 
dling. 

Below 
middling. 

Year. 

Above 
mid- 
dling. 

Mid- 
dling. 

Below 
middling. 

1890-91 

Per  cent. 

6.1 
27.6 
43.3 
35.  G 
25.7 
58.6 
84.8 
70.5 

7.7 
59.4 

Percent, 
5.9 
9.0 
9.3 
16.1 
14.0 
12.5 
7.7 
8.6 
4.5 
3.9 

Percent. 
88.0 
63.4 
47.4 
48.3 
60.8 
28.9 
7.6 
20.9 
87.8 
36.7 

1900-01 

1901-02 

1902-03 

Per  cent. 
19.4 
61.7 
32.2 
62.8 
38.1 
49.6 
1.0 

Per  cent. 
10.3 
12.9 
9.7 
5.4 
4.7 
4.2 
1.3 

Percent. 
70.3 

1891-92 

25.4 

1892-93 

58.1 

1893-94 

1903-04 

31.8 

1894-95 

1904-05 

57.2 

1895-96 

190W)6 

46.2 

1896-97        

1906-07 

97.7 

Simple  average 

1897-98 

189a-99 

40.3 

8.2 

5L5 

1899-00 

"  Based  on  the  "  differences  "  of  the  New  York  Cotton  Exchange. 

In  discussing  these  figures  it  should  be  stated  that  middling  cotton 
is  not  usually  the  median  grade  of  the  crop  with  respect  to  yield.  In- 
stead, probably  70  per  cent  of  a  normal  crop  would  grade  as  high  as  or 
higher  than  middling;  in  some  years  the  percentage  of  such  grades 
has  been  considerably  larger.  Consequently,  if  the  New  York  cer- 
tificated stock  were  fairly  representative  of  the  crop,  it  should  con- 
sist mainly  of  the  grades  of  middling  and  above.    As  a  matter  of 


Tinged  rt, 

BtiiLt  mldUilnM  »tAlRff<1 

Fully  mkidHitg  stalncfl 

fiiirvly  m idii  1 1 Dg  trained.... 
Strict  Inw  middling  Btalned.; 
Fully  low  mUldlinsrstiilrie*1* 

Lnw  mldttllng  siLalned 

Bart?Iy  low  middling  stulnt'd 
3  tdct  good  0  nt  Imxty  bU  I  n  ed , 


Total   above    middling   la 
viiliiu ...,..., 


Totftl  middling  or  Tahi«  of 
mkldllng  .^,,, 


Total   Ihilow  mlildHwg  fii 
Tfuiue „;ia7t331 


«  Prior  to  1900  most  tinged  cotton  was  not  specifically  described  by  grade. 


CHAKACTEB  OF  NEW  YORK  STOCK  OP  COTTON. 


41 


Table  3.— STATEMENT  OF  COTTON  CERTIFICATED  BY  INSPECTION  BUREAU  OF  THE  NEW 
YORK  COTTON  EXCHANGE,  SEPTEMBER,  1890,  TO  AUGUST,  1907,  BY  GRADES— Cont'd. 


Grade. 


Fair 

Barely  fair 

Strict  middling  fair 

Fiilly  middling  fair 

Middling  fair 

Barely  middling  fair 

Strict  good  middling 

Fully  good  middling 

Good  middling 

Barely  good  middling 

Strict  middling. 

Fully  middling 

Middling 

Barely  middling 

Strict  low  middling 

Fully  low  middling 

Low  middling 

Barely  low  middling 

Strict  good  ordinary 

Fully  good  ordinary 

Good  ordinary 

Barely  good  ordinary 

Strict  ordinary 

Strict  good  middling  tinged  . . 
Fully  good  middling  tinged . . 

Good  middling  tinged 

Barely  good  middling  tinged. 

Strict  middling  tinged 

Fully  middling  tinged 

Middling  tinged 

Barely  middling  tinged 

Strict  low  middling  tinged  . . . 

Low  middling  tinged 

Strict  good  ordinary  tinged. . . 

Tinged  a 

Strict  middling  stained ... 

Fully  middling  stained 

Middling  stained 

Barely  middling  stained 

Strict  low  middling  stained. . . 
Fully  low  middling  stained. . . 

Low  middling  stained 

Barely  low  middling  stained. . 
Strict  good  ordinary  stained  . . 


Total. 


1899-00. 


1900-01.  1901-02, 


Bales. 

63 

711 

4,478 

6,973 

12, 167 

10 

9,009 

1 

5,654 


4,236 
9 
2,808 
1,741 
1,952 
1,234 
2,078 
1.745 
1,264 

559 
14 

958 


64 


Total  above  middling  in  value 

Total  middling  or  value  of  middling. 
Total  below  middling  in  value 


75 
1,865 

262 
1,937 
1,809 
2,017 
1,738 
2,615 
1,993 

940 


72,979 


43,311 
2,872 


Bales, 

183 


1,676 


7,109 

6,108 

6,169 

33 

7,672 

5 

12, 151 

21 

19,016 

72 

22,578 

26,319 

27,892 

15,838 

17,472 

7,984 

4,022 


1,078 


3,560 


15 
18 

5,486 
28 

6,777 


6,971 
5,396 
2,453 
2,476 
838 
446 


BaU>». 
1 


25 


2,573 

9,693 

27,601 

2 

35, 141 

2 

32,679 

1 

18,938 

49 

8,984 

5,268 

4,797 

2,811 

•  2,767 

1,401 

832 


1903-04. 


Bales. 
279 


270 


3.725 


4,444 


359 
5,336 
5,103 


3,376 

2,356 

884 

1,007 

405 

245 


4,410 
13,136 
25,356 

6,837 
29,125 
10,101 
34,576 
72 
34,410 
269 
31.939 
28.683 
30,985 
23,517 
32,349 
17,408 


4,303 


4,294 


1,519 


17,771 


9,927 
7,967 
5,218 
3,734 
1,131 
906 


217,862  180,795  399,068 


42,205   111,443  1 128, 464 
22,576     23,382     38,704 


26,7%   153,081     45,970  231.900 


1904-05.  1905-06. 


Bales. 
262 


1,751 


15,095 
31,870 
36.014 
15,168 
11,295 
4,245 
6,882 


5,331 


4,753 
4,787 
3,356 
1,695 
1,064 
245 
102 


4,581 


Bales. 
42 


430 


4,559 
15,434 
26,635 
15,536 
10,086 
4,843 
5,506 


Bales. 
18 


158 


2,135 
11,525 
36,159 
32,375 
23,952 
12,312 

8,328 


6,548       8,436 


1906-07. 


Bales. 


3 

7 
54 
85 
293 
484 
1,111 


2, 495 


11,900 
15,263 
17,349 
16,851 
10,272 
2,855 
1,289 


13, 776 
22,417 
19,646 
13,369 
7,696 
2,741 
1,815 


.1. 


10.227 
25,952 
44,097 
47,509 
37,987 
11,822 
7,881 


2,186 


5,606 


6,721 
9,823 


15,943 
5,156 
1,212 


4,979 
2,697 
723 
805 
234 
232 


202,627 


127,163 
10,937 
64,527 


3,897 


1.518  ! 


215 


2,477  1 


5,871   3,941    1.179 


10,400 


16,a% 
9,107 
2,701 


4,036 
1,703 
432 
718 
169 
392 


223,865 


85,257 
10,445 
128,163 


6,970  ;      4,046 


12,418 
7,985 
2,272 


2,560 
1,037 
233 
531 
64 
427 


12,526 
10,882 
3,661 


2,801 
2,184 

490 

1,039 

42 

725 


259,290     230,374 


128,480  I  2,252 
10,913  1  3,072 
119,897     225,050 


a  Prior  to  1900  most  tinged  cotton  was  not  specifically  described  by  grade. 
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s  fust  given  indicate  that  more  than  half  the  cotton 

tteu  over  a  series  of  years  was,  iit  the  time  of  certification,  or 

ition,  of  the  grades  below  middling.     It  is  evident,  how- 

iAA»t  the  quality  of  the  cotton  certificated  at  New   York  has 

i^en  invariably  low.    Thus  in  the  crop  year  1896-97  more  than 

'  cent  of  the  cotton  certificated  at  New^  York  was  of  middling 

T  grades,  and  in  several  years  such  grades  have  constituted 

(    in  70  per  c^nt  of  tfie  certifications.    On  the  other  hand,  low- 

co         ha.s  formed  a  con?^iderable  part  of  ttio  total  in  almost 

V  »     In  the  abnormally  low  gradt*  crop  of  lf)0G-7  certifica- 

ijA  votton  below  middling  constituted  nt^arly  98  per  cent  of  the 

Je  extreme  estimates  of  any  accumulation  of  unmerchant-able 

t>n  ai"e  disci^edited,  nevertheless  figures  of  certifications  clearly 

'  that  the  stock  has  often  included  some  very  low  grade  cotton, 

recently,  as  noted  above,  the  Xew  York  Cotton  Exchange  did 

ep  a  record  of  the  New  York  stock  on  hand  by  grades.    Tlie 

st  published  such  a  detailed  statement  of  the  slock  on 

L      1007,  undoubtedly  l>ecause  of  charges  wdiich  were  then 

judQe  against  the  exchange  and  its  business  methods.     This 

nt,  which  also  showed  the  contract  ditfei-eaces  at  the  time, 

as  folhnvs: 

Table  4.— GRADES  OF  CERTIFICATED  COTTON  IN  NEW  YORK  WAREHOUSES  ON 

JANUARY  10,   1907.« 


Grade. 


Fair 

Strict  middling  fair... 

Middling  fair 

Barely  middling  fair . . 
Strict  good  middling  . . 
Fully  good  middling . . 

Good  middling 

Barely  good  middling . 

Strict  middling 

Middling 

Strict  low  middling  ... 
Fully  low  middling  . . . 

Low  middling 

Barely  low  middling . . 
Strict  good  ordinary . . . 
Fully  good  ordinary. . . 


Bales. 


0 

2 

44 

75 

78 

54 

155 

253 

629 

1,665 

6,819 

17,602 

21,326 

19,553 

11,398 

4,125 


Dififer- 
ences. 


Cents. 

2. 00  on 

1.75  on 

1.50  on 

1.25  on 

1.00  on 

.88  on 

.76  on 

.57  on 

.38  on 

Basis. 

.14  off 

.32  off 

.50ofr 

.70  off 

.90  off 

1.07  off 


Grade. 


Good  ordinary 

Strict  good  middling  tinged. 

Good  middling  tinged 

Strict  middling  tinged 

Middling  tinged 

Strict  low  middling  tinged  . 

Low  middling  tinged 

Strict  good  ordinary  tinged. 

Fully  middling  stained 

Middling  stained 

Barely  middling  stained. . . . 
Strict  low  middling  stained 
Fully  low  middling  stained 
Low  middling  stained 


Total. 


Bales. 


Differ- 
ences. 


2,839 
93 

517 
1,264 
3,844 
9,653 
6,862 
2,263 
2,041 
1,024 

297 


585 


CtnU. 
1.25  off 
.30  on 

.06  off 

.12  off 

.46  off 

.90  off 

1.25  off 

.42  off 

.50  off 

.78  off 

1.50  off 

1.75  off 

2. 00  off 


115.697 


« Such  statements  are  issued  by  the  New  York  Cotton  Exchange  under  the  caption 
**  Grades  of  cotton  In  New  York  warehouses  on  ,  inspected,  classed,  certifi- 
cated, and  grade  guaranteed  by  the  New  York  Cotton  Exchange  (with  differences  on  or  off 
middling)."  The  statement  that  the  grade  is  guaranteed  by  the  New  York  Cotton  Ex- 
change Is  Incorrect.  As  shown  In  Part  I,  the  New  York  Cotton  Exchange  officially  as- 
sumes no  direct  responsibility  for  the  grade  of  the  cotton.  The  protection  of  the  receiver 
is  confined  to  the  ability  of  the  inspection  fund  to  meet  demands  upon  It.  The  inspection 
fund  for  some  time,  however,  has  been  of  liberal  proportions. 
^  Value  0/ middling. 
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On  examination  of  the  above  table  it  will  be  seen  that  the  New 
York  stock  on  January  10,  1907,  was  distinctly  a  low-grade  stock. 
Less  than  3,600  bales  out  of  a  total  of  115,097  were  as  high  as  mid- 
dling in  value.  The  1906-7  crop  was,  however,  abnormally  low  in 
grade.  The  bulk  of  the  crop  in  that  year  probably  was  in  the  grades 
from  low  middling  to  middling,  inclusive,  and  tlie  tinged  and  stained 
grades  of  that  range.  These  surplus  grades,  it  will  be  seen,  con- 
stituted a  large  proportion  of  the  New  York  stock.  The  quantity  of 
cotton  in  stock  of  extremely  low  grade,  however,  accepting  the  New 
York  classification  as  correct,  was  not  great.  Thus,  the  amounts  of 
cotton  below  barely  low  middling  in  white  grades  and  below  low  mid- 
dling tinged  or  middling  stained  in  the  colored  grades  were  as 
follows : 


Bales. 

Strict  good  ordinary 11,39S 

Fully  good  ordinary 4, 125 

Good  ordinary 2,831) 

Strict  good  ordinary  tinged 2,  203 

Barely  middling  stained 21)7 


Strict  low  middling  stained..- 

Fully  low  middling  stained 

T^ow   middling  stained 


Rales. 
r»(Jl) 

585 


Total    22,144 


The  total  of  these  low  grades,  therefore,  was  about  22,000  bales,  of 
which  rather  more  than  half  was  strict  good  ordinary,  which,  if 
properly  graded,  is  hardly  to  be  considered  an  exceptionally  low 
grade.  Excluding  this  grade,  only  about  10  per  cent  of  the  stock  on 
January  10,  1907,  would  fall  under  the  designation  of  extremely  low 
grade  cotton,  again  assuming  that  the  classification  as  given  was 
proper. 

A  similar  statement  of  the  character  of  the  certificated  stock  on 
March  31,  1908,  showed  the  following: 

Table  5.— (iRADES  OF  CEUTIFICATED  COTTON  IN  NEW  YORK  WAREHOUSES  ON 

MARCH  31,  1008. 


Grade. 


Fair 

Strict  middling  fair. . 

Middling  fair 

Strict  good  middling 

Qood  middling 

Strict  middling 

Middling 

Strict  low  middling.. 

Low  middling 

Strict  good  ordinary . 


Bales. 

Differ- 
ences. 

Cents. 

13 

1.75  on 

0 

1.50  on 

103 

1.25  on 

499 

.  75  on 

737 

.50  on 

469 

.25  on 

197 

Basis. 

820 

.30  off 

10,680 

1.00  off 

35,496 

1.50  off 

Grade. 

Bales. 

11,512 
110 
61 
14(5 
926 

Differ- 
ence-M. 

Good  ordinary 

Cents. 
2. 00  off 

Strict  good  middling  tinged. 

Good  middling  tinged 

Strict  middling  tinged 

Middling  tinged 

.  :^5  on 
.  20  off 

Strict  low  middling  tinged  . 

Ijo-w  middling  tinged 

Middling  sUiined 

5,  (HO         1.00  off 
7,735         1.50  off 
2, 925         1 . 2.S  off 

Total 

7S,0()9 

a  Value  of  middling. 


By  this  time,  it  will  be  noted,  the  exchange  had  abolished  several 
of  the  low  grades,  as  well  as  the  quarter  grades ;  most  cotton  which 
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was  formerly  given  a  quarttir  grade  is  now  presumably  included  in 
the  half  grades.  It  will  be  tn^en  that  the  New  York  stock  at  this  time 
was  distinct] J  low  in  chiiructer.  Thus,  of  78,<XX)  bales  only  alxmt  2,000 
were  of  middling  and   above;    about  :^5.500  bales,  approximately 

45  per  cent  of  the  total,  weie  of  striet  good  ordinary,  a  rather  low 
grade,  and  the  grades  of  low  middling,  strict  good  ordinary*  and 
good  ordinary  together  made  up  over  r>7,tK)()  liiiles  of  the  tot  ah  The 
giTfides?  of  low  middling  tinged  and  middling  fitained  contribnted  over 
10,600  })ales  to  the  tot  ah  Of  course,  the  3%*ason  at  this  time  was  well 
advanced,  and  it  was  natural  that  the  stCM'k  of  the  better  grades 
should  have  t>een  sharply  reduced.  At  the  same  time,  this  statement 
shows  that  the  stock  was  distinctly  low  in  grade. 

At  the  end  of  April,  HK)S,  the  total  certificated  stock  hat!  lieen 
reduced  to  about  72,000  bales,  of  which  the  graih^s  of  good  ordinary, 
low  middling  tingeth  on*l  middling  stuinetl  comprised  abont  !if 0,700 
hales.  In  addition  there  were  over  32,800  bales  of  strict  goml  ordi- 
nary, this  grade  alone  representing  over  45  per  cent  of  the  total.  That 
some  of  these  low  grades  at  least  were  not  unsalable,  however,  is 
suiUcieiitly  proved  by  the  fact  that  during  the  month  of  May  the 
total  certificuited  stock  decreased  sharply.  At  the  end  of  May  the 
certificated  stock  had  fallen  bidow  50,000  hales. 

This  rapid  refhiction  iti  tlie  crUifiratrnl  stock,  which  wa,-^  ap^ 
parently  due  to  shipments  to  spinnersf  has  been  widely  heralded  as  tt 
vindication  of  the  character  of  cotton  at  New  York  and  of  New  York 
methods  of  classification.  This  by  no  means  follows.  The  crop  of 
1907-8  was  a  short  crop  as  compared  with  that  of  the  preceding  year. 
The  cotton  at  New  York,  as  just  shown,  was,  on  the  w^hole,  of  low 
grade,  and  that  it  was  taken  for  consumption  is  largely  due  to  the 
fact  that  better  cotton  was  in  light  supply.  The  reduction  of  the 
stock  now  in  progress  is,  however,  of  special  interest,  for  the  reason 
that  if  continued  throughout  the  balance  of  the  season  it  will  give  the 
New^  York  Cotton  Exchange  an  opportunity  to  start  another  year 
with  a  clean  slate.  The  present  would  seem  to  be  a  very  opportune 
time  for  the  New  York  Cotton  Exchange  to  go  over  its  stock  with 
great  care  and  to  exclude  from  it  any  cotton  which  is  not  clearly  up 
to  contract  requirements.  The  advantages  of  such  action  would  be 
even  greater  in  case  the  exchange  promptly  adopts  a  further  limita- 
tion upon  the  range  of  contract  grades,  as  suggested  in  Part  III  of 
this  report. 

Low-grade  cotton  not  necessarily  unmerchantable  cotton. — 
It  should  be  remembered,  in  considering  these  figures,  that  low-grade 
cotton  is  not  necessarily  unmerchantable  cotton.  While  most  spin- 
ners desire  grades  of  middling  or  better,  there  is  a  demand  for  all 
grades  represented  in  the  New  York  stock  if  properly  classed.    In 


CHARACTER  OF   NEW   YORK   STOCK   OF   COTTON. 


45 


fact,  some  of  the  lowest  grades  sometimes  are  eagerly  sought,  pro- 
vided such  low  grades  can  be  obtained  in  substantial  quantities  and 
that  they  are  uniform  in  character.  As  shown  later,  however,  this 
does  not  mean  that  all  such  grades  should  be  tenderable  on  basis 
future  contracts. 

In  support  of  assertions  that  the  stock  in  the  New  York  market 
was  merchantable  and  that  even  the  low  grades  were  taken  out  for 
consumption,  the  following  statement  of  the  disposition  of  105,962 
iwiles  of  various  grades  taken  up  on  contract  by  a  leading  firm  on 
the  New  York  Cotton  Exchange  during  the  period  from  January 
2,  1903,  to  July  20,  1906,  was  submitted  to  the  Bureau : 

Table  C— STATEMENT  OF  105.962  BALES  OF  COTTON  TAKEN  UP  BY  ONE  FIRM 
ON  CONTRACT   IN  NEW  YORK,   AND  DISPOSITION  OF   SAME,   FROM  JANUARY 
V-.  2,  1903,  TO  JULY  20,  1906. 


Qrade. 


Fair 

Strict  middling  fair 

Middling  fair 

Barely  middling  fair 

Strict  good  middling 

Fully  good  middling 

Good  middling 

Barely  good  middling 

Strict  middling 

Middling 

strict  low  middling 

Fully  low  middling 

Low  middling 

Barely  low  middling 

Strict  good  ordinary 

Fully  good  ordinary 

Good  ordinary 

Strict  good  middling  tinged 

Good  middling  tinged 

Strict  middling  tinged 

Middling  Unged 

Strict  low  middling  tinged  . 

Low  middling  tinged 

Strict  good  ordinary  tinged. 

Fully  middling  stained 

MiddUng  stained 

Barely  middling  stained.... 
Strict  low  middling  stained 
Fully  low  middling  stained 
Low  middling  stained 

Total 


Re- 
ceived. 


Sold. 


Retendered. 


Bales. 

118 

476 

3,738 

7,616 

12,798 

3,017 

8,809 

1,102 

6,993 

6,604 

7,736 

7,719 

8,714 

5,782 

5,649 

2,266 

982 

853 

988 

687 

2,246 

4,373 

992 

227 

2,178 

1,492 

940 

587 

144 

136 


105,962 


Bales. 

103 

436 

3,238 

6,757 

11,745 

2,842 

8,540 

1,066 

6,913 

6,379 

7,178 

6,763 

7,111 

4,753 

4,458 

1,698 

693 

796 

933 

582 

1,613 

3,196 

981 

225 

1,504 

972 

696 

386 

96 

99 


92,752 


, 


Per  cent. 
87 
92 
87 
89 
92 
94 
97 
97 
99 
97 
93 
88 
82 
82 
79 
75 
71 
93 
94 
85  I 
72 
73 
99 
99 
69 
65 
74 
66 
67 
73 


Bales. 

15 

40 

500 

859 

1,053 

175 

269 

36 

80 

225 

558 

956^ 

1,603 

1,029 

1,191 

568 

289 

57 

55 

105 

633 

1,177 

11 

2 

674 

620 

244 

201 

48 

37 


Per 


o87i         13,210 


cent. 
13 
8 
3 
11 


3 

1 
3 
7 

12 

18 

18 

21 

25 

29 

7 

6 

15 

28 

27 

1 

1 

31 
35 
26 
34 


il2| 


a  Computed  by  Bureau. 


It  will  be  seen  from  this  table  that  well  over  90  per  cent  of  the 
cotton  of  the  value  of  middling  and  above  taken  up  by  this  concent 
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was  sold  directly  to  the  trade  without  retendering  on  contract,  and 
that  a  very  large  proportion  of  the  grades  below  middling  was  like- 
wise disposed  of  in  the  trade.  The  percentage  of  cotton  sold  to  spin- 
ners and  shipped  out  of  New  York  from  deliveries  received  on 
contract  by  another  large  firm  of  cotton  merchants  during  a  period  of 
four  years  was  given  as  follows: 

Table  7.— STATEMENT  OF  673,846  BALES  OP  COTTON  TAKEN  UP  BY  ONE  FIBM 
ON  CONTRACT  IN  NEW  YORK,  AND  DISPOSITION  OP  SAME,  SEASONS  1902-S 
TO  1905-6,   INCLUSIVE. 


Beaaon. 

Taken 

upon 

contract 

Sold  tosplnnenand 
shipped     oat   of 
New  York. 

lilQ2-8 

Bafe>. 

831,165 

100,240 

142,067 

100,874 

Bak$. 

185,778 
86,932 
48,062 
62.780 

Peread, 
41.00 

igoa^i 

86.85 

1904-6 

88.82 

1905-6 

62.62 

Total 

678,846 

288,821 

42.07 

From  this  table  it  will  be  seen  that  less  than  half  the  cotton  taken 
up  by  this  firm  was  shipped  out  to  the  trade.  This  presumably  means 
that  the  balance  was  retendered.  Of  course,  much  or  all  of  it  may 
later  have  gone  into  actual  consumption. 

Section  3.  Alleged  overclassification  of  cotton  at  New  York. 

AATiile  the  various  statistics  already  presented  indicate  that  the 
Xew  York  stock  has  not  been  uniformly  low,  they  are,  however,  by  no 
means  a  conclusive  answer  to  complaints  against  the  character  of  the 
etock,  for  the  reason  that  the  classification  of  the  Now  York  Cotton 
Exchange  is  itself  challenged.  This  is  a  matter  of  vital  importance. 
The  argument  that  there  is  no  unmerchantable  cotton  in  its  stock,  and 
that  this  is  proved  by  the  fact  that  the  great  bulk  of  the  cotton  cer- 
tificated by  the  insi)ection  bureau  eventually  passes  into  consump- 
tion, does  not  meet  the  issue.  From  a  broad  standpoint,  it  may  be 
said  that  no  cotton  is  raised  which  is  not  merchantable  for  one  pur- 
pose or  another.  This,  however,  does  not  necessarily  justify  the  ad- 
mission of  all  grades  to  the  certificated  stock  of  the  New  York  Cotton 
Exchange  under  its  rules.  The  real  issues  are,  first,  whether  the  cot- 
ton is  merchantable  in  the  ordinary  sense  of  the  word — that  is,  for 
ordinary  spinning  purposes — and  not  merelj'^  for  such  miscellaneous 
purposes  as  the  manufacture  of  roi:)e,  bagging,  carpets,  and  other 
products  which  require  only  an  inferior  staple:  and,  second,  whether 
the  cotton  is  really  of  the  grade  given  it  by  the  exchange.  It  has  been 
shown  that  complaints  on  the  first  score  have  exaggerated  the  real 
conditions.  A  more  important  matter  is  the  charge  that  a  large 
amount  of  cotton  in  the  New  York  stock  has  been  seriously  over- 
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classed.  Such  a  charge  was  presented  in  great  detail  in  the  injunc- 
tion suit  brought  in  the  early  part  of  1907  against  the  New  York 
Cotton  Exchange  and  the  members  of  its  classification  committee  in- 
dividually by  Theodore  H.  Price,  an  operator  in  the  New  York  mar- 
ket. The  bill  of  complaint  in  this  suit,  after  citing  the  charges  of 
Congressman  Livingston  and  Harvie  Jordan,  president  of  the  South- 
ern Cotton  Association,  already  mentioned,  and  referring  to  the  ex- 
istence "  in  the  common  talk,  rumor,  and  understanding  of  the  trade 
in  this  city  of  this  same  statement  and  belief  as  to  overclassification," 
gave  specific  instances  of  such  overclassification  as  follows : 

A  further  source  of  my  information  and  ground  of  my  belief 
as  to  this  overclassing  of  cotton  and  the  certification  of  cotton 
*  *  *  is  as  follows:  On  the  1st  day  of  March,  1907,  I  re- 
ceived on  contracts  made  on  the  said  exchange,  through  members 
thereof,  among  other  lots  of  cotton,  the  following  : 

One  lot  marked  "  C  6108,"  containing  105  bales,  covered  by  a 
warehouse  receipt,  upon  which  the  delivery  of  said  cotton  was 
made  to  me,  which  warehouse  receipt  was  accompanied  by  a 
grade  certificate  of  the  New  York  Cotton  Exchange.     *     *     * 

One  lot  marked  "  L  4254,"  containing  49  bales,  purchased 
through  said  Quentell,  Coats  &  Co.,  covered  by  a  warehouse  re- 
ceipt, upon  which  the  delivery  of  said  cotton  was  made  to  me, 
which  warehouse  receipt  was  accompanied  by  a  grade  certificate 
of  the  New  York  Cotton  Exchange.     *     *     * 

Thereafter,  and  on  the  16th  day  of  April,  1907,  I  caused  the 
said  cotton  to  be  reclassed  by  the  said  classification  committee, 
on  the  identical  samples  used  by  that  committee  on  its  original 
classification,  and  received  new  certifications  thereof.  The  orig- 
inal certification  and  the  certification  upon  reclassification  re- 
sulted as  follows: 


Grade. 


Middling 

Strict  low  middling . . 
Fully  low  middling . . 

Low  middling 

Barely  low  middling. 
Strict  good  ordinary  . 
Fully  good  ordinary  . 


Fiwt 
certifica- 
tion. 

Second 
certifica- 
tion. 

Bal€8. 

BaUs. 

2 
16 

11 

30 

11 

22 

22 

19 

83 

7 

9 

5 

Grade. 


Middling  tinged 

Strict    low    middling 
tinged 

Low  middling  tinged 

strict    good    ordinary 
tinged 

Total 


First     ;  Second 
certifica-  certifica- 
tion, tion. 


Bales. 


105 


Bales. 


106 


And  upon  the  said  reclassification  of  the  said  105  bales  the 
committee  reported  "  Samples  show  some  sand,"  though  no  men- 
tion of  sand  was  made  upon  the  original  classification,  in  spite 
of  the  fact  that  under  section  106  of  the  by-laws  *  *  *  it 
is  provided : 

"  In  determining  the  grades  of  cotton  submitted  to  the  classifi- 
cation committee,  or  to  the  appeal  committee  on  classification, 
sand  and  dirt  shall  be  taken  into  account^ 
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Upon  the  reclassification  of  the  said  49  bales  the  results  w«re 
as  follows: 


Gnde. 

FIrrt 

oertifloa- 

tion. 

Second 

ccrttflca- 

iion. 

Gnde. 

mm 

oertmoa- 
tkm. 

Second 

oertUloar 

Hob. 

Fully  low  middling 

Balea. 
8 

17 

19 

5 

8 

Bolet. 

Strict  low   middling 
tinged 

Satet. 

1 
1 

Btitt. 

MAfW  nnqqiiTiy 

Barely  low  middlinflr..... 
strict  good  oidinary.  i ... . 

1 

12 
18 

9 

Low  middling  tinged ... 
Strict   good  ordinary 

1 
t 

Folly  good  ordinary 

B^ow  good  ordinary.... 

$ 

Total 

49 

49 

This  last  lot  of  cotton  was  inspected  upon  the  original  exami- 
nation and  upon  the  reexamination  for  ^  staple.'^  r  *  *  q,^ 
the  original  classification  staple  was  allowed  at  the  rate  of  three 
thirty-seconds  of  a  cent  per  pound,  while  on  the  reclassification 
it  was  allowed  at  one  thirty-second  of  a  cent  per  pound  in  lots 
"  good  ordinary  "  and  above,  in  addition  to  which,  upon  the  re- 
ckissification  8  bales^  were  classed  as  below  ^good  ordinary^ 
and  therefore  as  "  rejections'^  and  not  delwerable  on  contract  on 
the  exchange,  whereas  by  the  original  classification  the  entire 
lot  was  held  deliverable. 

It  will  be  seen  that  on  the  classification  of  the  first  lot  of  105  bales 
the  grade  of  the  cotton  was  materially  lowered.  Thus,  where  on 
the  original  classification  76  bales  graded  low  middling  or  better 
(including  1  bale  of  middling  tinged  and  5  of  strict  low  middling 
tinged),  on  the  reclassification  only  49  bales  were  given  a  grade  of  low 
middling  or  above.  The  number  of  bales  classed  as  tinged  on  the  re- 
classification was  also  larger  than  on  the  original  classification.  An 
even  more  severe  reduction  in  grading  occurred  in  the  second  lot  of 
49  bales.  Where  on  the  original  classification  40  bales  out  of  the  lot 
graded  barely  low  middling  or  better,  on  reclassification  none  of  the 
cotton  was  graded  as  better  than  barely  low  middling;  in  fact,  only 
1  bale  out  of  the  49  was  given  that  grade.  In  addition,  as  shown, 
6  bales  of  the  second  lot  were  pronounced  below  any  deliverable  grade, 
and  were  rejected. 

Of  course,  isolated  cases  of  improper  classification  would  prove 
little.  Under  any  system  of  classification  occasional  and  even  pro- 
nounced mistakes  in  grading  are  bound  to  occur.  It  is  reasonable 
to  suppose  that  the  two  instances  given  by  Mr.  Price  in  his  complaint 
were  among  the  most  extreme,  if  not  the  most  extreme,  that  had  come 
to  his  notice.  Mr.  Price  in  his  suit  alleged,  however,  that  overclassi- 
fication  by  the  New  York  classification  committee  had  been  a  very 
common  occurrence. 
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In  this  connection  it  may  be  noted  that  Mr.  Price,  in  an  address  be- 
fore the  American  Cotton  Manufacturers'  Association,  at  Philadel- 
phia, on  May  15,  1907,  said : 

We  come  now  to  consider  Mr.  Marsh's  contention  that  the  New 
York  Cotton  Exchange  is  the  clearing  house  of  the  world ;  ^  that 
it  is  at  a  geographical  disadvantage  of  $1.50  a  bale  in  freight, 
and  that,  therefore,  in  order  to  maintain  some  reserve  stock  of  cot- 
ton in  New  York  with  which  to  clear  the  balances  which  arise 
in  this  great  clearing  house,  we  must  so  let  down  the  bars  as  to 
attract  undesirable  cotton,  because  we  can  not  get  good  cotton. 
I  have  great  respect  for  Mr.  Marsh's  opinion,  but  it  seems  to 
me  that  ne  takes  an  untenable  position.  London  is  the  clearing 
house  of  the  world ;  it  is  there  that  the  world's  debts  are  settled 
by  the  payment  of  net  balances.  What  would  be  said  if,  in  the 
world's  financial  clearing  house,  a  debased  standard  of  currency 
were  suddenly  to  be  adopted  and  silver  instead  of  gold  made 
the  medium  by  which  the  exchanges  were  settled?  Does  Lon- 
don, when  it  finds  its  stock  of  gold  insufficient  for  the  needs  of 
its  clearing  house,  proceed  to  say  that,  since  we  can  not  get  gold, 
we  will  do  the  next  best  thing  and  make  the  people  who  nave 
relied  upon  us  for  clearances  settle  their  balances  pro  and  con 
in  a  deteriorated  currency?  No;  it  raises  its  bank  rate  and  its 
discount  rate,  and,  despite  whatever  pressure  may  be  exerted, 
it  attracts  enough  British  sovereigns  or  gold  bars  to  settle  the 
various  diflFerences  between  the  nations  of  the  world  who  are 
members  of  that  great  clearing  house. 

Has  the  New  York  Cotton  Exchange  pursued  a  similar  course  ? 
No.  Shortly  after  the  organization  of  tne  New  York  Cotton  Ex- 
change it  became  apparent  that  the  public,  being  optimistic  and 
hopeful  as  a  rule,  generally  were  buyers  of  cotton  rather  than  sell- 
ers. The  astute  gentlemen  who  are  largely  responsible  for  the  ex- 
isting rules  and  by-laws  of  the  New  York  Cotton  Exchange,  recog- 
nizing this  fact,  as  a  rule  are  sellers  rather  than  buyers.  They  sell 
what  they  do  not  have,  in  the  hope  that  delivery  of  it  may  not  be 
demanded,  and,  to  make  sure  that  it  will  not  be  demanded,  the 

[)rocess  of  rendering  the  stuflF  that  was  to  be  delivered  less  and 
ess  desirable  year  by  year  has  continued  until  to-day  there  are 
in  New  York  some  20,000  or  30,000  bales  of  cotton  which  I 
think  have  been  there  for  three  or  four  years,  and  some  of  it 
longer,  and  which  no  one  can  be  induced  to  buy  except  for  the 
purpose  of  redelivering  it  as  a  means  of  depressing  the  market. 

Numerous  complaints  of  overclassification  and  improper  classifica- 
tion by  the  New  York  committee  were  obtained  from  other  sources 
during  the  investigation.  Thus,  an  exporter  of  Savannah  said,  in 
substance : 

We  took  up  about  2,000  bales  of  cotton  in  the  New  York  mar- 
ket in  1906  on  contract  certificates.  We  retendered  300-odd  bales, 
and  when  we  retendered  it  46  bales  of  that  cotton  were  rejected. 

^  See  page  250,  Part  I. 
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In  July  we  also  got  200  bales  (a  part  of  this  same  lot),  We 
appeali*d  that  Jiml  the  np[x>iil  went  against  us,  and  we  were 
loaded  up  with  stiine  40'odd  hales  of  cotton  which  we  brought 
back  here  finally,  and  s(?nie  of  it  is  still  here*  That  is  their 
method  of  doing  business.  When  tliey  were  anxious  for  cotton 
they  woukl  grade  high:  we  sent  them  very  low  cotton  and  they 
would  grade  it  up.  t\Tien  they  were  not  anxious  for  cotton,  they 
would  be  very  severe  in  the  matter  of  classing,  *  *  *  From 
our  experience  in  tendering  and  taking  up  cotton  in  New  York, 
we  shouhl  say  that  the  cotton  is  overelassed.  We  also  contend 
that  there  is  gi^eat  carelessness  in  the  handling  of  cotton  there, 
both  in  the  matter  of  weighing  and  clussing.  We  know  that 
fi-om  actual  experience. 

An  exporter  in  the  New  Orleans  market  said: 

About  all  I  know  of  the  quality  of  cotton  at  New  York  is  that 
New  York  will  accept  cotton  which  will  not  pass  here.  Some 
years  ago  I  bad  40  bates  of  ^''ery  law  g^rade  cotton.  I  shipped  it 
to  New  York,  althonffh  I  was  ashamed  to  send  it  on— it  was  so 
poor.  New  York  ncceptotl  'M}  hales  out  of  the  40,  For  this 
reason  I  think  New  York  has  overclassed  cotton.  This  year, 
however,  I  think  New*  York  has  been  more  rigid  in  its  classifica- 
tion, particularly  since  Mr.  Price  s  suit  was  brought 

■A  merchant  of  Augusta,  Ga.,  said,  iii  substance; 

My  experience  has  been  that  the  classification  in  New  York  is 
according  to  the  stock  that  they  have  in  New  York.  In  other 
words,  I  have  found  them  more  liberal  in  their  class  if  the  stock 
is  small  in  New  York,  and  I  have  found  them,  on  the  contrary, 
more  severe  in  their  class  if  the  stock  is  large. 

That  the  work  of  the  New  York  classification  committee  had  been 
more  or  less  erratic  was  asserted  by  a  member  of  the  New  York  C!otton 
Exchange,  who  said: 

I  think  that  our  classification  committee  here  have  been  at  times 
somewhat  influenced  by  what  I  might  call  current  discussion; 
that  I  regard  as  disadvantageous.  I  can  illustrate  that  by  saying 
that  I  think  at  times  cotton  has  been  too  freely  accepted  here, 
under  pressure  from  southern  shippers,  and  at  other  times  it  has 
been  too  freely  rejected,  under  pressure  of  speculative  buyers  in 
New  York.  An  actual  illustration  of  what  I  mean  I  can  give 
only  by  hearsay ;  but  one  of  my  friends  took  up  some  cotton  here 
in  New  York  some  months  ago — which  cotton,  of  course,  was  cer- 
tificated, else  he  could  not  have  taken  it  up — shipped  that  cotton  to 
Liverpool,  delivered  it,  subsequently  took  up  cotton  in  Liverpool 
and  got  some  of  that  same  cotton,  shipped  it  back  to  New  York, 
and  it  was  rejected.  *  *  *  «  j  have  myself  no  reason  to  be- 
lieve— although  it  has  been  freely  charged — that  the  classification 
committee  has  been  influenced  by  any  individual  or  individuals, 
and,  personally,  I  do  not  believe  they  have.  But  I  do  think  that 
the  intensity  of  discussion  in  the  exchange  and  outside  the  ex- 

°  See  page  71. 
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change   has  at  times  aflFected   the  action   of  the   classification 
committee.'* 

In  the  summer  of  1903  there  was  a  very  general  clearing  out  of 
the  New  York  stock  as  a  result  of  a  severe  corner  run  by  the  so-called 
Brown-Hayne  pool  of  New  Orleans.  Warehouses,  both  at  New  York 
and  elsewhere,  were  scoured  at  this  time  by  short  interests  in  order 
to  fill  their  contracts,  and  cotton  was  shipped  to  New  York  by  mills 
having  a  surplus,  and  even  from  Liverpool.  It  has  been  charged 
that  much  of  this  cotton  was  seriously  overgraded  by  the  New  York 
classification  committee.  It  would  naturally  be  expected  under  these 
circumstances  that  tenders  would  include  an  unusually  large  percent- 
age of  very  low  grade  cotton,  and  particularly  because,  if  the  classi- 
fication committee  at  New  York  had  been  susceptible  to  local  influ- 
ences, consciously  or  unconsciously,  it  would  have  been  disposed  to 
be  too  lenient  in  classing  cotton  at  this  particular  time  by  reason  of 
the  fact  that  the  corner  was  run  by  New  Orleans  interests.  It  is 
difficult  at  this  time  to  present  an  accurate  description  of  the  cotton 
thus  tendered.  Practically  all  of  it  has  passed  into  consumption  and 
there  are  no  means  for  ascertaining  its  grade.  Furthermore,  many 
mills  at  that  time  were  so  glad  to  get  spinnable  cotton  at  almost  any 
price  that  they  undoubtedly  took  grades  which  in  normal  years  they 
would  have  refused.  The  fact  that  the  bulk  of  this  cotton  went  into 
consumption,  therefore,  is  little  guide  to  its  actual  character.  State- 
ments as  to  the  quality  of  this  cotton  are  very  conflicting.  The  oper- 
ators running  the  pool,  in  shipping  this  cotton  out  to  mills,  assumed 
no  responsibility  for  its  grade,  but  compelled  the  mills  to  take  it  on 
the  basis  of  the  grading  of  the  New  York  Cotton  Exchange,  leaving 
them  to  make  claims  against  the  inspection  fund  of  the  exchange 
if  they  were  dissatisfied  with  the  grading.  As  a  result,  the  leading 
operators  in  the  pool  had  little  personal  knowledge  of  the  character 
of  this  cotton.  One  of  them,  however,  stated  that,  out  of  some 
200,000  bales  of  cotton  taken  up  in  New  York  by  the  operators  run- 
ning the  corner,  there  were  about  40,000  bales  that  were  not  shipped 
out  to  mills  but  that  were  retendered.  He  did  not,  however,  contend 
that  the  retendered  cotton  was  unmerchantable. 

When  asked  whether  these  200,000  bales  or  more  taken  up  by  those 
running  the  corner  would  have  passed  New  Orleans  classification, 
this  operator  said  that  a  large  part  of  the  cotton  would  not  have  thus 
passed  in  New  Orleans,  mainly  because  of  color,  sand,  and  dust. 

Another  member  of  the  pool  said  of  this  cotton : 

It  was  very  trashy,  very  low,  very  little  staple  to  it.  It  was 
such  cotton  as  could  not  be  delivered  on  contract  here  [New 
Orleans]. 

<»  See  pages  54--56, 
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A  fat*tor  who  examined  some  of  this  cotton  siiid  that  the  remilta 
were  a  rt^vt^lation  lo  him,  and  that  he  had  no  i<Iea  that  any  i=:et  of  cot- 
ton men  in  the  work!  Avouhi  pass  and  certificate  such  cotton. 

Again,  in  11*07,  tht^  bulk  of  the  New  York  stock,  or  considerably 
more  than  KMXOOO  balc^,  was  taken  up  by  a  pool  of  Nev^"  York  iiitor- 
ests.  A  representative  of  one  of  the  interests  in  this  pool  of  11*07 
stated  that  much  of  the  cotton  was  improperly  graded,  but  also  said 
that  a  more  important  matter  than  overgrading  was  the  poor  qnality 
of  the  staple  of  a  great  deal  of  this  cotton.  This  statement  rehited  to 
strength  rather  than  to  length  of  staple."  While  considerable  of  the 
cotton  in  qiiestion  was  of  short  staple,  very  little  of  it,  in  his  opinion, 
was  nnder  three- fourths  of  an  inch.  The  staple  of  a  large  amoniit  of 
this  cotton,  however,  had  been  injured  by  the  storm.  In  this  connec- 
tion he  said: 

It  was  just  weak.  It  did  not  seem  to  be  well  matured.  It  had 
no  strength*  It  had  been  stained  and  tinged  by  frost  and  it  bad 
H  lot  of  waste,  a  lot  of  short  cotton  in  it,  you  know,  and  it  did  not 
have  a  good,  healthy,  long  fiber.  *  *  *  xhe  bulk  wa3  poor 
staple. 

A  member  of  one  of  the  leading  spot-cotton  firms  of  the  New  York 
Cotton  Exchange,  who,sc  representative  examined  a  good  deal  of 
this  cotton,  s)iid  that  many  thon sands  of  bales  were  absolutely  un- 
merchantable for  his  trade,  although  some  mills  in  Fall  River  could 
use  such  low-grade  cotton  by  mixing  it  w4th  other  cotton.  This  mer- 
chant criticised  the  general  character  of  the  New  York  stock  severely, 
stating  that  in  years  prior  to  1906-7  he  had  found  cotton  very  seri- 
ously overclassed. 

Alleged  deterioration  in  standards  of  the  exchange. — The  belief 
was  expressed  by  one  member  of  the  New  York  Cotton  Exchange 
that  there  had  been  a  decided  deterioration  in  the  New  York  type 
standards  themselves.  The  statement  of  this  member,  in  substance,  is 
as  follows: 

But,  more  than  any  of  these  details  [referring  to  previous  con- 
versation], is  a  condition  which  has  supervened  in  the  last  four 
years,  which  is  that  the  types  on  which  the  contract  has  been 
based  have  been  gradually  reduced  on  the  lower  grades.  It  wnll 
not  be  said  by  me  that  this  w^as  intentionally  done;  but  it  has 
been  done,  and  I  have  observed  it  continuously  during  the  past 
four  years.  In  May,  1906,  there  was  an  attempt  on  the  part  of 
interested  parties  to  introduce  into  the  delivery  sandy  cotton.  I 
opposed  that  most  vehementlv.  I  thought  I  was  alone,  but  there 
were  two  or  three  or  four  other  persons,  some  of  them  members 
of  the  board  of  managers  and  others  not.  Without  knowing 
each  other's  views,  we,  each  in  his  place,  endeavored  to  prevent 
the  delivery  of  sandy  cotton. 

^  See  pages  84-89. 
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An  examination  of  the  type  standards  of  the  New  York  Cotton 
Exchange  by  a  special  committee  was  ordered  by  the  board  of  man- 
agers in  1906.  The  report  of  that  committee,  in  so  far  as  it  relates 
to  the  question  at  issue,  was  as  follows: 

Acting  upon  instructions  issued  by  the  board  of  managers  on 
August  15,  your  committee  has  compared  the  existing  standards 
with  the  types  of  previous  years  and  found  them  practically 
identical,  with  the  exception  of  low  middling,  which  type  was, 
in  our  opinion,  a  shade  lower  than  those  of  previous  years.  The 
classification  committee  has  prepared  a  type  of  low-middling 
cotton  in  accordance  with  our  views,  which  type  will  be  sub- 
mitted to  the  board  of  managers  for  approval. 

Other  members  of  the  exchange  who  stated  that  they  had  examined 
the  types  from  year  to  year  asserted  that  there  had  been  no  deteriora- 
tion; but,  in  view  of  the  report  of  this  special  committee,  there  can 
be  no  reasonable  doubt  that  the  type  for  low  middling,  an  important 
grade,  had  suffered  some  deterioration. 

The  board  of  managers,  apparently  as  a  result  of  this  report,  in- 
structed the  warehouse  and  delivery  committee  to  strengthen  the 
type  standards  for  good  ordinary  and  low  middling*  tinged,  such 
standards  when  strengthened  to  be  effective  only  for  cotton  intended 
for  classification  in  March,  1908,  and  thereafter.  No  action  was 
taken  on  these  instructions.  This  fact  was  called  to  the  attention  of 
the  new  board  of  managers  of  the  exchange  at  its  meeting  on  Sep- 
tember 5,  1907,  but  after  some  discussion  that  board  decided  that  it 
was  too  late  to  make  a  change,  urging  that  the  new  season's  standards 
were  then  on  the  eve  of  adoption — a  reason  which  is  by  no  means 
satisfactory.  It  would  appear,  therefore,  that  this  important  matter 
had  been  disregarded. 

Section  4.  Defenses  of  New  York  classification. 

Although,  as  just  shown,  rather  general  complaints  of  improper 
classification  of  cotton  at  New  York  were  obtained  during  the  inves- 
tigation, the  work  of  the  classification  committee  was,  on  the  other 
hand,  defended  by  many  persons  interviewed,  including  some  who 
were  not  members  of  the  New  York  Cotton  Exchange. 

A  spinner  of  Boston  said  of  the  New  York  classification : 

I  have  seen  quite  a  little  of  the  work  of  the  New  York  Cotton 
Exchange  classification  committee  and  consider  it  fair  and  as 
reliable  as  it  is  possible  to  have  it  done.  Classing  cotton  is  a 
matter  of  eyesight,  and  I  have  never  yet  seen  a  man  but  what 
would  occasionally  get  off  to  some  extent ;  but  the  work  is  done 
honestly  there,  so  far  as  I  am  able  to  judge,  and  I  have  had  a 
pretty  good  chance  to  see. 

A  merchant  in  the  New  York  market,  who  is  also  a  member  of  the 
New  York  Cotton  Exchange,  when  asked  whether  the  New  Yoitk. 
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certificated  stock  included  cotton  i^hich  had  been  overclasj^d  or  which 
was  practically  unmerchantable  because  of  the  poor  quality  of  the 
Staple,  replied: 

I  will  iinswer  that  question  most  emphatically  in  the  negative. 
Genera Hy  Hpeakiug,  there  i^s  no  cotton  here  that  has  been  over- 
elasf^d,  and  there  iri  no  cotton  here  of  an  unspinnable  quality, 
no  cotton  here  that  is  not  good  upland  staple. 

The  members  of  the  New  York  classification  committee  asserted 
most  positively  tliat  their  sole  intent  in  classing  cotton  had  constantly 
bt^n  to  grade  it  accurately  by  the  standards  of  the  exchange."  They 
denied  emphatically  that  they  had  been  iofiuenced  in  any  way,  as  I 
alleged  in  some  of  the  statements  given  above,  by  the  quantity  of 
cotton  received  in  New  York  at  the  time  of  the  classification,  by 
considerations  of  protecting  the  inspection  fund,  or  by  any  outside  I 
influence  whatever.  Tliey  denied  positively  that  individual  members 
of  the  exchange  had  ever  been  accorded  pi*efei*ential  treatment.  In 
tills  connection,  however^  they  admitted  that  some  members  of  the 
exchange  had,  as  they  Ijelieved,  endeavored  to  influence  the  com- 
mitti*e  by  what  was  termed  ''  missionary  work." 

The  statement  of  one  member  of  the  c(3mniittee  was  as  follows; 

Q.  Has  thei'e  lieen  any  occasion,  to  your  knowied^,  where  the 
owner  or  receiver  uf  cut  ton  has  atteinj)ted  to  interfere  with  the 
work  of  the  ciassitieation  committee  or  its  members,  either  in  a 
friendly  way  or  otherwise  ? — A.  Not  in  any  direct  way. 

Q.  Has  there  been  any  pressure  of  any  sort  brought  to  bear 
upon  yourself  or  upon  any  other  member  of  the  committee  to 
induce  you  to  class  cotton  improperly  ? — A.  "  Missionary 
work  " — I  have  seen  lots  of  that.  All  I  can  say  to  that  is  that 
it  has  had  no  influence  on  me. 

Q.  Just  how  would  you  define  the  term  "  missionary  work?  " — 
A.  Oh,  a  man  might  say,  "  Our  people  in  the  South  are  com- 
plaining that  you  are  classing  cotton  pretty  low ;  "  and  a  thing 
of  that  kind  would,  of  course,  tend  to  influence  the  committee; 
but  I  don't  think  it  ever  did. 

«  «  «  *  «  *  * 

Q.  Have  you  seen  any  evidence  that  the  decisions  of  the  classi- 
fication committee  have  been  affected  by  the  relative  amount  of 
cotton  in  store  in  New  York — that  is,  has  the  committee  been 
more  lenient  when  the  stocks  were  low  and  more  rigid  when 
stocks  were  high? — A.  No,  sir;  I  say  no,  most  positively. 

Following  is  an  excerpt  from  the  statement  of  another  member 
of  the  committee : 

Q.  Are  you  influenced  in  your  classification  of  cotton  by  the 
quantity  of  cotton  in  store  in  New  York  in  any  way? — A.  Not 
at  all. 

Q.  By  the  price  of  cotton  ? — A.  Not  at  all. 

<»  See  section  6  of  this  chapter  and  section  1  of  Chapter  III. 
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Q.  Have  you  ever  been  interfered  with  in  any  way  in  your 
work  of  classification  by  the  owner  or  receiver  of  cotton? — A. 
I  have  not.    They  know  better. 

Q.  Has  any  pressure  been  brought  to  bear  upon  any  members 
of  the  classification  committee,  to  your  knowledge,  either  by  mem- 
bers of  the  board  of  managers  or  others,  in  the  classification  of 
cotton  ? — A.  There  has  been  a  great  deal  of  talk  along  those  lines, 
but  when  it  came  to  us  as  a  committee  and  as  individuals,  when 
a  person  left  the  room  he  left  the  committee  and  the  cotton  ex- 
change in  a  stronger  position  than  they  were  ever  in.  We  lis- 
tened to  their  talk;  they  made  no  headway  whatever.  It  made 
us  skeptical  about  what  they  were  doing,  and  it  held  us  more 
strongly  and  rigidly  to  the  types  and  to  the  rules  than  ever. 

Q.  Is  it  a  fact  that  deliverers  and  receivers  have  entered  the 
committee  room  and  argued  with  the  committee  with  regard  to 
classification? — A.  They  have. 

Q.  Have  buyers  or  sellers  of  cotton  frequently  entered  the 
classification •  rooms  in  this  way — the  way  you  describe? — A. 
Yes,  sir;  doing  what  we  call  "  missionary  work  " — throwing  out 
hints,  and  all  that  sort  of  thing — but  it  has  no  effect.  We  as  a 
classification  committee  are  not  going  to  stultify  ourselves.  We 
are  there  as  experts  on  cotton  and  w^e  are  not  going  to  allow  any- 
body to  interfere  with  us. 

Q.  At  the  same  time,  you  do  think  that  attempts  at  such  inter- 
ference have  been  made,  don't  you? — A.  There  is  no  question 
about  that;  no  question  about  it. 

Q.  Do  you  know  whether  any  member  of  the  committee  was 
ever  approached  in  this  way  by  an  offer  of  money  considera- 
tion?— A.  Being  subsidized?  I  have  no  knowledge  of  any  such 
attempts. 

Q.  The  missionary  work  you  speak  of  has  been  mainly  in  the 
way  of  conversation  ? — A.  Or  "  oral  subsidization." 

Q.  In  reinspections  of  cotton,  have  you  personally  been  influ- 
enced in  your  judgment  by  the  thought  of  protecting  the  inspec- 
tion fund  against  heavy  payments? — A.  I  class  the  cotton  as  I 
see  it ;  that  is  all  there  is  to  it.  I  do  not  know  the  previous  class 
of  the  cotton. 

Q.  Do  you  think  there  is  any  disposition  on  the  part  of  the 
committee  or  any  of  its  members  not  to  alter  their  original  classi- 
fication because  of  the  possibility  of  depleting  the  inspection 
fund? — A.  I  do  not  think  so.  tt  is  this  way:  The  cotton  is 
classed  as  it  appears  on  the  table.  Nothing  is  known  about  how 
that  cotton  was  classed  previously.  The  power  of  the  inspector 
in  chief  is  unlimited.  If  any  grievous  error  is  seen,  attention  is 
called  to  it,  the  cotton  is  reopened  and  reexamined,  and  the  class 
verified.  If  the  class  on  the  second  time  is  correct,  it  goes.  If 
there  has  been  an  error  in  putting  it  down,  or  an  error  in  judg- 
ment, it  is  corrected ;  that  is  all. 


COTTON   EXCHANGES— CLASStPICATTON   OF   COTTON, 

The  statement  of  another  member  of  the  committee  on  these  points 
IB  us  follows: 

Q>  Hove  von  been  influenced  by  the  consideration  of  protect- 
ing the  insijection  fund?^A.  Xo.  sir;  n<»,  mv;  no, 

Q.  The  possibility  of  depleting  the  ins]>ection  fund  has  not 
induced  you  to  niise  the  grade  ui  cotton  which  has  come  to  you 
fiiV  rechLSLsification  J— A.  It  won  hi  not  have  anything  to  do  with 
the  grade  of  a  imle  of  cotton*  The  bale  of  cotton  stands  on  its 
own  merits.  I  can  not  call  n  bale  of  strict  low  middling  cotton 
middling  nor  can  I  call  a  bale  of  middling  cotton  low  middling 
if  it  is  not.  The  bale  of  cotton  stands  on  its  own  merits,  irre- 
Ki>ective  of  any  fund  or  anything  else. 

The  statement  of  another  member  of  the  committee  was  as  follows: 

Q.  Have  you  ever  Iw^en  interfered  with  in  any  way  by  a  deliv- 
erer or  receiver  of  cotton  in  3^0 ur  work  of  classification 't — A.  They 
have  been  up  here  and  done  what  we  call  ''  missionary  work,''  by 
saying  that  they  could  not  bring  any  cotton  hei'^,  the  way  we  were 
classing;  it,  etc.— if  that  is  interfering.  It  had  no  effect*  any 
more  than  pouring  water  on  a  duck's  back— to  nie  at  least ;  no 
effect  on  me. 

Q*  Has  the  quantity  of  cotton  in  stock  at  New  York  in  a!iy 
way  affected  the  action  of  the  classification  committee,  in  your 
opinion  ? — A.  It  has  not  mine,  for  I  do  not  think  there  ia  one 
time  in  the  year  that  I  will  know  what  the  stock  is.  I  could  not 
come  within  50,000  bales  of  it  if  it  was  a  large  stock,  such  as 
200,000  bales,  I  don't  think. 

Representatives  of  the  New  York  Cotton  Exchange  have  very 
frequently  cited  in  defense  of  the  work  of  the  classification  committee 
the  fact  that  considerable  cotton  was  submitted  to  that  committee 
for  arbitration  by  nonmembers  of  the  exchange,  and  particularly  by 
spinners.  This  it  was  urged  was  sufficient  evidence  of  the  accuracy 
of  the  committee's  grading.  In  this  connection  the  treasurer  of  the 
exchange  said,  in  his  annual  report  for  the  fiscal  year  1907-8 : 

It  is  extremely  gratifying  to  find  that  the  strict  and  careful 
grading,  classing,  and  stapling  of  cotton  by  our  classification 
committee  is  commanding  the  confidence  of  the  cotton  trade  more 
and  more.  The  mills  and  the  sellers  of  cotton  are  realizing  that 
disputes  between  them  can  best  be  settled  by  sending  the  samples 
to  this  impartial  and  expert  tribunal,  whose  decision  is  based 
solely  upon  the  real  grade  and  quality  of  the  cotton.  This  privi- 
lege is  open  to  everyone,  nonmembers  as  well  as  members,  upon 
payment  of  the  regulation  fees.  Of  course,  this  does  not  carry 
the  guaranty  against  loss  that  our  certificated  cotton  does;**  but 
that  it  is  satisfactory  is  shown  by  the  fact  that  this  past  year 
the  committee  has  classed,  etc.,  for  nonmembers,  43,380  bales,  of 
which  80  per  cent  were  sent  by  mills,  from  all  parts  of  the  coun- 
try, southern  and  northern,  and  even  from  New  Brunswick,  in 
Canada. 

«  See  note,  page  42, 
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It  may  be  noted  that  at  the  beginning  of  the  fiscal  year  covered  by 
this  report  the  inspection  bureau  and  the  classification  committee  had 
been  reorganized. 

Section  5.  Proof  of  overclassification  of  cotton  at  New  York. 

Despite  these  positive  statements  of  members  of  the  classification 
committee,  and  defenses  of  the  work  of  the  committee  by  members  of 
the  New  York  Cotton  Exchange,  it  is  certain  that,  to  some  extent 
at  least,  overclassification  of  cotton  at  New  York  has  occurred.  This 
can  easily  be  proved.  Evidence  that  the  work  of  the  classification 
committee  had  not  been  considered  satisfactory  is,  indeed,  furnished 
by  the  fact  that  almost  immediately  after  a  new  administration  of 
the  New  York  Cotton  Exchange  came  into  office,  in  June,  1907,  the 
committee  was  reorganized.  The  former  inspector  in  chief  of  the 
inspection  bureau  was  superseded  by  another  member  of  the  classi- 
fication committee;  two  aged  members  of  the  committee  were  retired 
on  a  pension. 

The  present  inspector  in  chief,  Frank  C.  Millett,  admitted  that 
prior  to  his  appointment  there  had  been  errors  in  drawing  the  sam- 
ples of  cotton  which  were  submitted  to  the  classification  committee. 
His  statement,  in  substance,  was  as  follows: 

During  last  season — that  is,  1906-7 — many  bales  were  discov- 
ered which  were  not  sampled  according  to  rule;  I  must  admit 
that.  That  was  the  fault  of  the  inspectors.  *  *  *  It  was 
due  to  the  incompetency  of  the  men  on  the  work  and  to  our  not 
having  complete  control  of  them,  as  we  do  now. 

Overclassification  shown  by  payments  from  inspection  fund. — 
Conclusive  evidence  of  improper  classification,  moreover,  is  fur- 
nished by  the  record  of  payments  from  the  inspection  fund.  There 
ai-e  two  classes  of  claims  against  this  fund ;  one  is  for  grade  and  the 
other  for  rejection.  A  claim  for  grade  arises  where  cotton  which  has 
been  certificated  is  reclassed  and  in  the  reclassification  is  given  a 
grade  lower  than  that  originally  accorded  it.  In  such  case  the  owner 
of  the  cotton  is  entitled  to  receive  from  the  fund  the  difference  in 
values  indicated  by  the  two  classifications.  A  claim  for  rejection 
arises  where  cotton  which  has  once  been  certificated  is  on  reclassi- 
fication adjudged  to  be  below  the  lowest  tenderable  grade,  and  is  there- 
fore rejected  from  the  certificated  stock.  In  this  case  the  owner  of 
the  cotton  is  entitled  to  compensation  on  the  basis  of  the  current  con- 
tract value  of  the  cotton  (at  the  existing  differences)  phis  a  penalty. 
Cotton  so  rejected  becomes  the  property  of  the  inspection  bureau ;  it 
is  sold  by  the  inspection  bureau  and  the  proceeds  placed  to  the  credit 
of  the  inspection  fund.  The  net  payments  for  claims  on  account 
of  grade  and  for  claims  on  account  of  rejection  measure  the  extent 
of  errors  made  by  the  classification  committee. 


T*^; 
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The  record  of  such  payments,  from  the  organization  uf  the  inspec- 
4ion  bureau  down  to  April  30,  1908,  h  shown  in  the  following  table: 

Taole  a.— net  payments  I  oh  MJllAllK"  AND  KOH  REJIXTION8  MADE  BY  THE 
IN^^rECTlUN  BrKKAt-  OF  THE  NKW  YOIIK  l^OTTON  KXCIIAKGE>  FISCAL 
VBAHB"   lS«T-ftS  TO  1007-8. 
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Jur  grade, 

m99 
210.75 

383.99 

6^34 
79.«?2 

i:m.oi 

ai&04 

fc4,sao.&9 

11,926.«9 

Net  My- 

m4?nU  for 
r^iKCilont 

1BS7-*S8 -...,. .^... 

fgai3 
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13S.9e 
212.07 

laae-^^,... „„ 

S41  ^ 

IHI^'^ 
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I  2f3  T2 

IHSS^SO       *.  .>..*.....>. 

«&9, 929.00 
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117.40 

390tM>l 

Ia4.^ 

1l39t)^91  ,..„.. 
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lp29T  11 
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im^-m ,......,„.. 
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\         from 

M     "t. 


•  tended  AfirM  m. 

**  In   the^e  ncuoimts  is   inrhidecl  ft2,8S7.11   cov^rtajg  coiat  of  trucsf^rrEtiiir  c^rtnlii  eottaa 
from  oiip  set  of  wtireboUHen  to  auoUier* 

tucliid(?e  $H4Tt  for  mtseellnueouft  exp#DHe» ;   Miei-e  ^ere   15  baleK  of  rejecUMi  cotton   on 

t^nDil  oti  April  :{0.  11108,  of  fiB  efltlmated  value  of  |50Q,  wlileU  fibould  Lte  credited  agnioflt 

iw/ment^s. 


The  very  heavy  increase  in  payments  from  the  inspection  fund  dur- 
ing the  past  two  fiscal  years  is  convincing  evidence  of  improper  grad- 
ing of  cotton  on  the  original  classification,  either  in  these  or  in  pre- 
vious years.  The  heavy  payments  on  account  of  grade  in  the  3'ear 
1889-90  may  be  dismissed,  sin<!^e  these  were  made  under  a  different 
method  of  appeals  and  are  not  comparable  with  later  figures.  For 
the  sixteen  years  ended  April  30,  1906,  the  grand  total  of  payments 
for  grade — that  is,  payments  due  to  the  fact  that  cotton  on  reclassifi- 
cation was  placed  in  a  lower  class  or  grade  than  that  given  it  on  the 
original  classification — was  only  $7,592.64,  and  the  average  yearly 
payments  on  account  of  errors  in  grade  for  this  period  were  less  than 
$500.  In  the  fiscal  year  1906-7  the  payments  increased  heavily  (the 
exact  amount  can  not  be  stated,  owing  to  the  inclusion  of  an  item  for 
transferring  cotton  from  one  set  of  warehouses  to  another).  The 
heavy  payments  for  the  year  ended  April  30,  1908,  amounting,  as 
they  do,  to  almost  $12,000,  or  to  much  more  than  the  total  payments 
for  the  sixteen  years  ended  April  30,  1906,  show  that  there  had  been 
extensive  errors  in  the  original  classifications.  It  should  be  under- 
stood that  these  claims  for  grade  ordinarily  would  not  amount  to  a 
large  sum  per  bale.  Consequently  these  payments  of  nearly  $12,000 
in  a  single  year  indicate  that  a  large  number  of  bales  of  cotton  were 
found  on  reclassification  to  have  been  overgraded.  The  increase  in 
payments  on  account  of  absolute  rejections,  as  distinct  from  mere  re- 
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ductions  in  grade,  during  the  past  two  years  is  even  more  striking. 
AMiereas  the  total  payments  on  this  account  for  the  sixteen  years  from 
1890-91  to  1905-6  were  less  than  $12,000,  or  an  annual  average  of  less 
than  $725,  they  amounted  in  the  fiscal  year  ended  April  30,  1908,  to 
$15,000,  or,  after  allowing  for  some  miscellaneous  expenses  and  about 
$500  worth  of  rejections  still  unsold,  to  approximately  $14,000.  The 
year's  rejections  amounted  to  1,093  bales. 

This  great  increase  in  both  classes  of  payments  clearly  shows  that 
many  of  the  original  classifications  of  cotton  at  New  York  had  been 
very  inaccurate.  As  to  whether  the  reinspection  of  cotton  was  suffi- 
ciently rigid,  it  is  impossible  to  say.  It  may  be  noted,  however,  that 
the  bulk  of  this  cotton  was  reclassed  after  the  inspection  bureau  had 
l)een  reorganized  and  at  a  time  when  public  criticism  of  the  work  of 
the  inspection  bureau  was  very  pronounced.  A  considerable  part 
of  these  payments  was  on  cotton  which  had  been  certificated  a  full 
year;  much  was  certificated  in  the  season  of  1905-6  or  earlier. 
These  heavy  payments  are,  therefore,  only  in  part  attributable  to 
the  unusually  low  grade  of  the  crop  of  1906-7. 

OVERCLASSIFICATION    AS    SHOW^N    BY    REJECTIONS    FROM    CERTIFICATED 

STOCK. — A  detailed  list  of  the  rejections  of  656  bales  of  cotton  from 
the  New  York  certificated  stock  was  obtained,  this  being  the  total  for 
the  period  from  May  24,  1907,  to  about  October  1,  1907.  This  cotton 
was  sold  by  the  inspection  bureau  for  what  it  would  bring,  the  owners 
being  paid  for  it  on  the  basis  of  the  closing  price  of  futures  for  the 
current  month  on  the  day  of  rejection  (with  additions  or  deductions 
for  grade  according  to  the  differences  of  the  New  York  Cotton  Ex- 
change), plus  40  points,  or  $2  a  bale,  w^hich  was  in  the  nature  of  a 
penalty  upon  the  inspection  bureau.  The  average  price  realized 
for  these  656  bales  of  cotton  was  8.93  cents,"  and  ^he  average  basis 
price,  including  the  40-point  penalty,  used  by  the  inspection  bureau 
in  settling  with  the  owners  of  this  rejected  cotton  was  12.20  cents. 
Deducting  the  40-point  penalty,  this  indicates  that  the  average  clos- 
ing contract  price  used  in  these  settlements  was  11.80  cents,  or  287 
points  more  than  the  average  price  actually  realized  from  the  sale  of 
this  cotton.  In  other  words,  this  cotton  averaged,  on  forced  sale,  2J 
cents  per  pound  off  the  contract  price.  The  lowest  grade  difference  of 
the  New  York  Cotton  Exchange  at  the  time  this  cotton  was  originally 
classed  (or  at  least  the  bulk  of  it)  was  2  cents  for  low  middling 
stained.  It  is  clear,  therefore,  that  this  cotton  was  of  extremely  low 
grade  and  that  it  had  been  seriously  overclassed.  That  it  was  mer- 
chantable for  some  purpose  or  other  is  indicated  by  the  fact  that  the 
average  price  was  in  the  neighborhood  of  9  cents.  This,  however,  by 
no  means  justifies  its  acceptance  in  the  New  York  certificated  stock. 

"  This  figure  is  too  high  to  be  representative  of  the  entire  year's  rejections. 
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Th©  general  character  of  this  cotton  and  the  causes  of  its  rejection 
are  indicated  by  the  following  table,  which  gives  details  for  the  first 
101  baks  contained  in  the  list  furnii^hed  by  the  New  York  Cotti>n 

Kxtjhange: 

Tablk   n.— partial   statement   OV   t'OTTON    llEJECTED   BY   THE   CLASSIt'I CA- 
TION rOMMITTKE  HK  T«K  NKW  YQliK  TOTTON  EXCHANGE  FROM  MAX  :;4  TO 
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«  That  Is,  for  settlement  with  the  owner.     See  text,  page  59. 
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The  grades  given  are  supposed  to  represent  those  fixed  by  the 
classers  on  the  original  examination,  but  may  not  be  absolutely  iden- 
tical with  the  original  grading.  Owing  to  the  fact  that  the  inspection 
system  of  the  New  York  Cotton  Exchange  does  not  provide  for  a  rec- 
ord of  individual  bales,  there  are  no  means  of  ascertaining  the  grade 
originally  given  any  individual  bale  in  a  specified  lot.*  On  reclassifi- 
cation the  classification  committee  endeavored  to  ascertain  the  original 
grading  as  nearly  as  possible.  The  basis  price,  as  above  stated,  is  the 
closing  price  of  the  current  month  on  the  day  of  rejection,  plus  a 
penalty  of  40  points,  or  $2  per  bale. 

It  may  be  noted  that  most  of  the  rejections  in  the  above  list  were  on 
account  of  sand  or  dirt  instead  of  for  overgrading  alone.  The  table 
shows  that  most  of  the  rejections  for  grade  alone  occurred  iii,  tinges 
and  stains. 

It  will  be  seen  that  the  prices  obtained  for  this  cotton  often  were 
far  below  the  value  indicated  by  the  grade  differences  when  .applied 
to  the  basis  contract  price  after  allowing  for  the  40-point  penalty. 
Take,  for  instance,  the  first  bale  of  barely  low  middling :  The  contract 
price,  less  the  40-point  penalty,  would  be  11.02  cents.  The  difference 
off  for  barely  low  middling  at  the  time  of  reclassification  was  70 
points,  thus  indicating  a  contract  value,  based  on  the  original  classifi- 
cation, of  10.32  cents,  whereas  the  actual  sale  price  was  only  8^  cents. 
In  the  same  way,  the  indicated  contract  value  of  the  first  bale  of  low 
middling  tinged,  after  deducting  the  40-point  penalty  and  90  points 
for  the  grade  difference,  was  10.12  cents,  whereas  that  bale  realized 
only  9tV  cents.  Generally  speaking,  there  was  a  very  marked  dis- 
parity between  the  sale  price  and  the  contract  value  indicated  by  the 
original  grading;  this  suggests  a  very  marked  degree  of  overclassifica- 
tion.  It  should  l>e  remembered,  moreover,  that  the  basis  contract 
price  had  been  very  sharply  depressed  by  this  time  as  a  result  of 
errors  in  grade  differences,  as  fully  explained  in  Part  I. 

Section  6.  Buling  of  the  board  of  appeals  admitting  rejectable  cotton 
into  the  certificated  stock  at  New  York. 

A  very  important  circumstance  in  connection  with  these  evidences 
of  overclassification  at  New  York  is  that  to  a  certain  extent  such 
overclassification  was  for  a  time  during  the  season  1906-7  permit- 
ted— in  fact,  ordered — by  the  board  of  appeals,  the  highest  committee 
of  the  New  York  Cotton  Exchange.^  This  ruling  of  the  board  of  ap- 
peals was,  in  effect,  that  in  case  cotton  was  passed  by  the  subinspect- 
ors  at  the  dock  which,  in  the  opinicm  of  the  classification  committee, 

^  See  page  10.'i. 

^This  board  of  appeals  should  not  be  confused  with  the  apiwal  committee  on 
classificatiou. 
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should  Imve  been  rejected,  nevertheless  it  slioukl  not  be  exchidod,  Imt 
should  be  certificated  as  uf  the  lowest  tenderal>]e  gnide  in  the  list  of  the 
exchange.  This  ruling  appears  to  have  arisen  from  the  fact  that,  in 
submitting  cotton  to  the  inspection  bureau,  it  frequently  happens  th^t 
cotton  h  tendered  on  contract  and  perhaps  retendered  or  resold  be* 
fore  the  samples  are  finally  passed  upon  by  the  classification  commit- 
tee, which  at  times,  especially  during  squeezes  or  corners,  when  un- 
usually large  quantities  of  cotton  are  offered  for  ins|>ection,  is  unable 
to  grade  it  as  fast  as  it  is  submitted.  An  attempt  was  made  in  19(H> 
to  compel  the  receivers  of  cotton  on  contract  to  accept  any  bales  which 
had  thus  been  rejected  by  the  classification  committee  after  previous 
acceptance  by  the  inspectors  jit  the  docki  leiiviug  the  buyer  to  make 
demand  upon  the  inspection  fund  to  cover  any  discrepancy  between 
the  grade  finally  given  the  cotton  by  the  committee  and  that  at  which 
he  received  it-  In  the  first  instanct*  of  this  sort  the  classification  com- 
mittee w^ent  through  the  usual  procedure  of  notifying  the  deliverer  to 
request  the  committee  to  draw  new  samples  from  the  entire  lot  in 
question;  but  the  deliverer,  on  taking  this  matter  up,  secured  a  de- 
cision from  the  board  of  appeali^  overruling  the  classification  com- 
mittee and  compelling  it  to  certificate  the  entire  lot,  giving  the  dis- 
puted bides  the  value  of  the  lowest  grade  in  the  tenderable  list.  The 
nature  of  thest*  ins(ni<'(inits.  issvierl  hy  the  warelinnsp  and  dcliv*^ry 
committee  of  the  exchange  to  the  classification  committee  under  this 
ruling  of  the  board  of  appeals,  is  indicated  in  the  following  letter 
taken  from  the  minutes  of  the  New  York  Cotton  Exchange : 

New  York,  Novemher  19^  1906, 
Mr.  Lamar  L.  Fleming, 

Secretary  Board  of  Managers 

New  York  Cotton  Exchange, 

Dear  Sir  :  A  meeting  of  the  warehouse  and  delivery  committee 
was  held  this  date  to  consider  the  recent  decision  of  the  board  of 
appeals  making  cotton  a  final  delivery  after  it  has  passed  the 
scales.  In  accordance  with  this  decision,  on  motion,  the  inspector 
in  chief  was  authorized  to  issue  certificates  of  grade  on  the  fol- 
lowing lot  numbers:  A7799  MOOD,  32  bales  cotton  inspected  for 
account  of  Messrs.  George  H.  McFadden  &  Bro.,  May  26  (re- 
jected for  sand) ;  B5599  CLAN,  6  bales  cotton  inspected  for  ac- 
count of  Messrs.  B.  H.  Hooper  &  Co.  May  11  (rejected  for  sand) ; 
L6562  SHC,  18  bales  cotton  inspected  for  account  of  Messrs. 
Shearson,  Hammill  &  Co.  June  4,  and  to  grade  the  same  low 
middling  stained,  the  lowest  grade  deliverable  on  contract,  and 
to  make  a  record  that  this  18  bales  of  cotton  was  rejected  by  the 
classification  committee  for  being  below-  grade. 

Owing  to  this  decision  of  the  board  of  appeals,  the  warehouse 
and  delivery  committee  have  authorized  Mr.  James  M.  Bobbins 
and  Henry  W.  Allen  to  decide  as  to  condition  of  cotton  tendered 
for  inspection  and  to  pass  upon  all  doubtful  bales  at  the  scales  as 
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to  grade,  their  decision  to  be  final,  but  the  deliverer  has  the  right 
to  send  all  rejections  immediately  to  the  classification  committee 
for  decision. 

Yours  respectfully, 

Abm.  Allen,  Jr., 
Secretary  Warehouse  and  Delivery  Committee. 

Explanations  of  this  order  of  the  board  of  appeals. — The 
obvious  effect  of  this  ruling  of  the  board  of  appeals  was  to  permit  the 
certification  of  cotton  on  the  judgment  of  the  subinspectors  at  the 
dock,  although  some  such  cotton  might  have  been  rejected  bj^  the 
classification  committee.  It  appeared  from  examination  of  the  grade 
slips  in  the  records  of  the  inspection  bureau  that  about  300  bales  of 
cotton  had  thus  been  allowed  to  go  into  the  stock  during  a  period  of 
several  months  when  this  ruling  was  in  effect.  These  bales  were  not 
identified  or  segregated,  but  were  included  with  other  cotton  in  lots 
representing  a  much  larger  quantity.  While  the  number  of  bales 
actually  passed  was  small,  on  account  of  the  importance  of  the  prin- 
ciple involved  special  effort  was  made  to  ascertain  the  real  motive 
back  of  this  ruling,  and  particularly  to  determine  whether  the  prac- 
tice was  primarily  designed  to  permit  the  delivery  of  inferior  and 
rejectable  cotton  for  selfish  ends. 

One  member  of  the  exchange,  w^hen  asked  to  explain  this  ruling, 
replied,  "  Greed." 

Members  of  the  board  of  appeals  who  favored  this  ruling,  however, 
vigorously  denied  that  the  ruling  was  prompted  by  any  such  disposi- 
tion. They  asserted  that  the  ruling  was  mainly  intended  to  prevent 
the  inconvenience  and  expense  of  segregating  such  scattered  bales 
and  of  making  substitution  therefor,  such  inconvenience  being  aggra- 
vated by  the  fact  that  the  cotton  frequently  had  passed  through 
several  hands  before  the  decision  of  the  classification  committee  was 
rendered.  It  was  also  pointed  out  that  in  some  cases  the  certificates 
for  such  cotton  had  been  deposited  with  banks  as  collateral  against 
loans,  and  that  the  inconvenience  to  the  bank  as  well  as  to  the  holder 
of  the  cotton  was  considerable. 

In  explanation  of  this  ruling,  one  member  of  the  board  said : 

The  significance  of  this  ruling  was,  in  my  opinion,  that  it  was 
up  to  the  agent  of  the  committee  to  stand  by  and  make  good  the 
acts  of  his  subordinates,  and  that  if  the  cotton  had  been  received 
at  the  dock  and  passed  upon,  and  the  warehouse  receipt  passed  to 
the  buyer,  and  so  on,  and  then  later,  when  they  came  to  class  it. 
they  found  some  grades  that  ought  not  to  have  been  taken,  I  claim 
that  the  inspection  bureau  should  take  that  cotton  out  at  their 
own  expense  and  put  other  cotton  in  there,  and  not  the  man  that 
delivered  it ;  for  this  reason :  In  time  of  activity  there  is  some- 
times quite  a  long  interval  from  the  time  when  cotton  is  received 
at  the  dock  and  the  time  the  committee  gets  to  work  on  it.     I  can 
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illustrate  it  by  a  case  of  our  own.  We  at  one  time  had  a  lot  of 
cotton  sent  here  for  delivery  on  contract.  We  delivered  it,  of 
course  having  some  cotton  rejected,  but  finally  our  contracts  were 
filled  and  we  got  our  warehouse  receipts,  and  according  to  our 
rules  tiinied  them  over  to  the  parties  to  whom  we  had  sold ;  and 
then,  having  completed  our  eontiacts,  we  sold  what  we  had  left. 
We  had  plenty  of  cotton  to  make  good  if  we  had  known  there  was 
anything  wrong,  but  we  sold  what  we  had  to  close  the  account ; 
and  tlien,  a  month  afterwards,  we  found  there  were  2  bales  in 
there  that  had  to  be  taken  out.  It  was  not  our  fault.  The 
agent  of  the  inspection  bureau  was  at  fault.  The  insj>ection 
bureau  is  paid  for  these  things;  that  is  the  way  I  look  at  it, 
*  »  ♦  ♦  »  ♦  * 

(  It  was  not  intended  as  a  letting  down  of  the  bars  of  anything. 

i  It  was  intended  as  a  straightforward,  honest  way  to  get  that 

^  thing  fixed.     It  never  amounted  to  anything— in  the  long  run 

only  a  few  bales.     The  principle  is  simply  that  1  bale,  or  5,  or 
G,  or  T,  or  8,  of  this  low  cottou  has  gone  through  and  l)een  deliv-     M 
ered  to  the  buyer,  who  awaits  his  classification,  and  after  the    ■ 
chissifi cation  they  come  back  and  say  there  is  a  bale,  or  2  bales, 
J         or  whatever  the  thing  may  be,  that  ought  not  to  l^e  delivered^  and 
9k^    to  take  it  out.     Now,  what  are  you  going  to  do?     If  I  am  the 

w^m  seller  and  have  delivered  the  cotton  to  you,  I  have  got  to  go  to 
1^  you  and  ask  you  to  get  out  that  receipt.  You  have  delivered  it  to 
somebody  else,  and  ne  has  got  to  go  to  his  bank,  maybe,  and  put 
tlie  hank  to  trouble  to  get  it  ont.  It  may  be  only  1  hale,  I  have 
always  claimed  that  in  those  cases  the  proper  course  to  pursue 
would  have  been  to  let  those  odd  bales  pass  as  of  the  lowest  pos- 
sible grade  to  deliver  on  a  contract,  and  it  is  then  up  to  the 
inspection  bureau  to  make  good.  Such  a  thing  would  only  be 
an  inadvertence — something  that  could  not  be  helped.  A  case 
of  fraud  would  show  up  for  itself. 

Another  member  of  the  board  of  appeals  who  favored  the  decision 
said: 

When  cotton  goes  down  to  the  dock  the  subinspector  goes 
down  there  and  classes  it.  He  will  take,  say,  40  bales,  and  he 
says  37  of  them  are  tenderable  and  3  should  be  rejected.  These 
37  bales  come  up  before  the  classification  committee  and  they 
find  there  are  2  more  bales  that  should  be  rejected.  Now,  it  is 
examined  by  the  committee  perhaps  a  week  or  a  month  after  the 
first  inspection,  and  they  say  there  are  2  bales  in  that  which 
should  have  been  rejected  on  account  of  being  wrongfully  classed 
as  tenderable  cotton.  They  demand  that  the  owner  of  the  cot- 
ton shall  ask  to  have  it  resampled,  and  they  go  through  the  37 
bales  and  take  out  the  2  bales  and  saj,  "  Those  are  the  2  bales." 
Now,  this  man  who  had  the  37  bales  is  satisfied  with  the  3  rejec- 
tions, but  he  says  the  bureau  has  made  a  mistake,  or  the  sub- 
inspector  has  made  a  mistake;  he  is  responsible  for  it.  There  is 
a  fund  in  the  bureau  to  provide  for  the  errors,  not  only  of  the 
classification  committee,  but  also  of  the  inspecting  or  sampling 
committee.  It  is  subdivided  in  common  parlance,  but  both  are 
one  bureau  and  not  divided  in  any  respect  except  as  to  name. 
The  board  of  appeals  Yield  tVvat  Wv^  ^tyoy  m  putting  in  those  2 
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bales  was  the  error  of  the  bureau,  and  that  the  bureau  should 
stand  the  necessary  cost  to  make  it  right;  that  it  was  on  them 
and  that  they  had  made  a  mistake  and  that  they  should  make 
it  good  and  not  throw  it  on  the  man  who  brought  the  cotton 
[here]  and  who  in  good  faith  delivered  the  cotton  to  somebody 
else,  and  refuse  to  give  him  a  certificate.  Technically  speaking, 
the  decision  was  that  it  was  an  error  of  the  bureau  and  that  the 
bureau  should  stand  the  consequences  rather  than  go  on  to  the 
people  who  had  taken  the  cotton  in  good  faith — that  was  the 
whole  of  it. 

While,  as  those  who  defend  the  ruling  of  the  board  of  appeals  con- 
tend, there  was  considerable  inconvenience  involved  in  cases  where 
the  grade  of  the  cotton  was  not  finally  established  until  the  cotton 
itself  had  gone  out  of  the  hands  of  the  original  owner,  there  can  be 
no  question  that  this  ruling  of  the  board  of  appeals  was  absolutely 
in  contravention  of  the  rules  of  the  New  York  Cotton  Exchange. 
The  rules  prescribe  in  great  detail  the  methods  of  sampling  and  clas- 
sification.    Section  101  of  the  by-laws  provides: 

That  in  cases  where  it  is  impossible  to  have  the  cotton  classed 
and  the  inspector's  certificate  of  grade  promptly  completed  with- 
in the  time  required  for  delivery,  deliveries  of  negotiable  ware- 
house receipts,  properly  indorsed,  for  the  required  amount  of 
cotton,  shall  be  permissible  where  the  cotton  has  been  sampled 
and  weighed ;  but  no  warehouse  receipt  shall  be  tendered  which 
does  not  bear  the  inspector's  stamp  and  the  weight  of  the  cotton. 
The  inspector's  certificate  of  grade  shall  follow  as  soon  there- 
after as  possible,  and  no  delivery  shall  be  considered  as  com- 
pleted until  a  duly  executed  certificate  shall  have  been  delivered 
to  the  receiver.^ 

The  action  of  the  board  of  appeals  in  this  matter  was  referred  by 
the  board  of  managers  to  a  special  committee,  which  reported  under 
date  of  July  31,  1907,  in  part  as  follows: 

Your  committee  is  strongly  and  unanimously  of  the  opinion 
that  the  present  by-laws  and  rules  as  to  the  rejection  of  cotton 
by  the  classification  committee  are  a  necessity  and  should  not 
be  changed  nor  interfered  with.  In  their  view,  after  careful 
consideration  and  inquin^,  the  plan  of  making  the  assistant  in- 
spector on  the  dock  the  nrst  and  final  judge  as  to  taking  cotton, 
and  making  his  decision  bind  the  exchange,  would  be  a  most  dan- 
gerous proceeding,  and  one  which  in  the  end  would  be  almost 
certain  to  bankrupt  the  inspection  fund  and  bring  the  guaranteed 
classification  of  this  exchange  into  contempt. 

Furthermore,  the  ruling  of  the  board  of  appeals,  or  at  least  the 
principle  involved  in  it,  was  emphatically  overruled  by  counsel  for 
the  exchange.  His  opinion,  in  part,  taken  from  the  exchange  minutes, 
follows : 

Rule  7  (section  a)  provides  that  contracts  for  the  future  deliv- 
ery of  cotton  shall  be  binding  upon  the  members  until  the  quan- 

<»  Italics  by  Bureau. 
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tity  and  qiialitie.s  of  cotton  specified  in  the  contract  shall  have 
lieen  delivered,  and  that  no  understanding  between  the  parties 
outside  of  the  contract  that  the  provisions  contained  in  section 
f)3  of  the  by-laws  aro  not  to  be  fulfilled  should  be  valid.  That 
section  provideia  that  the  cotton  is  to  be  delivered  in  accordance 
with  "  New  York  Cotton  Exchange  inspection  and  elassifica- 
tkiit,"'  Rule  8,  in  which  is  cuiitained  a  copy  of  a  transferable 
notice,  provides  for  tt  delivery  lK>th  of  tlie  warehouse  receipt  and 
of  nu  in^pertor^s  certificate  of  grade. 

It  st*enis  to  me  clear,  from  these  provisions  of  the  by-laws  and 
rules,  that  under  no  circunife^tunces  can  there  lie  a  complete  and 
valid  delivery  under  a  contract  between  members  of  the  exchange 
until  there  has  been  furnished  a  certificate  of  grade  issued  under 
th(!  authority  of  the  classification  committee.  The  inspection  by 
the  at^sistant  inspector  is  obviously  intended  as  a  mere  pre- 
liini[iary  to  the  mspoction  by  the  committee,  upon  which  the 
ccrtiticate  of  grade  is  issued.  The  parties  themselves  could  not 
agree  (except  possibly  in  the  case  of  contracts  for  deliveries  other 
than  those  called  future  deliveries)  to  abide  by  tlie  decision  of 
the  assistant  insi>ector.  To  permit  any  such  thing  would  be 
subversive  of  one  of  the  main  purposes  of  the  exchange,  which 
is  to  keep  out  of  the  futizre  delivery  market  cotton  which  does 
not  come  up  to  a  certain  minimuin  grade.  Section  101  is  designed 
only  to  enable  memlwrs  to  make  provisional  deliveries  in  except 
tidnul  cases*  But  if  upon  subsefpient  inspection  by  the  committee 
the  cotton  does  not  come  up  to  gi*ade,  the  delivery  is  not,  within 
the  laws  of  the  exchange,  ct>m])lctr  or  viilid  for  any  imrnose ; 
that  is  to  say,  the  seller  does  not  carry  out  his  contract  and  the 
buyer  has  a  right  to  call  upon  him  to  do  so.  While  in  this  way 
the  strict  letter  of  the  formal  contract,  set  forth  in  section  93,  is 
modified  by  section  101,  the  modification  is  to  the  extent  only 
that,  in  exceptional  circumstances,  a  final  delivery  is  not  made 
within  the  contract  time;  but  it  is  clear  that  a  final  delivery  of 
cotton  of  the  grades  specified  in  the  contract  at  some  time  is 
contemplated. 

Any  supposed  injurious  effect  upon  the  business  of  the  ex- 
change resulting  from  this  interpretation  can  not,  in  my  judg- 
ment, be  successfully  urged  as  a  reason  for  disregardmg  the 
by-laws.  AVhat  is  claimed  by  some  to  have  been  the  universal 
custom  as  to  the  acceptance  of  cotton  when  it  had  been  inspected 
by  the  assistant  inspector  is  likewise,  for  the  same  reason, 
immaterial. 

It  follows  that  where,  upon  an  inspection  made  subsequent  to 
the  delivery  of  the  warehouse  receipts,  cotton  is  rejected  by  the 
classification  committee,  the  seller  can  only  make  good  a  delivery 
under  his  contract  by  substituting  duly  certificated  cotton  in 
place  of  that  which  is  rejected. 

This  ruling  of  the  board  of  appeals  was  evidently  subversive  of 
the  entire  scheme  of  classification  of  the  exchange,  in  that  it  sub- 
stantially made  the  subinspectors  at  the  dock,  rather  than  the  classifi- 
cation committee,  the  final  authority  for  the  grade  of  the  cotton. 


PROOF   OF   OVERCLASSIFICATION   AT  NEW  YORK.  67 

Any  such  interpretation  of  the  rules  was  altogether  unwarranted. 
For  instance,  the  rules  distinctly  provide  that  if  the  subinspectors  at 
the  dock  reject  cotton  which  the  owner  believes  is  entitled  to  certifi- 
cation, the  owner  may  appeal  to  the  full  classification  committee, 
whose  decision  shall  be  final.  If  the  ruling  of  the  board  of  appeals  in 
the  case  cited,  sustaining,  as  it  did,  the  decisions  of  the  subinspectors 
at  the  dock,  should  be  indorsed,  there  would  apparently  be  no  reason 
why  the  subinspectors  should  not  be  sustained  in  their  rejections  of 
cotton  at  the  dock,  thus  denying  the  owner  any  appeal  to  the  classifi- 
cation committee.  It  can  hardly  be  doubted  that,  whatever  the  motive 
which  inspired  the  action  of  the  board  of  appeals,  the  permanent 
adoption  of  such  a  ruling  would  almost  inevitably  have  been  followed 
by  grave  abuses  ajffecting  the  integrity  of  the  certificate  system  of 
the  exchange. 

Efi-ect  of  the  ruling. — That  this  would  be  the  natural  result  of 
the  ruling  is  clearly  shown  by  the  fact  that  only  a  few  weeks  after  the 
order  was  promulgated  the  chairman  of  the  warehouse  and  delivery 
committee  reported  to  the  president  of  the  New  York  Cotton  Ex- 
change that,  despite  precautions,  about  150  bales  of  cotton  far  below 
either  good  ordinary  or  low  middling  stained  (the  lowest  tenderable 
grades  in  white  and  stained  cotton,  respectively)  had  been  taken  by 
the  subinspectors  at  the  dock.  His  letter,  as  entered  in  the  minutes  of 
the  New  York  Cotton  Exchange,  was  as  follows: 

Hot  Springs,  Va.,  December  ^,  1906, 
Mr.  Walter  Hubbard, 

President  New  York  Cotton  Exchange^  New  York. 

Dear  Sir  :  I  am  sorry  I  will  be  unable  to  attend  the  meeting  of 
the  board  on  Thursday,  and  thinking  the  members  might  want  to 
know  how  the  "  final  decision  on  the  dock  "  is  working,  you 
might  read  this  letter  at  the  meeting,  if  you  think  advisable.  / 
have  been  keeping  in  close  touch  with  the  inspection  bureau  re- 
cently^ and  although  every  possible  precaution  has  been  tdken^  I 
believe  about  a  hundred  and  fifty  bates  far  below  either  good  ordi- 
nary or  low  middling  stained  have  been  taken^  and  about  as  many 
more  have  been  stopped  in  time  by  Mr.  Henry  Allen  and  Mr. 
Robbins,  who  were  instructed  by  the  warehouse  and  delivery 
committee  to  oversee  the  inspectors.  The  classification  committee 
has  been  at  a  loss  to  know  what  to  do  with  these  bales,  as  the  rules 
state  nothing  below  good  ordinary  white  and  low  middling 
stained  can  be  taken,  and  it  seems  to  me  the  warehouse  and  de- 
livery committee  should  be  instructed  by  your  board  how  to  in- 
struct the  classification  committee.  It  seems  beyond  all  reason  to 
expect  the  exchange  to  keep  a  large  force  of  regular  inspectors  in 
its  employ  awaiting  comers. 

During  the  past  month  we  have  been  compelled  to  get  the  best 
outside  men  obtainable.  These  rnen  seemed  to  have  learned  their 
decision  is  final,  and  in  spite  of  all  we  could  do  have  taken  cotton 
below  contract  grades.    The  inspection  fund  helps  to  pay  th^ 


68  COTTON  EXCHANOES — CLASSXPICATIOH  OF  COTTOK. 

mnning  expenses  of  the  exchange  «  and  keeps  down  dues.    Why 
distribute  it  amonj^  a  few  southern  shippers?  ^ 

Yours,  faithfully,  John  Tankor. 

Pbotest  of  classificatiox  committee  against  THIS  BULiNO. — ^The 
members  of  the  dassification  committee  of  the  New  York  Cotton  Ex- 
change, it  should  be  said,  while  obeying  this  ruling  of  the  board  of 
appeals,  did  so  under  virtual  protest  On  the  grade  slips  for  sudi 
lots  of  cotton  they  entered  the  fact  that  it  was  passed  under  orders 
of  the  board  of  appeals,  their  notations  in  most  cases  distinctly  stating; 
.  that  the  cotton  should  have  been  rejected.  These  notations  or  pro- 
tests were  in  one  of  the  following  forms: 

One  (1)  under  &;rade,  should  have  been  rejected.  Valued  at 
lowest  grade  called  for  on  ccmtract  in  accordance  with  decision 
rendered  by  board  of  appeals. 

Certificate  issued  under  instructions  from  warehouse  and  de- 
livery Committee  ^  at  meeting  held  March  14, 1907* 
One  (1)  bale  low  midg.  stained. 

This  protest  was  termed  by  some  members  of  the  classification  com- 
mittee their  ^^declaration  of  independence."  (tee  member  of  the 
committee  said,  in  explanation  of  this  protest : 

The  reason  I  signed  those  slips  with  that  notation  was  to 
defend  myself  thereafter  for  callmg  cotton  grades  that  I  knew 
it  was  not. 

Another  member  of  the  committee  said : 

I  know  we  classed  in  some  cotton,  "according  to  instructions, 
at  the  lowest  grade  in  the  contract,  by  orders  of  the  board  of 
appeals.  That  was  written  on  the  slip.  I  never  signed  a  slip 
for  cotton  below  grade  unless  that  was  written  on  it. 

Certification  of  a  small  quantity  of  inferior  cotton  a  serious 
MATTER. — In  spite  of  this  protest,  however,  the  important  fact  re- 
mains that  rejectable  cotton  went  into  the  certificated  stock.  Further- 
more, the  table  on  page  42  shows  that  there  were  several  thousand 
bales  of  cotton  which,  although  perhaps  properly  graded  by  the 
standards  of  the  exchange,  were  nevertheless  extremely  low  in  grade 
and  distinctly  unsuitable  for  ordinary  spinning  purposes,  while  a 
considerable  amount  undoubtedly  was  overgraded.  There  can  be  no 
possible  doubt  that  the  presence  of  this  extremely  low  grade  and 
overgraded  cotton  in  the  New  York  stock  tended  to  discredit  the 
entire  stock.  Members  of  the  New  York  Cotton  Exchange  have 
been  disposed  to  belittle  these  facts,  on  the  ground  that  the  percentage 

»  When  the  inspection  fund  exceeds  $75,000  the  excess  can  under  certain  con- 
ditions be  applied  to  the  general  purposes  of  the  exchange,  amounts  so  used  to 
be  restored  to  the  fund  If  needed. 

*  Italics  by  Bureau. 

^  Such  instructions  being  in  accordance  with  the  board  of  appeals  decision. 


PROOF   OF   OVERCLASSIFICATION   AT   NEW   YORK.  69 

of  such  inferior  cotton  to  the  entire  stock  was  extremely  small. 
Some  even  contended  that  the  buyer  of  a  contract  would  be  indif- 
ferent to  the  possibility  of  receiving  some  of  this  cotton  on  a  con- 
tract. Such  a  contention  is  absurd.  There  can  be  no  possible  doubt 
that  the  presence  of  this  quantity  of  inferior,  overgraded  cot- 
ion,  even  though  small  as  compared  with  the  entire  stock,  had  a 
tendency,  so  to  speak,  to  poison  the  contract.  It  became  more  or  less 
a  lottery  as  to  how  many  bales  of  such  cotton  any  receiver  might  be 
unfortunate  enough  to  have  tendered  him  on  any  single  contract. 
His  position  was,  of  course,  the  more  dangerous  because  of  the  abso- 
lute option  of  the  seller  to  select  grades  for  the  delivery.  The  influ- 
ence of  this  cotton  w^ould  necessarily  be  out  of  proportion  to  the 
actual  quantity  of  it  in  the  certificated  stock.  The  New  York  Cotton 
Exchange,  and  particularly  the  members  of  the  board  of  appeals 
who  advocated  this  decision,  have  little  reason  to  complain  that  the 
integrity  of  their  certificated  stock  has  been  widely  challenged.  It 
should  be  stated  that  this  action  of  the  board  of  appeals  was  appar- 
ently in  conflict  with  the  wishes  of  a  majority  of  the  exchange,  and 
that  the  practice  of  accepting  cotton  in  this  way  was  discontinued 
almost  immediately  after  a  new  management  was  elected. 

While  the  rules  of  the  New  York  Cotton  Exchange  have  thus  pro- 
vided that  no  cotton  shall  be  considered  as  finally  classed  until  passed 
upon  by  the  classification  committee,  regardless  of  the  decision  of  the 
assistant  inspectors  at  the  dock,  they  formerly  provided  that  cotton 
which  had  been  rejected  by  the  assistant  inspectors  and  subsequently 
accepted  by  the  classification  committee  should  always  be  considered 
to  be  at  least  equal  to  the  lowest  grade  called  for  by  the  contract. 
This  provision  was  contained  in  section  96  of  the  by-laws  of  the  New 
York  Cotton  Exchange,  which  formerly  read  as  follows : 

All  bales  tendered  and  submitted  for  inspection,  unless  ac- 
cepted by  the  sampler  and  assistant  inspector,  shall  be  regarded 
as  rejected,  but  the  owner  of  the  cotton  shall  be  permitted,  if  he 
so  desires,  to  submit  the  samples  of  such  rejected  bales  to  the  de- 
cision of  the  classification  committee.  If  all  or  any  of  the  samples 
shall  be  declared  by  a  majority  of  this  committee  to  be  proper 
for  delivery,  said  samples  shall  be  taken  in  charge  by  the  in- 
spector or  assistant  inspector;  each  sample  shall  be  bound  with 
twine  and  a  tag  attached,  stating  that  it  has  been  passed  by  the 
committee,  and  it  shall  be  placed  (tied  up)  with  the  balance  of 
the  same  lot  (if  any) ;  and  when  a  lot  containing  such  samples 
shall  come  before  either  the  classification  committee  or  appeal 
committee  on  classification  for  classification^  svch  samples  shall 
he  considered  to  be  at  least  equal  to  the  lowest  grade  called  for 
by  the  contract,^ 

There  shall  be  no  appeal  on  rejected  cotton  from  the  decision 
of  the  classification  committee,  either  by  the  owner  of  the  cotton 
or  by  any  other  party. 

« Italics  by  Bureau, 
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,      The  la.st  two  clauses  of  the  iirst  paragraph  of  thit^  ^ection^that  isj 
fthe    wordfei    from    "each    sample"   to  "contract"   inclusive — were 
stricken  out  by  vote  of  the  members  of  the  exchange,  the  change 
.taking  effect  on  September  7,  li>OT* 

Bectian  7.  More  rigid  classification  of  cotton  under  the  subsequent  man- 
agement of  the  exchange. 

From  what  lias  already  been  said*  it  is  clear  that  the  classification 
I  of  the  inspection  bureau  has  been  more  rigid  since  its  reorganization 

1907  than  it  formerly  was.    Although  members  of  the  classification 

imittee  asserted  that  they  had  not  consciously  raised  their  ideas  of 
Irfassification^  the  abnormally  heavy  rejections  of  cotton  previously 
[certificated,  discussed  in  section  5,  are  conclusive  evidence  of  a  mon^ 
Irigid  classification.  Moreover,  it  was  asserted  by  various  shipi>ers  of 
^'HJttun  to  the  New  York  market  that  the  classification  was  more  rigid 

the  latter  part  of  th<*  crop  year  190*i-7  than  in  the  earlier  part. 

J     A  eotton  exporter  of  Savannah,  in  June,  1907,  said  on  this  point, 
jn  ."^ub^tance: 
I  Previous  to  the  last  four  or  fiv**  months  their  contracts  [that 

[  is,  New  York  contracts]  were  not  what  I  would  consider  good. 
'  If  a  man  taking  up  cotton  on  contract  bought  futures  and  de- 
manded the  cotton,  he  would  not  get  what  he  paid  for.  Last  No- 
vember I  delivered  quite  a  little  eotton  cm  contract  in  New  York, 
and  I  made  the  remark  to  my  shipper  that  there  would  be  quite  a 
number  of  rejections.  After  the  cotton  was  delivered  (about  800 
bales) — we  had  only  7  bales  rejected — a  lot  of  punky  stuff;  and 
not  a  bale  of  this  cotton  would  have  passed  the  New  Orleans 
classification,  and  verv  little  of  it  would  have  passed  in  Liver- 
pool, in  my  opinion.  It  was  low-grade,  unsalable  stuff — stuff  that 
we  do  not  run  in  our  regular  shipping  marks  at  all.  *  *  * 
Since  then  they  have  gone  to  the  other  extreme,  right  the  other 
way.  They  were  too  liberal  in  the  seller's  favor;  now  they  are 
just  that  much  too  hard,  and  anything  that  has  been  delivered  on 
contract  during  the  past  three  or  four  months  is  worth  the  money, 
and  more,  too.  One  reason  which  may  account  for  the  change  is 
that  Mr.  Price  has  been  getting  after  them,  and  another  reason  is 
that  the  South  was  full  of  low  grades  and  they  stiffened  up  to 
keep  this  low-grade  cotton  from  coming  there  on  contract. 

A  member  of  the  New  York  Cotton  Exchange  also  expressed  the 
opinion  that  the  committee  was  distinctly  more  rigid  than  it  formerly 
had  been.    He  said,  in  substance : 

I  am  inclined  to  think  that  it  was  more  rigid.  Naturally, 
they  had  seen  nothing  but  low-grade  cotton  for  months  and 
months,  and  it  is  only  human  nature  that  they  should  have 
become  a  little  more  rigid,  especially  with  the  injunction  pro- 
ceedings going  on  here.  They  were  scared,  and  I  think  they 
were  more  rigid  in  their  classing  than  they  have  ever  been. 
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In  this  connection,  it  may  be  noted  that  in  the  summer  of  1907 
some  30,000  bales  of  cotton  were  shipped  from  Liverpool  to  New 
York  to  be  delivered  on  contract,  owing  to  a  squeeze  then  existing 
in  the  New  York  market.  A  member  of  the  New  York  Cotton  Ex- 
change who  received  some  of  this  cotton  said  that  in  his  opinion  there 
were  in  this  total  of  30,000  bales  several  thousand  bales  which  had 
previously  been  in  the  New  York  certificated  stock.  Of  this  cotton 
a  considerable  portion,  he  stated,  was  rejected  by  the  classification 
committee.  He  himself  had  received  over  2,000  bales  of  the  cotton, 
of  which  something  like  1,000  bales  had,  he  said,  previously  been 
certificated  in  New  York.  Of  that  thousand  bales,  at  least  half,  he 
stated,  were  rejected  when  resubmitted  for  classification  in  New  York 
in  1907.  This  member  of  the  exchange  expressed  the  further  opinion 
that  the  committee,  instead  of  being  too  lax  in  its  classification  in 
the  early  part  of  1907  and  previously,  was  in  the  latter  part  of  1907 
too  rigid. 


CHAPTER  n. 

AILEGED  SEYEEITY  OF  NEW  ORLEANS  CLASSITICATIOH. 
Section  1*  General  charge  of  undne  severity* 

In  contrast  with  the  complaints  above  reeittH:!,  that  the  clasi^ifica- 
ion  by  the  inspeetioit  bureau  of  the  New  York  Cotton  Exchange  is 

lo  lax,  the  charge  ha^  been  made  that  in  New  Orleani?  classifications 
1>j  arbitia£oi"s  as  conducted  in  connection  with  the  applicaticm  of 
grade  differences  are  unduly  severe.  Numerous  complaints  of  this 
character  were  niade  by  niemljen^  of  the  New  York  Cotton  Exchange, 
some  of  whom  had  shipped  cotton  froin  the  New  York  certificated 
stock  to  New  Orleans  for  delivery  on  conhu<  t  iu  that  uuirket.  Many 
of  these  complaints  were  really  ba,sed  on  nothing  more  than  hearsay, 
comparatively  few  merchants  in  New  York  having  shipped  cotton 
to  New  Orleans  for  delivery  on  contract  in  recent  years.  Complaints 
f  the  same  natnre  were,  however,  made  to  agents  of  the  Bureau  by 
merchants  in  the  cotton  l>elt,  several  of  whom  severely  condemned 
the  New.  Orleans  basis  of  classification.  Furthermore,  the  same 
opinion  was  expressed  by  some  members  of  the  New  Orleans  Cotton 
Exchange  itself.  The  following  statements  on  this  point  are  repre- 
sentative : 

A  merchant  of  Memphis,  Tenn.,  said,  in  substance : 

Theoretically,  New  Orleans  adopts  the  same  general  classifica- 
tion as  New  York,  but  in  practice  the  grading  in  New  Orleans 
is  much  closer  than  in  New  Y'^ork  and  is  much  less  fair  to  the 
seller  than  is  the  New  York  grading.  It  is  undoubtedly  true 
that  the  seller  has  some  advantage  in  the  New  York  classifica- 
tion, but  it  is  not  equal  to  the  unfair  advantage  given  to  the 
buyer  in  the  New  Orleans  classification.  New  York  is  a  seller's 
market;  New  Orleans  is  a  buyer's  market.  Putting  this  in 
another  way:  The  New  York  exchange  is  the  farmer's  friend 
and  the  New  Orleans  exchange  is  the  spinner's  friend.® 

An  exporter  in  New  Orleans  said,  in  substance : 

The  classification  of  cotton  in  this  market,  if  anything,  is  too 
severe.  This  tends  to  discourage  deliveries  of  cotton  on  contract. 
The  other  side  of  the  matter  is  that  a  market  in  which  it  is  easy 
to  deliver  cotton  is  a  bear  market. 

Ajiother  merchant  in  New  Orleans  said,  in  substance : 

The  holder  of  cotton  who  proposes  to  deliver  it  upon  contract 
in  a  year  like  this  [1906-7]  will  find  the  New  York  market  the 
most  desirable  in  the  world.     On  the  other  hand,  the  purchaser 

«  See  page  170, 
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of  cotton  who  wishes  to  receive  as  high  grade  as  possible  would 
seek  the  New  Orleans  market.  While  the  grades  in  New  Orleans 
and  New  York  are  nominally  the  same,  it  is  a  fact  that  the 
grading  in  the  New  Orleans  market  is  usually  much  closer  than 
m  New  York;  that  what  would  pass  on  a  grade  in  the  latter 
market  might  be  rejected  here. 

A  cotton  merchant  of  Mississippi  said  that  he  was  a  member  of 
both  the  New  Orleans  and  the  New  York  cotton  exchanges  and 
had  had  business  dealings  in  both.  He  declared  that  the  New  York 
contract,  with  perhaps  the  single  exception  of  the  abnormal  year 
1906-7,  had  been  a  fairer  and  better  contract  than  that  of  the  New 
Orleans  Cotton  Exchange.  While  it  was  charged  by  some  that  New 
York  accepts  the  delivery  of  cotton  which  is  not  spinnable,  he  stated 
that  it  is  absolutely  certain  that  the  New  Orleans  arbitrators  fre- 
quently reject  cotton  that  is  spinnable. 

In  considering  these  complaints  it  should  be  remembered  that  the 
natural  disposition  of  sellers  is  to  force  cotton  through  contract  de- 
livery which  is  hardly  up  to  the  contract  limit,  and  that  complaints 
of  such  deliverers  may  be  prejudiced.  The  ordinary  deliverer  of 
cotton  on  contract  would  be  disposed  to  criticise  adversely  any  arbi- 
trations except  those  which  were  distinctly  liberal  to  his  cotton. 

Section   2.   Charge   that   arbitrators   in   New   Orleans   are   improperly 
influenced. 

The  charge  was  frequently  made  that  the  classification  of  the  New 
Orleans  market  was  to  a  considerable  extent  controlled  by  a  few 
large  receivers  in  that  market,  and  that  the  position  of  these  interests 
largely  determined  whether  certain  grades  of  cotton  would  be  ac- 
cepted on  contract  or  not.  A  statement  to  this  effect  was  made  by  a 
member  of  the  New  York  Cotton  Exchange,  as  follows: 

In  New  Orleans  and  in  Liverpool  the  classification  depends 
upon  whether  the  man  who  receives  the  cotton  wants  to  receive 
it  or  does  not  want  to  receive  it.  I  mean,  if  a  bull  wants  to  have 
the  cotton  that  he  has  bought,  why,  you  can  deliver  him  any- 
thing. If  he  does  not  want  that  cotton  which  he  has  bought, 
he  has  a  means  of  rejecting  almost  every  bale.  *  *  *  When 
the  broker  gets  the  order  from  the  party  who  is  to  receive  that 
cotton,  he  will  sajr,  "  Look  here ;  I  am  not  very  anxious  to  get  all 
that  cotton,  so  reject  as  much  as  you  can;"  and  the  orders  will  be 
given  to  the  men  at  the  scales,  arid  it  sometimes  came  to  blows 
there.  I  do  not  know  whether  that  is  the  custom  in  New  Orleans, 
but  that  was  the  [former]  custom  here  [New  York].  New  Or- 
leans has  the  same  system  at  present. 

Q.  Under  the  New  Orleans  system  the  arbitrators  are  chosen 
by  lot  and  are  not  supposed  to  know  anything  as  to  who  is  deliv- 
ing  or  receiving  the  cotton.  Can  you  tell  us  anything  about 
this  ? — A.  You  know  it  is  an  open  secret  that  in  the  New  Orleans 
market  there  are,  as  a  rule,  a  few  prominent  men  who  receive  tlve. 
cotton.    Even  if  I  did  not  know  whose  lot  \  ^«i^  Q\a.^vKv^^\^^ 
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wast  one  of  the  arbitrators  I  could  guess  who  was  receiving  the 
cotton. 

Q.  Do  you  think  that  the  arbitrators  in  New  Orleans  are  sub- 
ser\^ient  to  such  large  interests? — A.  I  would  not  make  that 
intimation;  no,  I  would  not  make  that  statement,  I  only  claim 
that  the  system  here  in  New  York,  where  there  are  men  employed 
by  the  year  working  on  a  salary  and  nothing  else — that  those 
men  will  give  better  service  than  men  employed  otherwise. 

It  will  be  seen  that  the  above  charge  is  vague  and  indefinite;  and 
while  it  undoubtedly  expi'esses  a  1>elief  that  is  verj^  general  among 
opponents  of  the  New  Orleans  method  of  conducting  business  it  does 
not  i-est  upon  a  sufficiently  definite  foundation  to  permit  serioos 
discussion* 

Out  of  th©  vast  amount  of  condemnation  of  the  New  Orleans  sys- 
tem, comparatively  few  specific  instances  of  alleged  intentional  im- 
pnjper  chisslfication  weix?  submitted  to  agents  of  the  Bureau- 

An  instance  repeatedly  referred  to  as  a  striking  illustration  of  im~ 
pro|jer  chissification  at  New  Orleans  is  that  of  a  shipment  of  about 
1,0(K)  Imles  of  cotton  to  that  market  in  the  sunuuer  of  l^OC.  This 
incident  has  already  been  discussetl  in  considerable  detail  in  Chapter 
VIII  of  Part  I  of  this  report  on  account  of  its  direct  relation  to  the 
(luestion  of  differeneeH.*"  It  will  be  recalled  that  the  shippers  of  this  fl 
Ctithin  stHttnl  that  they  litnl  engaged  an  expeit  from  New  Orleans,  fa-  " 
miliar  w  ith  the  character  of  cotton  accepted  on  contract  deliveries  in 
that  market,  to  come  to  New  York  to  select  from  the  New  York  stock 
Fuch  cotton  as  in  his  opinion  would  be  most  likely  to  pass  in  New  Or- 
leans. They  paid  this  expert  $500  or  $600  for  his  services.  The  ship- 
pers stated  that  they  took  particular  pains  to  ship  as  nearly  as  possi- 
ble a  quality  of  cotton  on  which  they  thought  there  could  be  no  de- 
cided change  in  differences  before  its  arrival  in  New  Orleans,  but 
that  before  it  reached  that  market  there  was  a  change  in  the  differ- 
ences against  them,  and,  furthermore,  that  when  they  attempted 
to  deliver  the  cotton  several  hundred  bales  of  it  were  promptly  re- 
jected. The  change  in  differences  at  this  time  has  been  discussed  and 
need  not  again  be  referred  to.  It  is  significant,  however,  that  out  of 
a  shipment  barely  exceeding  1,000  bales  of  cotton  which,  according 
to  the  statement  of  the  shippers,  had  been  selected  with  a  view  to 
tendering  in  New  Orleans  a  considerable  portion — ^several  hundred 
bales — was  rejected  or  withdrawn. 

It  was  stated  by  receivers  of  this  cotton  that  it  was  not  merchant- 
able within  the  rules  of  the  New  Orleans  Cotton  Exchange.  One  of 
the  receivers  stated  that  out  of  300  bales  tendered  him  only  73  were 
accepted.    His  statement  on  this  point  [in  June,  1907]  was  as  follows: 

Q.  Have  you  any  documentary  evidence  as  to  the  quality  of  the 
cotton  at  New  York  ? — A.  No,  sir.    Last  July  New  York  shipped 

o  See  pages  •2S^-3W2.  ol  ^«Lxt  I. 
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considerable  cotton  here  for  tender  on  July  delivery,  some  of 
which  I  rejected.® 

Q.  Were  you  sustained  ? — A.  Yes,  sir.  They  were  glad  to  take 
their  cotton  back.    Out  of  300  bales  I  took  73. 

Q.  What  was  the  particular  fault  with  this  cotton  ? — A.  Heav- 
ily sandy  and  very  red. 

Q.  Was  there  any  perished  or  rotten  staple? — A.  None.  It 
was  red  cotton  and  very  sandy. 

Q.  How  much  sand  did  New  Orleans  permit? — ^A.  The  rule 
provides  that  when  cotton  is  affected  more  than  one-eighth  of  a 
cent  by  sand  and  dust  it  is  rejectable.  Individually,  I  claim  that 
when  you  can  see  sand  it  is  anected. 

Another  factor  in  New  Orleans  who  handled  some  of  this  cotton 
said : 

I  believe  they  culled  out  1,000  of  the  best  bales  they  could  find 
there  and  shipped  them  here,  but  they  could  not  deliver  more 
than  600  bales.  It  was  red,  stained  cotton — trashy,  short  staple, 
and  showed  sand  and  dust.  It  was  just  that  recuse  which  the 
mills  did  not  want  and  nobody  else  wanted.  *  *  *  I  re- 
ceived 200  bales  of  that  cotton  myself. 

In  attempting  to  arrive  at  a  just  conclusion  in  this  case,  it  is  im- 
portant to  recall  that  the  shippers  themselves  admitted  that,  out  of 
this  consignment  of  only  1,000  bales,  there  were  about  150  bales  of 
the  rejected  cotton  which  they  could  not  sell  in  the  spot  market  in 
New  Orleans.  The  statement  of  one  of  the  shippers  on  this  point 
has  already  been  given  in  Part  I.^ 

The  New  Orleans  broker  who  classed  this  cotton  in  New  York 
for  the  shipper  made  the  following  statement : 

This  cotton  consisted  of  1,003  bales  shipped  from  the  New 
York  certificated  stock.  *  *  *  i  firgt  selected  certificates, 
and,  judging  from  the  certificates,  I  selected  samples  by  marks 
as  found  in  the  certificates.  I  selected  such  cotton  as  I  thought 
would  pass  here  on  contract,  stipulating,  however,  that  the  bales 
themselves  must  truly  represent  the  samples.^ 

Of  all  the  selections  made  I  told  Mr.  [^the  shipper] 

that  from  10  to  12  per  cent  would  probably  not  deliver.  I  could 
not  split  the  certificates  in  New  York  for  the  reason  that  to  re- 
sample  at  the  warehouse  would  be  too  costly. 

As  soon  as  it  was  found  out  in  New  Orleans  that  this  cotton 
from  New  York  was  for  contract  delivery  the  entire  exchange 
was  prejudiced  against  it,  and  it  is  my  firm  belief  that  if  that 
cotton  had  been  taken  from  a  warehouse  here,  without  it  being 
known  that  it  came  from  New  York,  there  would  have  been  no 
trouble.    *    *    * 

About  150  bales  of  this  cotton  were  not  submitted  for  classifi- 
cation in  New  Orleans  because  I  did  not  believe  they  would  pass 

«  Apparently  meaning  "  protested/' 
*  See  page  296,  Part  I. 

^  It  will  be  remembered  that  New  York  certificates  do  not  Identify  indlvld»»\ 
bales. 
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on  contract  here.    Mv  recollecticm  is  that  about  700  bake  wm^e 
delivered.    Most  of  tnis  <^tton  was  settled  <m  arbitratiim  with- 
*  out  appeaL 

•  •  •  •  41  .     41  « 

When  I  selected  the  1,008  bales  in  New  York  I  wSit'tHroligir 
certificates  representing  4,000  or  5,000  bales.    In  the  3,000  or    \ 
4^000  faNftles  that  I  did  not  think  would  pass  here  I  found  some 
that  I  did  not  ccmsider  cotton  at  all;  it  was  very  bad  stuff;  it     ^ 
was  weak  and  deeply  stained.    I  did  not  consider  that  the  B,000    ^ 
w  4,000  bales  above  m^itioned  would  pass  mi  contract  here,  on 
account  of  the  sand  and  color. 

It  will  be  recalled  that  the  shippers  of  this  cotton,  al<^u|^  they 
went  to  an  expense  of  several  hundred  dollars  to  sdiect  only  about 
1,000  bales  of  cotton  for  ^pment  to  New  Orleans,  did  not  take  tiie 
trouble  to  break  lots,  but  shipped  lots  whidt  admittedly  ccmtained  cot- 
ton of  a  character  which  might  very  properly  be  excluded  under  the 
rules  of  the  New  Orleans  Cotton  Exchange.  To  this  extent,  Uieref  ore, 
the  r^ipstion  of  such  cotton,  instead  of  being  a  reason  for  copd^nning  - 
the  Nfor  Orleans  arbitrations,  is  really  an  indors^nent  of  such  azbi- 
tratiqp^ 

Anoiher  specific  complaint  of  improper  dassifiaition  in  the  New# 
Orleans  market  relates  to  a  shipment  of  cotton  tl^re  during  the  cor^ 
ner  of  1908  by  a  large  cotton  firm,  members  of  the  New  York  Cotton* 
Exchange.    It  was  asserted  by  several  members  of  that  exchange  that 
this  cotton  was  of  very  high  grade,  either  strict  middling  or  above. 
The  Bureau  made  particular  efforts  to  ascertain  the  character  of 
this  cotton,  but  the  parties  interested  in  the  transaction  were  unable 
to  furnish  specific  details. 

The  records  of  the  New  Orleans  Cotton  Exchange  upon  the  arbi- 
tration of  this  cotton  were  examined,  and  it  was  found  that  out  of 
9,651  bales  identified  575  were  rejected  and  9,076  accepted. 

It  was  claimed  by  some  members  of  the  New  York  Cotton  Exchange 
that  most  of  the  rejections  in  this  case  were  on  account  of  sand,  and  in 
this  connection  they  asserted  that  it  was  ridiculous  to  argue  that  cot- 
ton of  such  high  grade  as  that  in  question  could  contain  much  sand. 
Members  of  the  New  Orleans  Cotton  Exchange,  on  the  other  hand, 
contended  that  sand  might  be  found  in  the  very  best  grades  of  cotton. 
That  the  bulk  of  this  cotton  was  of  high  grade  is  clearly  shown  from 
the  records  of  the  New  Orleans  Cotton  Exchange,  which,  without  in- 
dicating the  exact  grade,  show  that  a  great  deal  of  this  cotton  was 
taken  at  differences  of  one-half  to  five-eighths  cent  on  middling. 
Comparatively  little  of  the  cotton,  moreover,  was  below  middling. 

Owing  to  the  lapse  of  time,  it  is  practically  impossible  to  pass  in- 
telligently upon  the  merits  of  the  controversy  as  to  the  case  in  1903. 
In  view  of  the  severe  corner  then  being  run  it  would  not  be  surpris- 
ing  if  both  parties  to  the  transaction  had  endeavored  to  strain  their 
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rights.  Obviously,  it  would  be  to  the  immediate  interest  of  those 
parties  running  the  comer  to  exclude  as  much  cotton  from  the  privi- 
lege of  contract  tender  as  possible,  and  it  may  easily  be  that  an  at- 
tempt was  made  to  reject  cotton  which  was  properly  deliverable.  On 
the  other  hand,  conclusive  proof  that  this  was  the  case  was  not  pre- 
sented by  those  condemning  the  action  of  the  arbitrators  at  this  time. 
It  is  not  contended  that  the  New  Orleans  system  has  invariably 
worked  perfectly.  On  the  contrary,  as  shown  in  Part  I  in  the  discus- 
sion of  differences,  there  have  been  occasions  when  the  system  unques- 
tionably has  not  worked  well.  It  should  be  repeated,  however,  that 
in  spite  of  a  vast  amount  of  general  accusation  and  complaint  against 
the  system  very  few  specific  instances  of  alleged  abuse  were  found, 
-^n  careful  investigation,  to  be  supported.  The  fundamental  principle 
of  the  system,  moreover,  is  sound  and  equitable. 

Section  3.  Comparison  of  New  Orleans  and  New  York  rules  governing 
classification. 

Undoubtedly  a  great  deal  of  the  dissatisfaction  existing  over  classi- 
fication in  either  the  New  Orleans  or  the  New  York  market  is  due 
to  a  decided  difference  in  the  rules  of  the  two  exchanges,  which  is  not 
clearly  appreciated  by  those  making  such  complaints.  To  this  extent, 
of  course,  complaints  are  not  necessarily  an  indication  of  improper 
classification.  Although  the  range  of  grades  deliverable  on  contract, 
as  shown  in  the  printed  forms  of  contracts  given  on  pages  60-62  of 
Part  I,  appears  to  be  substantially  the  same,  there  is,  in  fact,  a  great 
difference.  Thus,  the  contract  of  the  New  York  Cotton  Exchange 
prior  to  January  1,  1908,  provided: 

The  cotton  to  be  of  any  grade  from  good  ordinary  to  fair, 
inclusive,  and  if  tinged  or  stained,  not  below  low  middling 
stained  <»  (New  York  Cotton  Exchange  inspection  and  classi- 
fication). 

The  New  Orleans  contract  provides : 

The  cotton  to  be  of  any  grade  from  good  ordinary  (fair  color) 
to  fair,  inclusive,  and  if  stained,  not  below  low  middling. 

But,  as  already  noted,  the  New  Orleans  contract  contains  this  fur- 
ther very  important  clause: 

It  is  distinctly  understood  and  agreed  that  no  cotton  shall 
be  tendered  or  received  under  this  contract  of  a  less  market  value 
than  good  ordinary  (fair  color),  and  that  the  receiver  shall  have 
the  right  to  refuse  all  sandy,  dusty,  red,  or  gin-cut  cotton ;  dusty 
cotton  being  defined  under  this  contract  as  cotton  lessened  in 
value  more  than  one-eighth  of  a  cent  per  pound  by  reason  of 

«  Since  April  1,  1908,  the  limit  in  discolored  cotton  has  been  middling  stained. 
Low  middling  tinged,  however,  which  talies  a  greater  diflference  "  oflf "  middling 
than  does  middling  stained,  is  stiU  deliverable. 
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dust;  sandy  cotton  being  defined  under  this  contract  as  cotton 
contauiing  more  than  1  per  cent  of  sand. 

Xew  Okleans  rule  regarding  IRREGLT.AR  COTTON, — Secretary  Henry 
G.  Hester,  of  the  New  Orleans  Cotton  Exchange,  particularly  em- 
phasized the  clauses  in  the  contract  which  provide  that  no  cotton 
tendered  shall  be  of  a  less  market  value  than  good  ordinary,  fair  color. 
He  further  said,  in  connection  with  charges  of  irregular  classifications 
in  the  New  Orleans  market: 

It  may  occur  and  sometimes  does  occur  that  a  tender  of  irregu- 
lar cotton  is  passed  by  tlie  arbitration  committee  on  classifica- 
tion" because  it  falls  within  the  value  limit  prescril>ed  by  the 
contract;  and  yet  this  same  cotton  may  Im  tendered  a  month 
hence  on  contract  and  all  of  it  be  rejected  by  the  same  com- 
mittee, for  the  reason  that  there  may  have  l)een  accumulated  such 
an  abundance  of  irregular  cotton,  or  for  other  causes,  as,  for  in- 
stance, that  the  value  has  declined  to  a  point  below  the  limit  per- 
mitted in  the  contract. 

This  mav  at  first  thought  appear  to  be  improper  and  unfair, 
but  when  the  value  limit  placed  in  the  contract  is  taken  into  con- 
sideration it  must  be  admitted  that  it  is  fair  and  that  to  pursue  a 
course  which  would  {>ermit  the  delivery  of  cotton  below  toe  value 
limit  would  be  unfair. 

These  provisions  in  the  New  Orleans  contract  excluding  grades 

of  less  value  than  goixl  ordinary  and  providing  for  the  rejection  of 
red  cotton  should  be  borne  in  mind  in  comparing  the  classification  at 
New  Orleans  with  that  at  New  York  and  in  considering  complaints 
against  the  New  Orleans  classification.  For  a  long  time  the  New 
York  Cotton  Exchange  permitted  the  delivery  of  cotton  which  was 
more  highly  discolored  than  that  deliverable  under  the  rules  of  the 
New  Orleans  Cotton  Exchange.  The  stained  cottons  formerly  deliv- 
erable under  the  New  York  contract  included  cotton  w^hich  was 
decidedly  reddish,  or,  as  it  is  known  in  the  trade,  of  a  "  foxy  "  color. 
Such  cotton  is  not  tenderable  under  the  rules  of  the  New  Orleans 
Cotton  Exchange.  The  provision  that  no  cotton  shall  be  tenderable 
in  New  Orleans  which  has  a  less  market  value  than  good  ordinary 
cotton  of  fair  color,  if  applied  on  the  New  York  contract,  would  in 
recent  years  have  resulted  in  the  exclusion  of  several  of  the  extremely 
low  grades  which  have  been  deliverable  in  that  market,  particularly 
strict  low  middling  stained,  fully  low  middling  stained,  and  low 
middling  stained.  By  reference  to  the  table  on  pages  184^185  of 
Part  I  it  will  be  seen  that  the  differences  off  for  these  grades  have  in 
recent  years  usually  been  greater  than  the  difference  off  for  good 
ordinary,  so  that  had  the  New  York  Cotton  Exchange  inserted  in  its 
contract  a  clause  similar  to  that  in  the  New  Orleans  contract  such  a 

^  Meaning  arbitrators  chosen  from  that  qomtuitt^, 
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rule  would  have  excluded  from  contract  delivery  practically  all  the 
stained  grades  under  barely  middling  stained.  It  should  be  noted, 
however,  that,  as  shown  in  Chapter  II  of  Part  I,  the  New  York 
Cotton  Exchange  has  recently  eliminated  three  of  the  lowest  grades 
formerly  deliverable  on  contract  in  that  market,  namely,  low  middling 
stained,  strict  good  ordinary  tinged,  and  strict  low  middling  stained, 
as  well  as  the  intermediate  quarter  grades,  so  that  the  rules  of  the 
two  exchanges  are  now  less  divergent  in  this  respect.  No  stained 
cotton  under  middling  stained  and  no  tinged  cotton  under  low  mid- 
dling tinged  is  now  deliverable  at  New  York.  In  New  Orleans,  as 
just  shown,  the  limit  is  low  middling  stained,  but  on  account  of  the 
"  good-ordinary  "  clause  and  the  rigid  classification  at  New  Orleans 
the  limits  for  the  two  markets  are  not  widely  different. 

GiN-cuT  COTTON. — The  New  Orleans  Cotton  Exchange  distinctly 
provides  for  the  rejection  of  gin-cut  cotton.  In  the  body  of  the  con- 
tract itself  is  a  clause  to  the  effect  that  "  the  receiver  shall  have  the 
right  to  refuse  all  sandy,  dusty,  red,  or  gin-cut  cotton." 

The  New  York  Cotton  Exchange,  on  the  other  hand,  permits  the 
delivery  on  contract  of  gin-cut  cotton,  subject  to  a  penalty.  Prior  to 
January  1,  1908,  the  by-laws  provided  that  "  gin-cut  shall  be  taken 
into  consideration  in  determining  the  grade  of  cotton,  the  deduction 
for  it  to  be  a  quarter  of  a  grade  or  more,  according  to  the  extent  of 
gin  cutting." 

Rule  11  of  the  New  York  exchange  formerly  contained  the  addi- 
tional provision  that : 

Gin-cut  cotton,  where  the  extent  of  gin  cutting  is  such  as  to  re- 
duce the  value  of  the  cotton  more  than  one-half  a  grade  below 
what  it  otherwise  would  be,  shall  be  considered  as  unmerchanta- 
ble and  shall  not  be  accepted  by  inspectors  in  examining  and 
sampling  inspected  cotton. 

It  will  thus  be  seen  that  prior  to  January  1,  1908,  gin-cut  cotton 
was  deliverable  on  contract  in  New  York,  provided  the  gin  cutting 
was  not  such  as  to  reduce  the  value  more  than  one-half  grade  below 
what  it  otherwise  would  be. 

An  amendment  to  the  by-laws,  adopted  January  23,  1907,  effective 
for  contracts  for  deliveiy  in  January,  1908,  and  thereafter,  contains 
the  following  clause : 

In  determining  the  grades  of  cotton  submitted  to  the  classifica- 
tion committee  or  to  the  appeal  committee  on  classification,  sand, 
dirt,  and  gin  cut  shall  be  taken  into  account,  the  deduction  for 
gin  cutting  to  be  a  half  grade  or  more,  according  to  its  extent. 

This  provision,  it  will  be  seen,  abolished  the  previous  limit  with 
respect  to  gin  cut  and  permits  the  delivery  of  gin-cut  cotton  on  con- 
tract, making  allowance  for  gin  cutting  in  the  manner  described. 


80  COTTON    EXCHANGES— CLASSlFt CATION    OF   COTTON, 

y  Th^  New  York  elassification  is,  therefore,  decidedly  more  lenient 
in  this  respect  than  the  New  Orleans  classification*    Gin-cut  cotton,' 
it  may  he  noted,  is  cotton  which  has  l:>een  badly  cut  and  tangled  up  in 
the  gin,  so  that  there  is  an  undue  iuiiount  of  waste  on  acconnt  of  dam- 

^'aged  staple.     '  ^^"       .    .— -.^.  -. . 

Sandt  iDOTTON. — ^It  is  charged  that  the  New  York  Cotton  Exchange 
is  also  decidedly  more  lax  than  the  New  Orleans  exchange  in  its 
dassiflcation  of  sandy  cotton.  The  New  Orleans  contract  provides 
that  cotton  shall  be  rejected  for  contract  purposes  if  it  contains  more: 
than  1  per  cent  of  sand.  Substantially  the  same  provision  was  for- 
merly contained  in  rule  11  of  the  New  York  Cotton  Exchange,  wIucIl 
provided  that: 

Fraudulently  packed  cotton  and  bales  which  have  in  them  or&r 
6  pouncte  of  sand,  seed,  or  gin  fall  ^all  l^  rejected  and  not  be  de- 
Uverable  upon  spot  sale  nor  accepted  by  the  inspectors  in  exam- 
ining and  sampling  inspected  cotton. 

Assuming  the  average  weight  of  a  bale  of  cotton  to  be  500  poimds, 
it  will  be  seen  that  this  provision  was  equivalent  to  that  at  New  Or- 
leans proyiding  for  the  rejection  of  cotton  containing  more  than  1 
per  cent  of  sand.  This  rule  of  the  New  York  Cotton  Exchange,  how- 
ever, was  changed,  effective  May  81, 1906,  by  eliminating  the  sraitence 
just  quoted  and  substituting  several  amendments.  The  provision  in 
the  amended  rule  relating  to  sand  reads  as  follows : 

Bales  which,  in  the  opinion  of  the  classification  conmiittee, 
show  sufficient  sand  or  dirt  to  make  the  grades  tendered  unmer- 
chantable, shall  be  rejected. 

It  will  be  seen,  therefore,  that  the  New  York  Cotton  Exchange  has 
abandoned  any  specific  provision  defining  the  basis  for  the  rejection 
of  sandy  cotton  and  now  leaves  this  matter  to  the  discretion  of  the 
classification  committee. 

In  this  connection,  it  should  be  noted  that  some  southern  shippers 
of  cotton  to  the  New  York  market  had  contended  that  the  inspection 
bureau  of  the  New  York  exchange  had  been  too  rigid  in  its  treatment 
of  sandy  cotton,  especially  in  the  season  of  1905-6.  Following  is  a 
letter  from  the  president  of  the  Norfolk  and  Portsmouth  Cotton  Ex- 
change to  the  president  of  the  New  York  Cotton  Exchange  on  this 
subject : 

Norfolk  and  Portsmouth  Cotton  Exchange, 

Norfolk,  Va.,  April  P,  1906. 
Walter  C.  Hubbard,  Esq., 

President  New  York  Cotton  Exchange, 

New  York  City. 
Dear  Sm :  I  have  been  instructed  by  the  directors  of  the  Nor- 
folk and  Portsmouth  Cotton  Exchange  to  bring  to  the  attention 
of  your  exchange  the  recent  radical  change  in  the  treatment  of 
cotton  tendered  in  New  York  for  certification.    Almost  all  of 
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our  merchants  have  for  years  past,  at  various  times,  offered  cot- 
ton in  New  York  for  certification,  and  while,  from  time  to  time, 
there  have  been  some  instances  when  the  shipper  considered  that 
his  cotton  was  not  given  all  that  was  its  due,  there  has  been  no 
continued  action  by  your  exchange  which  our  members  consid- 
ered hurtful  to  their  interests. 

It  appears  that  the  clause  referring  to  5  pounds  of  sand,  gin 
fall,  or  seed  in  a  bale  of  cotton,  which  years  ago  was  intended 
to  cover  bales  in  which  pockets  of  sand,  gin  fall,  or  seed  were 
found  where  the  quantity  was  too  large  to  be  removed,  is  now 
interpreted  to  mean  that  a  trace  of  sand  which  may  amount  to 
5  pounds  in  a  bale  of  cotton  causes  that  bale  to  be  considered  un- 
merchantable. The  result  of  this  is  that  cotton  which  is  mer- 
chantable in  this  exchange  and  all  the  near-by  markets  is  to-day 
being  condemned  as  unmerchantable  by  your  exchange,  to  the 
great  hurt  of  practically  all  cotton  raised  in  the  two  Carolinas, 
which  is  the  country  tributary  to  this  market. 

It  is  the  opinion  of  our  members  that  cotton  which  is  con- 
sidered mercliantable  and  is  tenderable  here  and  in  any  one  of 
the  three  large  European  markets,  namely,  Liverpool,  Bremen, 
or  Havre,  should  be  considered  merchantable  by  the  chief  ex- 
change in  the  United  States. 

It  is  thought  that  in  all  the  cotton  raised  on  the  uplands  of 
the  Atlantic  States,  which  comprise  the  major  portion  of  the 
land  under  cultivation  for  cotton  in  those  States,  would  be 
found,  if  it  could  be  correctly  ascertained,  at  least  5  pounds  of 
sand  and  dirt  distributed  throughout  the  bale,  so  that  if  the 
matter  were  carefully  ascertained  the  fact  would  be  that  the 
New  York  Exchange  would  condemn  as  unmerchantable  nearly 
the  entire  crop  of  the  States  mentioned.  Our  members  are  con- 
fident that  the  New  York  Exchange  has  no  desire  to  take  a  stand 
of  this  sort  and  that  the  rule  now  in  existence,  which  was  meant 
to  cover  what  is  known  as  sand-packs,  has  been  given  a  different 
interpretation  from  what  was  originally  intended  by  its  framers, 
and  should  be  repealed  or  changed  to  conform  with  the  reason- 
able necessities  or  the  case. 

A  slight  investigation  among  the  mills  using  American  cotton 
would  develop  the  fact  that  the  dirt  and  trash  in  a  bale  of  cotton 
will  range  from  25  to  40  pounds  per  bale,  varying  with  the  grade 
of  the  cotton,  there  being  naturally  a  very  much  larger  percentage 
of  trash,  dirt,  sand,  etc.,  in  the  low  grades,  below  middling,  than 
in  the  high  grades,  middling  up  to  middling  fair. 

A  recent  circular  received  by  many  members  of  this  exchange, 
written  by  one  of  your  members  opposing  the  repeal  of  the  rul6 
referred  to,  spoke  of  "  the  debauching  of  the  New  York  con- 
tract." Our  members  use  the  New  York  market  constantly  as  a 
hedge  for  both  purchases  and  sales,  and  nothing  is  farther  from 
their  desire  than  to  cause  any  undue  depreciation  in  the  value 
of  the  contract,  but  they  do  not  conceive  it  to  be  necessary  to 
reject  and  condemn  cotton  which  is  considered  merchantable  and 
is  tenderable  in  the  principal  markets  of  the  world,  and  a  little 
consideration  upon  the  part  of  your  board  of  managers  should 
convince  them  that  the  condenmation  as  umnerchantable  of  a 
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bak  of  cotton  with  G  pounds  of  sand  distributed  tbrougb  its  500 
pounds  bulk  is  unfair  and  unreasonable. 

It  is  known  to  all  that  the  Iovt  grades  contain  more  trash  than 
the  high  grades,  and  a.s  a  result  tliey  are  cheaper,  and  spinners 
when  buying  make  allowances  for  the  additional  waste  in  the 

[)rice  they  pay.  The  New  York  contract  contemplates  the  de- 
ivery  of  all  grades  from  good  ordinary  upj  and,  such  being  the 
case,  it  is  submitted  that  the  lower  grades  which  are  merchant- 
able in  other  markets  should  be  accepted  by  the  New  York  mar- 
ket w*ith  the  amount  of  waste  of  all  descriptions  which  is  ordi- 
narily found  in  those  grades, 

I  am  requested  to  ui'ge  upon  you  that  the  matter  be  brought  to 
the  attention  of  the  proper  authorities  of  your  exchange  at  the 
earliest  Tx>ssible  inonTent,  since  many  of  our  members  have  now 
cotton  already  in  transit  for  delivery  in  your  market  with  the 
I'easonable  expectation  that  it  will  receive  the  same  treatment 
which  cotton  of  like  character  has  received  during  many  years 
past,  and  upon  which  they  have  leai-ned  to  count.  It  is  thought 
that  this  is  a  reasonable  request,  since  no  notice  has  been  given 
to  ship}>ers  in  the  South  that  any  new  nde  has  been  made,  or 
that  any  new  construction  has  been  placed  upon  any  existing 
rule,  and  the  shippers  who  already  have  cotton  on  the  way  to 
New  York  of  a  character  such  as  has  been  accepted  in  your  mar- 
ket for  many  years  past  will,  in  case  of  its  rejection^  incur  heavy 
lasses  through*  no  fault  of  their  own  and  after  having  taken  all 
the  projjer  and  necessary  precautions  to  ship  merchantable  quali- 
ties, 

I  would  ask  that  you  let  me  have  at  as  early  a  date  as  possible 
some  expression  from  vour  authorities  on  this  subject. 
Very  respectfully, 

R.  S.  Dawson,  President. 

In  view  of  the  very  general  disposition  of  southern  cotton  mer- 
chants to  condemn  the  character  of  the  New  York  stock,  this  letter 
from  the  Norfolk  and  Portsmouth  Cotton  Exchange  is  interesting. 
It  should  be  stated,  however,  that  the  Norfolk  market  is  hardly  rep- 
resentative of  southern  markets  generally,  but  instead  is  rather  more 
subject  to  the  same  influences  as  affect  the  cotton  business  in  New 
York.  It  may  be  noted,  however,  that  this  protest  of  the  Norfolk  ex- 
change was  indorsed  on  April  12  by  the  board  of  directors  of  the 
Augusta  Exchange  and  Board  of  Trade.  It  would  seem  that  these 
protests  were  partly  responsible  for  the  subsequent  amendment  of  the 
New  York  rule  regarding  sandy  cotton. 

More  numerous  complaints  were  made  that  the  arbitrators  of  the 
New  Orleans  Cotton  Exchange  were  too  severe  in  their  treatment  of 
sandy  cotton.  A  merchant  in  New  Orleans,  when  asked  whether 
in  his  opinion  this  was  the  case,  said : 

I  do  not  think  it  has.  You  can  deliver  on  contract  here  any 
bale  of  cotton  which  you  have  bought  on  a  factor's  table.  In 
other  words,  if  a  factor  sold  you  a  lot  of  cotton  and  did  not  tell 
yon  that  it  was  sandy,  you.  would  have  the  right  to  reject  it.    I 
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do  not  think  the  rules  are  any  stricter — that  they  demand  more 
from  the  deliverer  of  the  cotton  than  when  cotton  is  bought  off 
the  factor's  table.  *  *  *  People  who  have  been  able  to  ship 
cotton  to  New  York  and  have  it  pass  on  tender  there  see  the 
New  Orleans  market  very  much  higher  and  they  say  they  will 
ship  this  cotton  to  New  Orleans  and  tender  it  there.  But  the 
reason  the  New  Orleans  market  is  high  is  because  they  do  not 
allow  such  cotton  to  be  tendered. 

In  this  connection  he  also  said : 

A  spinner  will  stand  feeling  a  little  dirt,  but  if  he  can  pick 
up  the  paper  that  the  sample  rests  on  and  gather  a  little  sand  in 
it — it  is  an  unknown  quantity — you  can  not  tell  whether  you 
are  going  to  get  5  or  10  or  50  pounds  of  sand  in  a  bale.  It  inter- 
feres witn  the  machinery ;  it  makes  the  hands  disgusted.  *  *  * 
It  gets  into  their  throats.  It  is  unmerchantable  cotton.  I  claim 
that  the  people  who  raise  that  kind  of  cotton  ought  not  to  be 
protected.  It  should  not  be  tenderable.  It  tends  to  depreciate 
the  contract  more  than  anything  else.  New  York  is  not  nearly 
as  strict  as  New  Orleans  as  to  the  amount  of  saijd  cotton  can 
have  in  it. 

From  the  foregoing  discussion  it  will  be  seen  that  the  rules  of  the 
New  York  and  New  Orleans  cotton  exchanges  covering  the  grading 
of  cotton  are,  in  some  respects,  radically  different.  Complaints 
against  the  classification  of  the  two  markets  should,  therefore,  be 
considered  with  this  fact  in  mind  and  not  accepted  in  all  cases  as 
necessarily  involving  the  integrity  of  either  system  or  of  the  indi- 
viduals who  happen  to  class  cotton. 

At  the  same  time  it  will  be  seen  that  the  rules  of  the  New  York 
Cotton  Exchange  are,  in  various  respects,  and  particularly  with 
respect  to  gin-cut  and  sandy  cotton,  more-  lenient  than  those  of  the 
New  Orleans  Cotton  Exchange.  Such  greater  leniency,  if  confined 
to  a  single  characteristic,  might  be  comparatively  unimportant,  but 
the  collective  effect  of  various  concessions  to  the  deliverer  permitted 
imder  the  New  York  contract  unquestionably  has  been  materially  to 
lower  the  standard  of  contract  deliveries  in  the  New  York  market. 
To  this  extent  complaints  against  the  New  York  system  itself  are 
entitled  to  serious  consideration. 


CHAPTER  TIL 

m  OF  SUGGESTED  CHAlfGES  IN  METHODS  OF 
CLASSinCATION, 

to  meet  some  of  the  vnrioiis  objections  urged  against 

;ification  in  either  the  New  York  or  th^^  New  Orleans 

■Kei,  II       -rouH  chnnge??  were  suggei>ted  to  agents  of  the  Biireatu 

uch  s         stions  the  following  are  the  most  important^  and  their 

-its  are         i        *  in    '     nm       ^'  g^^* 

That  DC  provide  specifically  for  the 

ion  of  cotton  of  extrei  nt       a.aple. 

hat  the  certificate  system  of  the  New  York  Ck>tton  Exchange 
undoned. 

That  the  method  of  appeal  in  Xew  York  \ye  changed  by  refer- 
appeals  to  an  entirely  independent  bi*dy  instead  of  to  the  classifi- 
n  connnittee,  as  at  present,  and  that  a  similar  change  Ije  made 
I  respect  to  re<:lassifications. 

That  standard  working  types  be  constantly  referred  to  by  the 
ciai^ser^  in  l)oth  ninrkcts  in  passing  iijMm  samples. 

5.  That  every  bale  of  cotton  placed  in  the  certificated  stock  at  New 
York  be  identified  by  tag  or  otherwise. 

6.  That  every  lot  of  cotton  covered  by  a  single  certificate  in  New 
York  be  substantially  even  running  in  grade. 

7.  That  the  value  of  irregular  cotton,  such  as  tinges  and  stains, 
when  tendered  on  contract  in  New  York,  be  determined  by  arbi- 
tration. 

Section  1.  Demand  for  the  adoption  of  specific  provisions  for  the  rejection 
of  cotton  of  extremely  weak  or  perished  staple. 

Absence  of  such  rules  at  New  York  at  present. — Aside  from 
complaints  of  general  overclassification  of  cotton  in  the  New  York 
market,  a  particular  criticism  of  the  classification  committee  of  the 
New  York  Cotton  Exchange  is  that  cotton  of  extremely  weak  or  so- 
called  "  perished  "  staple  has  at  times  been  admitted  to  the  New  York 
certificated  stock.  At  the  present  time  there  is  no  specific  provision 
in  the  rules  of  the  New  York  Cotton  Exchange  for  the  rejection  of 
such  cotton,  although  on  general  principles  cotton  of  such  poor  staple 
as  to  be  unmerchantable  obviously  should  be  rejected.  There  is  also 
no  specific  provision  in  the  New  Orleans  rules,  although,  as  stated 
below,  such  cotton  is  ordinarily  excluded  from  delivery  there.  It  is 
di 
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the  opinion  of  some  cotton  merchants  that  the  absence  of  such  a  pro- 
vision is  one  of  the  most  serious  defects  in  present  methods  of  classifi- 
cation. A  former  member  of  the  New  York  Cotton  Exchange,  in 
discussing  this  point,  said : 

At  present,  under  the  system  of  classification  pursued  in  the 
three  great  markets  of  the  world,  the  superficial  appearance  of 
the  cotton  is  almost  exclusively  the  consideration  which  deter- 
mines its  grade.  There  was  some  justification  for  this  practice 
twenty  or  thirty  years  ago,  but  the  development  of  highly  refined 
spinning  machinery  and  the  increased  demand  for  goods  made  of 
extremely  fine  yams  has  led  to  a  refined  differentiation  in  the 
value  of  cotton,  and  three  of  its  attributes  are  now  most  im- 
portant in  determining  its  value.  Probably  the  most  important 
attribute  in  determining  its  value  is  the  length  of  the  staple  and 
what  may  be  described  as  the  tensile  strength  of  the  staple.  The 
demand  lor  fine  yarns  and  mercerized  cotton  goods  which  has  de- 
veloped within  the  past  few  years  has  greatly  emphasized  the 
value  of  increased  length  and  strength  in  the  staple  of  cotton.  In 
none  of  the  future  markets — New  York,  New  Orleans,  or  Liver- 
pool— is  the  staple  given  any  consideration  in  determining  the 
value  of  cotton.  In  tact,  it  is  asserted,  and  is  possibly  susceptible 
of  proof,  that  cotton  which  was  so  short  stapled  as  to  be  prac- 
tically indistinguishable  from  linters,"  and  in  some  cases  linters 
themselves  of  good  quality,  have  been  delivered  on  contract  here 
[New  York]  at  an  enormous  profit  to  the  shipper.  In  the  New 
York  market,  unless  it  is  specially  requested  by  the  deliverer,  no 
attention  whatever  is  paid  to  the  length  of  staple,  and  the  result 
is  that  in  the  New  York  stock  at  the  present  time  there  is  an  ac- 
cumulation of  between  40,000  and  50,000  bales  of  extremely  short 
staple  and  in  some  cases  perished-staple  cotton  that  no  spinner 
will  buy. 

It  can  not  be  denied  that  this  criticism  has  much  force.  Members 
of  the  classification  committee  of  the  New  York  Cotton  Exchange  in 
statements  to  agents  of  the  Bureau  admitted  that  they  did  not  under- 
stand that  the  rules  of  the  exchange  compelled  them  to  take  account 
of  the  strength  of  staple  or  to  reject  so-called  perished-staple  cotton, 
although  they  asserted  that  the  amount  of  such  cotton  which  had 
been  admitted  to  the  certificated  stock  was  very  small. 

The  statement  of  one  member  of  the  committee  on  this  point  in 
October,  1907,  was  as  follows : 

Q.  How  far  does  the  committee  take  into  account  the  tensile 
strength  of  the  cotton? — A.  It  does  not  take  it  into  account 
at  all. 

Q.  Suppose  you  had  a  bale  of  cotton  which  was  of  very  weak 
or  perished  staple? — A.  No,  sir;  it  will  not  pass  the  committee 
as  at  present  constituted. 

^  Linters  are  fiber  of  very  short  length  taken  from  the  cotton  secxl  at  cotton- 
seed oil  uiiHs. 
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Q«  Has  such  cotton  been  paased  in  recent  years? — A.  We  have 
found  a  luiniber  of  bales?  on  reinspection  that  we  have  taken  out 
and  paid  for, 

Q.  So-called  peri&ihed  cotton?— A,  So-called  perished  cotton; 
yes,  sir, 

Q.  How  many  bales  of  this  sort  have  been  discovered! — ^A, 
Tliat  would  be  impossible  for  me  to  answer. 

Q.  Has  there  been  any  general  reinspection  of  the  New  York 
stock  in  the  last  six  months?— A.  There  has» 

Q.  I  mean  an  exhaustive  i-eclassification, — A.  A  very  large 
part  of  the  stock  in  New  York  expired  '^  during  May,  June,  and 
early  Jnly.  Those  wei'e  mostly  all  reins[>ected.  The  records  will 
give  you  Vhe  number  of  those  bales. 

Foll(}wing  is  an  excerpt  from  the  statement  of  another  member  of 

the  committee: 

Q.  Do  you  make  any  allowance  or  t^  for  the  strength  [of 

staple]'? — A.  Not  in  contracts, 

Q*  How  would  you  detect  perished  staple? — A-  By  pulling  it 
and  examining  it, 

Q,  To  this  extent  you  do  make  s<:jme  test  for  sti'ength? — -A, 
We  often  make  remarks  about  it.  Th<ire  is  nothing  said  about 
it  in  our  by-laws, 

Q.  Do  you  understand  that  you  can,  under  the  by-laws,  cer- 
tificate and  accept  perished -staple  cotton?— A.  It  would  be  a 
matter  of  judgment  entirely.  We  would  have  a  perfect  right  to 
reject  cotton  tliat  was  perished. 

Q.  Do  you  aim,  or  have  you  in  your  actual  practice  aimed,  to 
reject  cotton  of  so-called  perished  character? — A.  We  have;  it 
has  been  discussed  very  often ;  we  have  rejected  bales  for  that. 

Q.  Have  you  passed  cotton  which  was  thus  perished  ? — A.  Not 
any  lot  of  cotton.  There  might  be  a  bale  or  two,  or  something 
like  that,  but  I  have  no  recollection  of  having  done  so  myself. 

Q.  Is  it  your  understanding  that  the  committee  has  authority 
to  accept  perished  cotton,  provided  it  was  of  good  color  and  gen- 
erally clean? — A.  It  is  a  question  which  has  never  come  up;  it 
is  not  part  of  our  by-laws.  It  would  be  entirely  within  the  judg- 
ment of  our  committee.  If  it  is  very  poor  in  character  we  might 
lower  it  in  grade. 

Q.  What  do  you  mean  by  "  character?" — A.  The  general  look 
of  the  cotton — its  cleanliness,  its  color — all  those  things  are  taken 
into  consideration;  not  the  staple. 

Q.  Not  even  the  strength  of  the  staple  ? — A.  No,  sir.  In  other 
words,  our  by-laws  do  not  provide  for  staple  except  where  cot- 
ton is  submitted  for  staple.^ 

Q.  In  your  opinion,  would  it  be  advisable  to  have  the  commit- 
tee make  a  test  of  the  strength  ? — A.  I  am  not  prepared  to  say ; 
it  is  a  thing  that  has  been  talked  about,  but  I  am  not  prepared 
to  say. 

Q.  Do  you  make  any  distinct  test  for  soundness  of  staple? — 

«  That  is,  the  certificates,  which  hold  good  only  for  a  year  in  any  case,  were 
no  longer  valid. 
^That  is,  for  extra  length  ol  ata\)le. 


PROPOSED  EXCLUSION   OF   WEAK-STAPLE   COTTON.  87 

A.  No,  sir.     A  bale  of  cotton  may  pull  very  long,  but  may  not  be 
very  strong  in  body.     Length  is  length — by  measurement. 

Q.  You  do  not  attempt  to  find  out  whetner  the  staple  is  sound 
or  not? — A.  No,  sir. 

Following  is  an  extract  from  the  statement  of  another  member  of 
the  classification  committee: 

Q.  Do  the  rules  of  the  exchange  require  the  committee  to 
reject  weak  or  so-called  perished  staple  cotton? — A.  There  are 
no  rules  for  rejection  of  such  cotton. 

Q.  Do  the  rules  of  the  exchange  require  the  classification  com- 
mittee to  test  the  strength  of  cotton  ? — A.  No,  sir. 

Q.  Under  the  rules,  can  the  committee  pass  so-called  perished- 
staple  cotton? — A.  Yes,  sir;  we  have  passed  it. 

Q.  Has  any  quantity  of  such  cotton  been  passed? — A.  Not  to 
my  knowledge;  only  a  few  bales  here  and  there,  so  far  as  my 
knowledge  is  concerned.  They  will  get  in  in  lots,  you  know, 
sometimes. 

Q.  The  rules  of  the  exchange  do  not  require  you  to  reject 
such  cotton  ? — A.  No,  sir ;  I  know  of  no  rules  of  that  kind. 

The  statement  of  another  member  of  the  committee  on  this  point 
was  as  follows : 

Q.  Do  you  make  any  test  of  the  strength  of  the  staple? — ^A. 
We  are  not  required  to. 

Q.  In  your  opinion,  has  perished-staple  cotton  been  passed 
by  the  committee  in  the  past  year  or  so? — A.  We  have  always 
challenged  perished  cotton. 

Q.  Are  you  required  to  do  so  under  the  rules  ? — A.  If  the  cot- 
ton in  our  opinion  is  not  desirable  for  the  contract,  as  perished 
cotton,  why,  we  would  throw  it  out ;  in  other  words,  it  has  been 
the  effort  of  what  has  been  considered  the  chief  working  end 
of  the  classification  committee  to  protect  the  contract  and  make 
it  as  nearly  perfect  as  possible,  and  to  conform  with  the  general 
mercantile  iaea  and  good,  sound  contract  idea  as  possible,  as  far 
as  within  our  province.    Our  province  is  rather  limited. 

Q.  What  would  you  say  to  the  statements  that  have  appeared 
from  time  to  time  in  print  that  there  are  several  thousana  bales 
of  cotton  in  the  New  York  certificated  stock  which  is  practically 
nothing  more  than  punk  ? — A.  That  is  absolutely  a  misstatement. 

The  statement  of  another  member  of  the  committee  on  this  point 
was  as  follows : 

Q.  Do  the  rules  of  the  exchange  require  you  to  make  any  test 
of  the  strength  of  cotton  ? — A.  No,  sir. 

Q.  Under  the  rules,  can  the  committee  pass  so-called  perished 
staple? — A.  There  is  no  rule  in  regard  to  the  staple,  except  in 
excess  «  staple.  If  we  find  cotton  over  an  inch,  we  are  allowed  to 
give  a  premium,  but  there  is  nothing  said  therein  in  regard  to 
staple  that  might  be  tender  or  otherwise. 

«That  is,  cotton  of  extra  long  "staple. 
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Q.  Tlie  commit  lee,  then,  is  required  to  make  no  test  of  the 
soundness  of  tht'  nliiple? — A,  No,  sir, 

Q.  Do  you  know  whether  any  [lerished  or  extremely  weak 
staple  cotton  has  U^en  ptis^sed  by  the  cnnimittee  daring  the  past 
few  years  ?^ — A.  Not  us  a  lot  An  odd  iiale  might  be  in  a  lot, 
but  not  as  a  lot. 

Q.  In  dassing  a  lot  of,  say,  50  bales  of  Ktrict  low  middling  or 
strict  middling  cotton,  or  any  other  griido,  if  you  found  4  or  5 
bales  of  perished-staple cotton,  would  you  pass  it  or  exclude  it? — 
A.  If  it  met  with  all  the  other  requirements j  I  would  pass  it- 

Q.  If  the  whole  TjO  bales  were  perished,  would  you  pssfj  it? — 
A.  I  would  not  pass  it.  As  a  classer,  I  would  call  all  the  other 
members  of  the  committee  to  pass  on  it  with  me. 

Q,  Do  you  understand  that  the  committee  has  authority  to 
reject  such  cotton? — ^A.  Yes. 

Q.  They  do?^A.  Yes,  sir.  Not  in  regard  to  the  staple,  but 
if  the  staple  is  impoverished  by  storm  damage,  the  storm  damage 
on  the  fiber  would  deteriorate  the  grade.  Now,  then,  in  my  mind 
the  deterioration  of  the  fil>er  would  deteriorate  the  grade,  so  as 
to  make  it  l>elow  our  low'est  grade  called  for  in  the  contract- — 
below^  good  ordinary  or  below^  strict  gocvd  ordinary  tinged — -so 
that  the  cotton  wouhl  or  could  be  no  doulrt  rejected  for  not  being 
good  enough  grade,  irrespective  of  the  staple* 

Q,  Is  all  perished  cotton  discolored?™ A.  Yes,  there  is  more 
or  less  discoloration* 

Q .  How  w  ou  I  d  y  o  u  define  peri  sh  e  d  cot  ton  ?  — ^  A ,  We  11,  I  w^o  u  1  d 
define  it  as  **  storm  cotton." 

Q.  Is  it  practically  so-called  punky  cotton? — A.  A  punky 
bale  of  cotton  would  not  pass  the  classification  committee ;  posi- 
tively not. 

Q.  So  that  perished  cotton A.  Perished  cotton  has  more  or 

less  staple. 

Q.  When  you  say  "  staple  "  you  mean  strength  of  staple,  not 
length  of  staple  ? — A.  It  is  more  for  length  than  strength.  But  a 
punky  bale  of  cotton  has  no  staple  and  w  ould  not  under  any  con- 
sideration pass,  in  my  opinion,  any  member  of  the  classification 
committee. 

Q.  Do  you  think  any  such  cotton  has  passed  the  committee 
during  the  last  two  or  three  years? — A.  A  punky  bale? 

Q.  Yes. — A.  Positively  not ;  and  I  think  any  statement  in  that 
respect  has  been  grossly  exaggerated. 

It  is  clear,  from  these  admissions  of  the  members  of  the  classifica- 
tion committee  themselves,  that  some  cotton  of  so-called  perished 
staple,  at  least  prior  to  the  reorganization  of  the  inspection  bureau 
in  June,  1907,  had  been  admitted  into  the  certificated  stock  of  the 
New  York  Cotton  Exchange.  There  is  no  means  of  determining  from 
the  records  of  the  exchange  how  much  cotton  of  this  character  had 
been  allowed  to  go  through.  Considerable  cotton  of  weak  staple  ap- 
pears to  have  been  certificated  in  the  season  of  1906-7.  The  amount 
of  really  "  perished  "  staple  cotton  admitted  to  the  stock,  however, 
can  not  he  stated. 
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A  member  of  the  New  York  Cotton  Exchange,  while  conceding 
that  some  cotton  of  very  poor  staple  had  been  admitted  to  the  certifi- 
cated stock,  nevertheless  was  disposed  to  defend  the  admission  of 
such  cotton  on  the  ground  that,  although  it  was  not  desirable  for 
ordinary  spinning  purposes,  it  was  entirely  merchantable  for  certain 
other  purposes.    In  this  connection  he  said : 

There  is,  of  course,  cotton  in  the  New  York  market  that  has 
a  very  poor  staple — another  thing  that  was  not  created  by  any 
legislation  on  the  part  of  this  exchange,  but  which  was  caused  by 
this  terrific  storm  last  September.  Such  cotton  as  that  sometimes 
has  to  be  held  a  long  time  before  it  can  be  sold.  It  is  not  cotton 
that  a  spinner  of  yarn  would  naturally  buy,  but  it  would  do  all 
right  for  some  goods,  such  as  carpets,  where  they  do  not  require 
any  staple.  There  are  innumerable  things  made  from  cotton  in 
the  manufacture  of  which  they  do  not  require  the  staple  to  hold, 
but  all  that  cotton  is  salable. 

New  Orleans  practice  with  respect  to  strength  of  staple. — In 
connection  with  this  absence  from  the  rules  of  the  New  York  Cotton 
Exchange  of  any  provision  for  a  test  of  the  strength  or  soundness  of 
cotton  offered  for  certification,  it  should  be  repeated  that  the  rules  of 
the  New  Orleans  Cotton  Exchange  likewise  contain  no  specific  refer- 
ence to  such,  a  test.  The  testing  of  such  cotton,  as  explained  in  Chapter 
II  of  Part  I,  rests  with  the  arbitrators,  the  New  Orleans  Exchange 
having  no  inspection  bureau.  Rule  3  of  the  New  Orleans  Exchange, 
which  covers  arbitrations,  contains  no  instructions  covering  the  meth- 
ods by  which  strength  of  staple  shall  actually  be  determined.  As  a 
matter  of  fact,  arbitrators  usually  test  the  strength  of  the  cotton  by 
pulling  the  staple. 

The  New  Orleans  contract,  moreover,®  as  already  stated,  contains 
the  following  clause : 

It  is  distinctly  understood  and  agreed  that  no  cotton  shall  be 
tendered  or  received  under  this  contract  of  a  less  market  value 
than  good  ordinary  (fair  color),  and  that  the  receiver  shall  have 
the  right  to  refuse  all  sandy,  dusty,  red,  or  gin-cut  cotton ;  dusty 
cotton  being  defined  under  this  contract  as  cotton  lessened  in 
value  more  than  ^  c.  per  pound  by  reason  of  dust ;  sandy  cotton 
being  defined  under  this  contract  as  cotton  containing  more  than 
1%  of  sand. 

This  is  a  very  important  clause,  and  it  was  asserted  by  members  of 
the  New  Orleans  Cotton  Exchange  interviewed  on  this  subject  that 
this  clause  rendered  it  very  difficult  for  cotton  of  perished  staple 
to  pass  the  arbitrators.  A  New  Orleans  exporter  who  had  frequently 
served  both  as  an  arbitrator  and  as  a  member  of  the  spot-quotation 
committee  contended  that  extremely  weak  staple  is  usually  found 
in  stained  cotton  of  low  grade  and  in  storm-beaten  cotton,  and  that 

«  See  page  Gl,  Part  1. 


ct  of  the  N^w  OFleiins  Exehainge  the  receiver  has  the 
,     I  the  exclusion  of  estremelj  low  grade  cotton  of  this 
'^ferr 

'  member  of  the  New  Orleans  Cotton  Exchange  said  that, 
^eak  B      le  mig^ht  Ije  found  in  white  cotton,  jjerished  staple 
not  be.      ie  further  pointed  out  that,  while,  if  the  recei%'er  of 
permitted  a  bale  of  perished  staple  to  go  through 
^  ig  it,  such  cotton  could  not  be  rejected,  nevertheless 
uHJ  ivould  be  permitted  to  make  such  allowance  for  its 
racter  as  they  ^aw  fit. 
feWtt^edly  stated,  in  New  Orleans  lx>th  the  receiver  and  deliv' 
represented  at  the   time  the  samples  are  drawn,  and   the 
has  the  right  to  ""  protest  ^'  any  bale  of  cotton  which  in  hi^ 
is  not  of  a  deliverable  character.     This  fact  obviously  ren- 
le  absence  from  the  New  Orleans  rules  of  a  specific  provision 
ing  the  strength  of  staple  very  much  less  important  than  the 
nding         [ice  of  such  a  provision  from  the  rulas  of  the  New 
,  Lj        age,  whfre  thi^  gi-ading  of  the  cotton  is  left  en* 
cuon  bureau,  and  wliei'e  the  buyer  has  no  means 
:r  c*  I  to  the  certification  of  cotton  at  the  time  it  is 

'  classeu  uy  the  committee.  The  right  of  protest  at  New 
.v.«.i^.  Jin^l  tlie  vpvo^mzof]  fnct  thiit  iirbi tin  tors  in  tliat  market,  de- 
spite the  lack  of  specific  instructions,  do  test  the  merchantable  char- 
acter of  cotton  carefully,  render  it  unlikely  that  any  perished-staple 
cotton  will  be  permitted  to  pass  for  delivery  on  contract  in  that  mar- 
ket. Indeed,  as  already  shown,  complaints  against  New  Orleans 
arbitrations,  instead  of  alleging  laxity,  are,  on  the  contrary,  almost 
invariably  to  the  effect  that  the  New  Orleans  classification  is  too 
rigid.* 

Practicability  of  considering  strength  of  staple  in  classifi- 
cation OF  CONTRACT  COTTON. — A  member  of  the  New  York  Cotton 
Exchange,  extensively  engaged  in  the  spot-cotton  business,  in  indors- 
ing the  suggestion  that  the  strength  of  staple  should  be  taken  into 
account  in  classing  cotton,  said,  in  substance : 

If  you  buy  a  lot  of  cotton  and  the  cotton  has  no  strength  it 
is  not  worth  as  much  as  cotton  of  thfe  same  grade  that  has 
strength.  I  think  it  would  be  a  very  fair  thing  for  the  man  who 
delivers  his  cotton  if  the  strength  or  soundness  of  cotton  were 
tested.  For  instance,  take  cotton  coming  from  Mississippi  and 
cotton  coming  from  North  Carolina,  say  middling  cotton  in 
each  case.  The  Mississippi  cotton  will  be  good  staple  and  the 
North  Carolina  cotton  will  be  poor  staple.  The  rule  now  is 
that  they  both  get  the  same  value  for  their  cotton,  which  is 
wrong.  *  *  *  When  a  party  delivers  cotton  on  a  contract, 
staple — strength  and  length  and  character — should  all  be  taken 

«  See  Chapter  II. 
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into  consideration.  Under  the  present  system  a  man,  in  case  his 
cotton  is  clean  and  white,  will  get  just  about  as  much  for  very 
weak  staple  on  contract  delivery  as  he  will  for  cotton  with 
strong  staple  of  the  same  length.  *  *  *  I  do  not  see  any- 
thing in  this  that  is  just. 

There  can  be  no  question  that  it  is  unfair  to  compel  a  man  to  re- 
ceive weak-staple  cotton  at  the  same  price  which  he  pays  for  cotton 
of  strong  staple.  It  is  contended,  however,  that  there. are  many 
practical  diflSculties  in  the  way  of  perfecting  a  test  for  the  strength 
of  cotton  in  the  case  of  deliveries  on  basis  contracts,  and  particularly 
in  a  market  where,  as  in  the  case  of  New  York,  the  certificate  system 
is  employed.  Some  of  the  difficulties  in  making  allowance  for  the 
length  of  staple  in  contract  deliveries  were  described  in  Part  I. 
It  will  be  recalled  that  the  rules  of  both  the  New  York  and  New 
Orleans  cotton  exchanges  provide  that  no  allowance  for  extra  staple 
length  shall  exceed  one-fourth  cent  per  pound,  which  has  the  practi- 
cal effect  of  excluding  cotton  of  really  long  staple  from  contract  de- 
livery. It  is  urged  by  some  that  the  difficulties  in  making  allowance 
for  varying  degrees  of  strength  of  staple  are  even  greater  than  those 
encountered  in  similar  allowances  for  extra  length  of  staple,  and 
indeed  that  strength  of  staple  can  not  be  accurately  measured. 

A  member  of  the  New  York  Cotton  Exchange,  in  discussing  this 
question,  said  : 

The  question  of  weak  or  strong  staple  is  a  question  on  which 
no  two  men  can  agree.  Where  are  you  going  to  draw  the  line? 
You  can  not  draw  the  line.  I  think  all  such  things  are  impracti- 
cable. *  *  *  I  ^ras  very  strenuous-  in  my  endeavors  to  get 
grades  of  nondescript  cotton  struck  out  of  the  contract,  such  as 
low  middling  tinged,  which  is  generally  weak-staple  cotton.  I 
also  thought  that  good  ordinary  cotton  should  be  out  of  the  con- 
tract, because  the  world  has  changed  since  thirty  years  ago;  the 
Fall  River  mills  have  changed  the  character  of  their  work  so 
that  good  ordinary  cotton  is  no  longer  wanted.  That  is  the  way  I 
would  improve  it ;  I  would  improve  it  by  excluding  good  ordinary 
and  low  middling  tinged.  Stained  cottons  are  very  desirable 
because  many  people  want  them.  *  *  *  They  have  their 
uses  and  are  wanted  at  the  differences.  *  *  *  My  opinion  is 
that  the  grades  of  cotton  in  our  stock  with  perished  staple  have 
been  introduced  by  having  good  ordinary  a  tenderable  grade  and 
those  grades  of  low  middling  and  strict  low  middling  tinged  as 
part  of  the  contract.  I  think  they  are  responsible  for  what  you 
call  the  introduction  of  perished-staple  cotton. » 

Another  member  of  the  New  York  exchange,  when  asked  whether 
it  would  be  advisable  to  require  the  classification  committee  to  make 
a  test  of  the  tensile  strength  of  the  staple  and  to  separate  or  reject 
weak  or  perished  staple  cotton  from  cotton  of  good  staple,  said : 

If  you  could  determine  once  for  all  what  weak  and  perished 
staple  was  it  would  be  wise  to  have  such  a  law ;  but  a  §>\\v\>l\\s;^  ^V^ 
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IS  acvi  u.^d  to  biiyinsr  strong-staple  cotton  will  call  any  oihor 
cot  t  on  lY  t'  a  k  or  pe  r  i  si  \ed  st  a  yyl  e.  Th  e  d  i  ff  e  re  nee  i  s  sonieth  i  n  g  t  re  - 
mendous  Ik^wihmi  upland  cotton,  river  cotton,  and  bender  cotton. 
It  runs  all  the  way  from  [}  to  Ij  [inches]  and  higher.  In  the  mat- 
~  ter  of  stren^h  of  staple  so  nit*  spinners  would  rather  take  a  bale 
of  cotton  with,  sa\%  i  inch  nf  strong  staple  than  cotton  with  1| 
inches  of  weak  staple.  Those  things  have  got  to  ho  left,  to  indi- 
vidual enterprise ;  no  exchange  can  provide  for  those  fine  dis- 
etions;  if  they  did,  they  would  he  apt  to  make  the  distinctions 
_ .  fine  that  nc»J>ody  could  do  business  on  the  exdmnge.  For 
instance,  if  they  forced  me  to  deliver  such-and-such  staple  cotton 
1  may  not  be  able  to  find  it.  That  is  a  thing  tliat  can  not  possibly 
be  fixed  on  the  exchange. 

There  can  be  no  doubt  that  anything  like  a  scries  of  graduated  tests 
r-  strength  of  staple  would  ioA^olve  many  difficulties.    If  such  grad- 
'^d  tests  are  impracticable,  however,  there  should  be  no  practical 
jity  in  arriving  at  some  specific  provision  for  the  exclusion  of 
m  of  distinctly  weak  staple  from  the  privilege  of  contract  dc* 
.ry*     The  suggestion  contained  in  one  of  the  statements  above 
n,  that  some  of  the  lowest  grades  of  cotton  be  excluded  from  con- 
delivery  altogether,  would  probably  go  far  to  meet  objection::^, 
vue  reason  that  a  large  portion  of  extremely  weak  or  so-called 
shed  staple  cotton  is  found  in  the  lowx*st  grades,  and  particularly 
m  I  he  discolored  grades^*** 

Section  2.  Proposed  abandonment  of  the  certificate  system  in  New  York. 

Charge  that  the  New  York  system  unduly  favors  the  seller. — 
As  distinct  from  complaints  of  improper  classification  in  the  New 
York  market,  the  certificate  system  of  the  New  York  Cotton  Ex- 
change is  itself  condemned  by  some  on  the  broader  ground  that  ft 
tends  to  give  the  seller  of  a  contract  an  advantage  over  the  buyer 
in  that  the  latter  has  practically  no  personal  dealings  with  the  in- 
spection bureau  at  the  time  that  the  grade  of  the  cotton  is  first 
established.  It  is  urged  by  some  that  the  certificate  system  be 
abandoned  and  that  the  grade  of  contract  cotton  be  determined  by 
arbitration,  as  it  was  prior  to  the  adoption  of  the  certificate  system 
in  1887.  In  this  connection  it  may  be  noted  that  shortly  after  the 
certificate  system  was  adopted  an  attempt  was  made  to  secure  its 
abandonment,  but  without  success,  and  those  who  favor  a  return 
to  the  old  system  are  apparently  in  a  distinct  minority. 

Dissatisfaction'  with  the  certificate  system  in  principle  is  iUus- 
trated  by  the  following  statement,  in  substance,  of  a  broker  in  New 
York: 

The  situation  is  this :  Cotton  is  shipped  here  from  the  South 
to  be  inspected.    The  man  who  has  it  inspected  is  the  seller.     If 

«  Such  exclusion  of  low  grades  is  discussed  in  Part  III, 
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the  inspection  and  classification  are  satisfactory  to  him — ^that  is,  if 
he  gets  a  high  grade  on  it — he  accepts  the  grading  of  the  classi- 
fication committee.  If  the  reverse  is  true — that  is,  if  he  does  not 
get  a  high  grade  on  it — he  appeals  from  that  classification  of  the 
classification  committee,  and  either  wins  or  loses,  as  the  case 
may  be.  After  the  cotton  has  been  handled  in  that  way  it  is 
handed  over  to  the  buyer,  who  has  to  accept  that  grading.  He 
has  not  the  same  right  of  appeal,  which  I  do  not  think  is  right. 
*  *  *  Of  course,  the  buyer  can  have  the  cotton  reinspected, 
but  if  he  does  he  goes  back  to  the  same  men  who  originally 
classed  it.  *  *  *  He  is  penalized.  He  pays  the  bill.  If 
you  are  correct,  there  is  no  charge;  but  if  you  are  not  correct, 
then  you  must  pav  the  entire  expense  of  reclassification,  not 
only  the  expense  or  putting  it  through  the  warehouse  ($50),  but 
also  the  expense  of  having  the  committee  go  over  it  again.  Of 
course,  if  tney  do  not  fix  it  so  that  they  are  right,  there  is  ni) 
fee — you  win;  but  if  they  fix  it  so  that  you  are  wrong,  there  is 
a  fee — you  lose.  Now,  as  a  matter  of  fact,  the  first  the  buyer 
knows  about  the  grade  of  cotton  is  when  the  tender  is  made  to 
his  cashier's  window,  with  a  list  showing  what  the  grade  of  the 
cotton  is.     *     *     * 

The  buyer  of  that  contract  is  not  known,  so  that  the  classi- 
fication committee  only  comes  in  contact  with  the  representa- 
tives of  the  selling  side.  [The  seller's]  representatives  can  go 
before  the  classification  committee  and  say :  "  You  ought  to  do 
better  than  that.  If  you  will  give  us  a  little  better  grade  on  that, 
we  will  accept  the  classification ;  if  you  do  not,  we  will  appeal." 
In  other  words,  if  the  grading  is  high,  they  will  accept  it;  if  it 
is  low,  they  will  appeal.  In  that  way  pressure  is  brought  to 
bear  on  the  classification  committee  to  put  the  grade  a  little 
higher,  with  the  result  that  in  the  course  of  five  years  you  have 
the  thing  away  up  in  the  air.  I  mean  that  cotton  of  low  grade 
is  classed  in  some  higher  grade. 

Another  opponent  of  the  certificate  system  said  in  this  connection : 

Another  fundamental  defect  in  the  system  of  delivering 
cotton  at  present  employed  in  New  York  lies  is  the  fact  that 
though  the  deliverer  of  cotton  may  be  and  is  personally  repre- 
sented at  the  time  of  delivery,  and  can  have  at  the  scales  his 
own  representative  to  see  that  his  cotton  is  properly  sampled 
and  properly  weighed,  the  receiver  of  the  cotton,  on  the  other 
hand,  is  not  so  represented.  In  theory  it  is  assumed  that  the 
receiver  of  cotton  is  represented  by  the  certification  bureau  of 
the  New  York  Cotton  Exchange,  and  the  bv-laws  have  been 
framed  upon  this  theory;  but,  as  a  matter  or  fact,  in  practice 
it  has  been  shown  that  no  bureau  representing  an  unknown 
receiver  of  cotton  can  as  thoroughly  and  adequately  protect  the 
interests  of  the  receiver  as  the  receiver  himself  can.  *  *  * 
In  my  opinion  it  is  absolutely  necessary  that  a  return  to  the  old 
svstem  should  be  had  by  the  New  York  Cotton  Exchange.  Under 
tne  old  system  both  the  deliverer  and  the  receiver  of  cotton  were 
actually  represented  by  their  employees  at  the  scales  where  the 
cotton  was  passed,  and  any  tendency  toward  abusing  or  dist^- 
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ga riling  the  rules  of  the  New  York  Cotton  Exchange  coultl  be 
speedily  checked  or  avoided. 

Another  objection  advanced  against  the  certificnte  system  on  the 
general  ground  that  it  tends  unduly  to  favor  the  seller  is  that  it 
makes  the  deHvery  of  cotton  too  easy.  Under  the  certificate  system 
all  that  the  seller  of  a  contract  has  to  do  is  to  tender  the  buyer  the 
grade  certificates  of  the  cotton  and  the  accompanying  warehouse* 
nveipts.  In  this  way  an  operator  who  hiid  sold  100,000  bales  of  cotton 
might  deliver  the  entire  quantity  in  a  single  day— <ir  in  a  single  hour — 
after  getting  his  grade  certificates  and  his  wart^house  receipts  to- 
getlier.  In  Ne%v  Orleans,  on  the  other  bund,  when  deliveiy  is  made 
eacli  bale  is  jiersonally  inspected  by  the  deliverer  and  the  receiver 
or  their  representntives,  so  that  the  seller  can  not  deliver  on  any  given 
day  a  larger  cprantity  of  cotton  than  he  or  his  agents  can  actually 
handle  and  inspect.  As  a  result  of  this  alleged  advantage  of  the 
seller,  it  is  charged  that  sellers  at  New  York,  Ijy  issuing  large  niunlj4^rs 
of  **  notices  "—that  is,  notifications  of  intention  to  deliver  cotton — 
can  enibarra.ss  holders  of  contracts  who  ma 3'  not  have  the  capital 
necessary  for  taking  up  large  quantities  of  cotton  and  who,  conse- 
quently, may  be  forceil  to  sell  out  their  contracts  at  a  sacrifice. 

In  the  opinion  of  the  Buman  this  objection  has  no  merit*  The 
buyer  of  contriK^ts  under  the  rertificate  system  should  be  ]>repnred  tn 
take  up  on  a  single  day  the  entire  quantity  of  cotton  represented  by 
the  contracts  that  he  has  purchased.  In  other  words,  he  should  not 
enter  into  more  contracts  than  his  resources  warrant.  He  has  no  just 
ground  for  complaint  because  the  tender  of  a  large  quantity  of  cot- 
ton for  which  he  has  contracted  may  put  him  to  inconvenience  or  loss 
in  raising  the  capital  necessary  to  make  the  payment. 

Alleged  effect  of  certificate  system  on  character  of  New 
York  stock. — A  further  objection  to  the  certificate  system  is  that  it 
enables  operators  of  large  resources,  at  comparatively  small  expense, 
to  take  up  a  number  of  certificates  and  select  the  most  desirable  ones 
for  sale  to  spinners,  retendering  the  balance  on  contract.  In  this  way, 
it  is  alleged,  the  New  York  stock  is  subjected  to  a  process  of  selection 
which  tends  in  the  long  run  to  leave  in  that  stock  only  the  most  un- 
desirable grades  of  cotton.    • 

In  New  Orleans,  on  the  other  hand,  w^here  cotton  must  be  sampled 
every  time  it  is  tendered  and  where  the  character  of  various  lots  can 
not  be  known  wdthout  such  inspection,  cotton  is  seldom  retendered, 
but  instead  is  sold  by  the  receiver  in  the  spot  market  for  what  it  will 
bring. 

In  this  connection  an  opponent  of  the  certificate  system,  some  of 
whose  objections  have  already  been  cited,  said : 

This  lamentable  decline  in  the  cotton  trade  of  the  city  of  New 
York  is,  in  my  opinion,  aVmosl  ^wXat^Vj  ^m^  Iq  the  adoption,  in 
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the  first  instance,  of  what  is  known  as  the  "  certificate  system," 
and  in  the  second  to  the  modification  of  that  system  providing 
for  the  establishment  of  fixed  differences  between  the  grades  for 
a  period  of  ten  months.  Under  the  practice  in  vogue  prior  to  the 
adoption  of  the  certificate  system  the  receiver  of  cotton  was  en- 
abled when  so  receiving  it  to  adequately  protect  himself  against 
the  delivery  of  cotton  not  strictly  tenderable  under  the  rules  of 
the  exchange.  Under  the  present  system  the  determination  of 
the  tenderable  quality  of  the  cotton  is  delegated  to  a  paid  com-  ■ 
mittee  to  whose  interest  it  is  to  swell  as  far  as  possible  the  receipts 
of  the  certification  bureau,  which  are  diminished  by  the  number 
of  bales  rejected. 

Under  the  old  system  the  receiver  of  cotton  on  contract  when 
receiving  it  found  it  practicable  and  did  as  a  misitter  of  fact  class 
the  cotton  out  into  even-running  lots  of  different  qualities  suit- 
able to  the  demands  of  spinners.  Under  the  present  system  some 
thirty  "  different  grades  may  be  delivered  to  the  receiver  in  one 
parcel  and  in  one  warehouse  receipt,  and  it  is  impracticable  for 
him,  except  at  great  expense,  involving  additional  warehouse 
charges  and  the  cost  of  recertification,  to  segregate  the  different 
grades  of  cotton  in  lots  suitable  to  the  legitimate  demands  of  the 
trade.  Once  certificated,  the  cotton  so  certificated  is  practically 
unavailable  for  the  legitimate  demands  of  the  trade  unless  re- 
ceived by  the  buyer  in  very  large  quantities,  and  then  is  only  so 
available  when,  at  an  expense  of  approximately  65  cents  per  bale, 
he  rehandles  the  cotton,  classes  it  into  different  marks,  and  segre- 
gates its  different  qualities. 

These  diflSculties  in  the  way  of  legitimate  trade  in  cotton 
which  exist  under  the  "  certificate  system  "  as  enacted  in  1887 
and  continued  up  to  1897  put  a  sufficient  burden  upon  the  trade 
in  actual  cotton  to  heavily  handicap  the  business  of  the  trade  of 
New  York;  but  when  in  1897  the  trade  was  still  further  handi- 
capped by  the  by-law  establishing  fixed  differences  for  a  period 
of  ten  months  the  obstacles  in  the  way  of  handling  cotton  for 
legitimate  purposes  in  New  York  became  practically  insuperable. 
*  *  *  As  a  result  of  the  debasement  of  the  New  York  contract 
since  the  adoption  of  the  certificate  system,  and  its  further  de- 
basement uncier  the  rule  of  fixed  differences,  certain  interests  in 
the  trade  who  have  been  cognizant  of  the  relative  depreciation 
of  the  contract  resulting  from  such  debasement  have  made  it  a 
practice  to  engage  largely  in  what  are  known  as  arbitrage  opera- 
tions, involving  the  purchase  of  contracts  for  future  delivery  in 
New  Orleans  or  in  Liverpool  and  the  coincident  sale  of  contracts 
for  future  delivery  in  New  York.  The  profitable  liquidation  of 
these  transactions  has  involved  and  continues  to  involve  the  ne- 
cessity of  a  further  and  continued  debasement  of  the  New  York 
contract,  so  that  it  may  be  made  without  Question  so  undesirable 
that  no  one  can  receive  it;  and  those  deluded  purchasers  who 
bought  such  contracts,  recognizing  the  commercial  impractica- 
bility of  receiving  the  actual  cotton,  are  led  to  liquidate,  at  a 
profit  to  the  arbitrage  sellers  above  referred  to. 

^  This  was  in  1907,  prior  to  the  elimination  of  various  grades  as  explained  in 
Part  I. 
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Advantagea  or  the  certificate  system.^Iii  considering  these  ob- 1 
]ection.s  to  the  certificate  system,  it  should  Im  remembered  that  the! 

system  hnn  nmiiy  iuivarita^?s,     Irs  the  first  place,  it  tends  to  avoid  [ 
g-reat  incoiivenietice  and  considenible  expense  and  waste  in  sampling] 
and  resampling  cotton  each  time  it  is  tendered;  andj  second,  it  places^l 
the  entire  work  of  classification  in  the  hands  of  a  paid  coTjimittee 
supposed  to  consist  of  disinterested  expt^rts.    While,  as  dearly  shown,. 
the  work  of  this  committee  has  been  open  to  criticism^  the  idea  of] 
leaving  the  classification  of  contract  cotton  to  such  a  committee  of  ex- 
pertJS,  provided  the  actual  work  of  classification  is  surrounded  hy] 
proper  safeguards,  has  much  to  commend  it.  There  appears  to  l)e  little  I 
ground  for  obje<*tion  to  the  certificate  system  in  principle.    Much  of 
the  objection  to  tlie  certifiaite  system  employed  at  New  York  really 
appears  to  l>e  due  to  the  fact  that  tliat  system  has  been  used  in  con- 
nection witli  fixed  differences.     As  a  matter  of  fact,  there  is  no  neces- 
sity for  combining  the  two  systems.     Instead,  there  is  no  practical 
reason  why  cotton  should  not  l>c  officially  classed  by  a  lx>ard  of  experts 
under  a  system  of  commercial   differences;  and  if  the  work   were 
properly  done  it  is  not  inconceivable  that  it  would  tend  to  avoid  much 
of  the  dissatisfaction  which  has  arisen  over  arbitrations  in  both  the 
New  Orleans  and  the  Liverpocd  markets.     In  this  case,  however,  the 
certificate  system  as  now  employed  in  New  "^'oHv  would  not  ht-  entirely 
satisfactory,  but  would  require  various  improvements  along  the  lines 
suggested  later  in  this  chapter. 

Section  3.  Proposed  change  in  method  of  conducting  appeals  and  reclassi- 
fications at  New  York. 

Objections  urged  against  present  system. — It  has  already  been  ex- 
plained in  Chapter  II  of  Part  I  that  the  original  owner  of  the  cotton 
who  first  offers  it  for  certification  at  New  York,  if  dissatisfied  with 
the  grade  given  it  by  those  members  of  the  committee  who  examine 
the  samples,  can  appeal  to  the  entire  committee  for  a  review  of  the 
classification.  This  arrangement  is  condemned  by  many  on  the  ground 
that  on  appeal  the  decision  should  be  made  by  a  body  not  including 
those  who  originally  passed  on  the  cotton.  Similar  complaint  has 
been  made  regarding  the  method  of  reclassification.  When  cotton  is 
first  classed,  the  original  holder  is  the  only  man  w^ho  can  make  an 
appeal  from  the  decision  of  the  classification  committee,  but  any  sub- 
sequent holder  of  a  certificate  who  is  dissatisfied  with  the  grading  of 
the  cotton  may  demand  a  reclassification,  which  is  in  the  nature  of 
an  appeal,  though  not  technically  so  called.  These  reinspections  are 
not  referred  to  the  entire  classification  committee  as  are  appeals 
proper,  but  the  cotton  is  treated  just  as  though  it  had  never  been  cer- 
tificated and  is  examined  by  two  members  of  the  committee,  who,  if 
they  can  not  agree,  may  call  in  a  third  member.    Such  holder  of  the 
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cotton  may,  however,  "  appeal "  from  such  reclassification  as  well  as 
from  the  original  classification.  It  is  objected  to  this  arrangement 
that  on  reclassification  the  very  men  who  passed  the  cotton  originally 
may  be  the  ones  who  reclass  it,  and  that  naturally  their  judgment  may 
be  biased.  It  is  also  urged  that  even  if  on  reclassification  the  cotton  is 
examined  by  members  of  the  committee  who  had  nothing  to  do  with 
the  original  grading,  nevertheless  such  personal  considerations  as 
good-fellowship  among  members  of  the  committee  would  tend  to  pre- 
vent an  absolutely  impartial  and  independent  decision.  The  further 
argument  is  advanced  that,  since  the  inspection  bureau  is  liable  for 
any  errors  in  grading  disclosed  by  such  reclassification,  there  is  an  in- 
ducement for  those  who  make  the  reclassification  to  avoid  any  radical 
reduction  from  the  grade  established  on  the  original  classification.® 
For  all  these  reasons  it  is  urged  that  on  appeals,  and  on  reclassifica- 
tions as  well,  cotton  should  be  submitted  to  a  tribunal  entirely  dis- 
tinct from  that  which  conducted  the  original  classification. 

The  criticism  of  the  present  practice  was  voiced  in  the  following 
statement  of  a  southern  cotton  merchant : 

There  is  one  serious  defect  in  connection  with  the  New  York 
classification.  Their  arbitration  committee  ^  is  selected  from 
members  of  the  classification  committee.  This  practice  is  at  vari- 
ance with  all  reason.  It  must  be  expected  that  when  the  classi- 
fication committee  determines  the  grades  of  a  lot  of  cotton  an 
appeal  to  members  of  the  same  committee  will  in  all  probability 
confirm  the  original  classification.  The  arbitration  committee '' 
should  therefore  be  separate  and  distinct  and  entirely  independ- 
ent of  the  classification  committee. 

A  similar  statement  was  obtained  from  another  opponent  of  the 
present  practice : 

Another  defect  in  the  present  system  of  the  New  York  Cotton 
Exchange  is  that  any  award  of  classification  can  be  appealed 
from  only  to  the  committee  on  classification  itself,  of  which  com- 
mittee the  two  men  who  made  the  original  classification  are 
members.  In  other  words,  an  error  in  classification  is  corrected 
only  by  an  appeal  to  the  same  body  that  made  the  error,  and  it  is 
hardly  likely  that  that  body  will  reverse  itself.  This  is  a  very 
radical  defect,  which  should  be  corrected  by  providing  the  oppor- 
tunity for  an  appeal  to  arbitrators  independently  selected,  whose 
judgment  shoula  be  a  check  upon  the  classification  of  the  com- 
mittee on  classification  itself. 

Defenses  of  present  New  York  practice. — While  such  arguments 
that  appeals  and  reclassifications  of  cotton  at  New  York  should  be 
conducted  by  an  independent  body  and  not  by  one  some  of  whose 
members  were  concerned  in  the  original  classification  seem  at  first 
sight  convincing,  there  is  really  much  to  be  said  in  favor  of  the  New 

«  See  page  54. 

*  Meaning  appeal  or  reclassillcatVoii  \>o«lt^. 
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.A  system  of  hiiving  disputes  over  grading  determined  witliin  tUe 
ification  Cf>mniittt*e  itself. 

defense  of  the  New  York  system  it  is  urged  that  there  is  no  re«- 
why  the  jiidgnient  of  a  t^vcorid  iKwly  of  cla&iers  should  be  expected 
any  better  than  tliat  of  the  first  body,  unless  tht»  second  body  is 
"  in  number,  so  as  to  give  greater  opportunity  for  interchange  of 
:he  averaging  of  what  may  be  called  the  personal  equation 
several  niembci's.     It  is  obviously  desirable  that  the  original 
iiiieation  should  tie  made  bv  chissers  as  competent  as  can  be  ob- 
d,  and  therefore  quite  as  competent  as  members  of  an  appeal  corn- 
tee  could  be.     If  the  only  ground  for  expecting  greater  accuracy 
1  grading  of  cotton  on  appeal  or  reclassification  lies  in  having 
L^r  number  of  men  pass  upon  the  cotton,  it  is  argued  that  this 
can  be  secured  quite  as  well  by  leaving  such  api>eab  or  reclassi- 
"ms  to  the  entire  membership  of  the  present  classification  com- 
as by  reference  to  an  entirely  outside  body, 
J  lurther  defense  of  the  New  York  system  it  is  urged  that  in  those 
'kets  where  appeals  are  made  to  an  independent  committee  or  «n 
r^ndent  set  of  arbitrators  the  decisions  of  these  often  vary  so 
^y  from  those  of  the  original  classers  as  to  leave  serious  donbt 
T  the  final  decision  was  any  more  nearly  correct  than  the  first. 
At  wiIJ  he  recsilled  tliat  in  the  discussion  of  arbitrations  in  the  Liver- 
pool market  in  Chapter  VIII  of  Part  I  it  was  shown  that  the  awards 
of  appeal  committees  frequently  differed  by  as  much  as  15  to  25,  and 
sometimes  by  over  50  or  even  100,  Liverpool  points — say,  from  one- 
fourth  cent  to  2  cents  a  pound — from  the  awards  of  the  original  ar^ 
bitrators.    In  the  New  Orleans  market,  likewise,  it  was  shown  that  the 
decisions  of  arbitrators  passing  in  appeal  on  disputed  cotton  at 
times  varied  one-fourth  of  a  cent  from  the  awards  of  the  first  ar- 
bitrators.   When  it  is  borne  in  mind  that  a  large  amount  of  cotton  at 
the  present  time  is  handled  by  merchants  on  a  commission  of  not  over 
75  cents  a  bale,  or  but  little  more  than  one-eighth  cent  per  pound,  it 
is  easy  to  realize  how  such  variations  in  classification  create  dissatis- 
faction.   In  the  New  Orleans  market  the  arbitrators  are  chosen  from 
members  of  the  exchange  who  are  presumed  to  be  experts  in  the  classi- 
fication of  cotton.    It  is,  however,  unreasonable  to  suppose  that  all  ar- 
bitrators on  a  panel  selected  from  members  of  a  large  exchange  will 
be  equally  expert,  or  even  nearly  so,  in  their  judgment  of  cotton.    In 
the  case  of  a  permanent  committee,  on  the  other  hand,  it  would  seem 
reasonable  that,  by  constant  interchange  of  views,  the  members  would 
be  less  likely  to  render  extremely  divergent  decisions  on  the  same  lot 
of  cotton;  and  this  without  involving  any  lack  of  integrity  or  indi- 
viduality on  their  part.    It  can  not  be  emphasized  too  strongly  that 
the  classification  of  cotton  is  not,  and  in  all  probability  never  can  be, 
an  exact  science,  as  the  individuality  of  the  classer  enters  into  the 
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problem  very  extensively,  while  any  one  of  many  conditions  which 
on  the  surface  seem  almost  insignificant  may  influence  for  the  moment 
the  judgment  of  a  classer  to  an  extent  sufficient  to  affect  materially 
the  delivery  value  of  the  cotton. 

In  this  connection  it  should  be  stated  that  the  present  method  of 
appeal  employed  by  the  New  York  Cotton  Exchange  was  adopted 
only  after  experience  with  a  system  under  which  appeals  were  taken 
to  independent  arbitrators.  When  the  present  inspection  system  of 
the  exchange  was  established,  the  appeal  classification  committee 
was  composed  of  members  of  the  exchange  who  had  nothing  to  do 
with  the  classification  committee  itself.  Under  this  system  it  de- 
veloped that  there  were  very  wide  discrepancies  between  the  original 
and  the  final  awards,  just  as  occur  at  the  present  time  in  both  -New 
Orleans  and  Liverpool.  In  the  latter  part  of  1888  a  special  commit- 
tee was  appointed  by  the  board  of  managers  of  the  New  York  Cot- 
ton Exchange  to  investigate  methods  of  classing  cotton  then  em- 
ployed.    Excerpts  from  the  committee's  report  follow : 

Your  committee  is  impressed  with  the  gravity  of  the  situation, 
and  the  necessity  of  finding  the  cause  of  the  excessive  variations 
in  the  classing  of  cotton,  and  a  proper  remedy  for  the  future. 

The  inspector  in  chief  has  in  addition  furnished  your  com- 
mittee with  a  list  of  1,500  bales  classed  by  the  classification  com- 
mittee and  by  the  appeal  committee  which  show  an  average 
difference  of  one-eighth  cent  per  pound,  the  appeal  committee 
making  the  higher  class.  But  in  this  connection  it  is  well  to  say 
that  an  average  test  is  not  a  proper  one. 

♦  ♦**♦** 

Your  committee  believe  that  the  main  principle  of  errors  un- 
derlying the  whole  system  is  the  fee  principle.  They  believe 
it  questionable  whether  the  classification  committee  can  free 
their  minds  from  the  fact  that  if  they  class  the  cotton  too  low 
there  will  be  less  cotton  brought  to  them  to  be  classed;  and 
equally  so  are  the  appeals,**  perhaps,  sensible  of  the  fact  that 
unless  they  raise  the  grade  of  the  samples  submitted  to  them  there 
will  be  but  a  limited  amount  placed  before  them.  Your  commit- 
tee, therefore,  recommend : 

First.  That  the  samplers  be  limited  in  the  amount  of  the  cot- 
ton that  they  may  sample  in  a  day. 

Second.  That  the  classification  appeal  committee  be  abolished. 

Third.  That  the  classification  committee  be  paid  by  salary, 
and  that  the  appeal  for  errors  be  decided  within  that  committee. 

A  member  of  the  classification  committee  of  the  exchange,  in  com- 
menting upon  this  earlier  system,  said : 

At  that  time  we  were  entirely  under  a  different  system  as 
regards  the  classification  committee.  We  had  a  classification 
committee  consisting,  I  think,  of  seven,  and  an  appeal  committee 
consisting  of  seven — entirely  distinct  men.    Most  of  the  cotton 

^Meaning  appeal  boards. 
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in  those  days  was  appealed  from  the  cla^isi fixation  committee 
tfj  the  apj^eal  eommittec!,  who  for  a  period  of  more  than  a  year 
ahuost  in  variably  made  it  higher  than  the  chiBsification  coram  it- 
tee.  The  consequence  was  that  nearly  everybody  appealed  their 
cotton,  atul  your  witness  says  that  he  has  knoicn  of  appeal  /i-o- 
tices  heinff  tssihed  before  the  cotton  iras  classed  the  first  time* 
In  the  witness's  judpnent  the  gentlemen  who  composed  that 
'  appeal  coimnittee  never  had  any  business  to  occupy  the  position 
they  had. 

One  of  the  objections  against  the  New  York  system  of  appeals  is 

I  hat  the  appeal  committee  until  a  comparatively  recent   date  had 

access  to  the  decisions  of  the  original  elassers;  this  practice^  how^ever, 

[las  been    discontinued    since   the   reorganization   of  the    inspection 

nireau,  in  1007, 

On  the  other  hand^  in  the  New  Orleans  market,  where  appeals 
ire  taken  to  an  entirely  different  set  of  arbitrators,  the  refusal 
.o  allow  the  final  arbitrators  such  access  to  the  award  of  the  original 
classers  is  considered  objectionable  by  some.  In  view  of  the  extraor- 
dinary divergence  winch  frequently  occurs  between  the  awards  of 
two  sets  of  arbitrators  in  New  Orleans,  and  also  at  Liverpool,  where 

similar  system  of  arbitrations  is  employed,  tbei^  i.s*  certainly  some- 
tning  to  be  said  in  favor  of  allowing  the  appeal  board  to  know  what 
the  nrfginal  award  was. 

It  might  seem  from  what  has  been  said  that  the  classification  of 
cotton  is  an  extremely  uncertain  operation  and  that  the  awards  of 
arbitrators  are  little  more  than  guesswork.  While,  as  repeatedly 
stated,  many  of  the  difficulties  of  classification  are  inherent,  it  should 
be  borne  in  mind  that  the  principal  difficulties  occur  in  the  case  of 
cotton  of  very  low  grade,  and  of  irregular  cotton,  and  that  a  very 
large  part  of  the  crop  consists  of  regular  grades  which  are  suscep- 
tible of  substantial  accuracy  in  classification,  particularly  in  view  of 
the  fact  that  certain  characteristics,  such  as  length  of  staple,  do  not 
ordinarily  receive  consideration  in  the  classification  of  cotton  for 
contract  delivery. 

If,  as  above  suggested,  practically  the  only  guaranty  that  the  de- 
cision on  appeal  or  reclassification  will  be  more  accurate  than  the 
original  decision  rests  in  the  larger  number  of  men  who  take  part,  the 
presence  of  all  the  members  of  the  classification  committee,  including 
those  who  originally  classed  the  cotton,  would  apparently  best  assure 
correctness  in  the  final  decision.  It  is  also  desirable  that  appeals 
in  New  Orleans  be  submitted  to  a  larger  board  of  arbitrators  than 
that  which  makes  the  original  award. 

Much  of  the  objection  to  the  practice  of  allowing  appeals  and  re- 
classifications at  New  York  to  be  determined  within  the  classification 

<*  Italics  by  the  Bureau. 
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committee  itself  undoubtedly  rests,  as  already  stated,  on  the  assump- 
tion that  considerations  of  good-fellowship  and  esprit  de  corps  will 
operate  to  prevent  free  criticism  or  modification  of  the  decisions  of 
the  original  classers.  A  member  of  the  classification  committee  of 
the  New  York  Cotton  Exchange,  when  questioned  on  this  point, 
stated  emphatically  that  this  objection  had  no  force  whatever;  that 
the  members  of  the  committee  felt  absolutely  free  to  diflFer  from  one 
another  and  to  criticise  one  another's  awards.  The  statement  of 
another  member  of  the  committee  on  this  point  was  as  follows: 

Q.  Do  you  think  that  such  considerations  as  esprit  de  corps 
handicap  members  of  the  committee  in  the  work  of  reclassifica- 
tion ? — A.  Not  at  all ;  no.  We  are  cotton  men.  We  protect  our 
own  ideas  of  the  grade  of  cotton,  and  we  will  fight  for  them. 
That  all  ends  right  there.  We  will  wrangle  over  the  cotton, 
because  each  man  thinks  he  is  right.  We  have  each  an  idea,  and 
we  will  bring  in  a  third  man,  and  he  must  settle  that  thing 
according  to  the  law  and  the  rules  of  this  exchange  as  to  the 
gi'ade  of  that  bale  or  lot  of  cotton.  Esprit  de  corps  doesn't  enter 
at  all.     When  that  cotton  is  classed,  esprit  de  corps  stays  outside. 

Q.  You  haven't  hesitated  in  reclassifications  on  account  of  the 
possibility  of  hurting  some  other  member's  feelings? — A.  Not  a 
bit.  *  *  *  I  am  not  infallible.  Neither  is  any  other  member 
of  the  committee.     Not  at  all. 

Members  of  the  committee  were  also  emphatic,  as  already  shown,** 
in  assertions  that  they  were  in  no  way  affected  in  reclassifications  by 
the  consideration  of  protecting  the  inspection  fund.  While  it  seems 
probable  that  in  case  the  inspection  fund  was  nearly  exhausted  the 
committee  would  be  more  or  less  influenced,  even  though  uncon- 
sciously, against  any  radical  lowering  of  the  grade  of  cotton  on 
reclassification,  because  of  the  consequent  drain  on  the  fund,  prac- 
tically this  objection  has  less  force  than  might  appear,  owing  to  the 
fact  that  this  fund  has  now  reached  liberal  proportions.  In  any 
event,  this  consideration  of  protecting  the  inspection  fund  logically 
would  have  as  mucji  weight  with  a  permanent  appeal  committee  as 
with  the  present  classification  committee.  This  consideration  would 
be  absent  only  in  case  reclassifications  rested  with  arbitrators  not 
dependent  on  the  exchange  for  compensation.  This,  in  fact,  was  pre- 
cisely the  system  in  force  prior  to  the  adoption  of  the  present  practice, 
and,  as  shown,  was  distinctly  unsatisfactory. 

Suggested  modification  of  New  York  method. — In  view  of  the 
dissatisfaction  over  arbitrations  in  New  Orleans  and  Liverpool,  and 
in  view  of  the  advantages  of  submitting  appeals  to  a  larger  body  of 
classers  than  that  which  made  the  original  examination,  the  Bureau 
finds  little  objection  to  the  New  York  practice  of  referring  such 
appeals  to  the  classification  committee  as  a  whole,  including  those 

<»  See  pages  54-56. 
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ho  origins iiy  classed  the  cotton.     Furthermore,  it  appears  desirable 

it  not  only  appeals,  as  they  are  ttH.'hnieally  defined  at  New  York, 

i  reclassifications  as  well,  should  be  thun  referred  to  the  entire 

mberyhip  of  the  classification  comniittee.     At   present  the  only 

bability  that  on  in^classification  the  grading  will  be  more  accurate 

l  on  the  original  classification  lies  in  the  fact  that  the  veiy  chal- 

ig  of  the  original  clat^sification  may  be  expected  to  result  in 

er  care.     It  would  seem  that*  in  order  that  the  reclassification 

^id  be  recognized  as  distinctly  more  authoritative  than  the  original 

lin|^,  it  should  be  made  by  a  hirger  body  of  men ;  tliat  is,  by  the 

[iiire  membership  of  the  committee.    It  is  possible^  however,  that, 

ile  pernntting  those  meml>ers  of  the  committee  who  conducted 

t  original   examination   U*  be   present,   it    might  be  desirable  to 

lude  them  from  the  privilege  of  voting, 

t  will  be  recalled  that  the  certificates  issued  by  the  inspection 

Lireau  of  the  New  York  Cotton  Excliange  liold  good  for  only  one 

ar,  at  the  expiration  of  which  period  the  cotton  is  reclassed.     It 

^ears  desirable,  however,  that  on  such  routine  reclassifications,  as 

may  be  called,  as  well  as  in  the  case  of  ret^laRsiilcations  demanded 

ai>me  party  dissati^ified  with  the  pi^evious  grading,  the  cotton  be 

emitted  to  the  entire  classification  committee  and  not  merely  to 

two  members. 

Section  4.  Proposal  that  working  types  be  constantly  employed  in  classing. 

The  fourth  suggestion  regarding  improvements  in  methods  of 
classification,  above  mentioned,  is  that  the  working  types  should  be 
constantly  consulted  by  the  classers  in  their  work.  This  suggestion 
applies  both  to  New  York  and  to  New  Orleans.  In  both  markets 
classers  very  frequently  grade  cotton  without  actually  comparing  it 
with  the  w  orking  types.  The  suggestion  that  they  should  do  so  in  all 
cases  is,  however,  considered  by  many  cotton  men  to  be  lacking  in 
force.  It  is  contended  that  such  a  rule  is  unnecessary  where  the  class- 
ers are  really  experts.  The  inspector  in  chief  of  the  New  York  Cot- 
ton Exchange  in  this  connection  said : 

The  whole  thing  is  a  matter  of  eye.  Hardly  any  committee 
uses  the  type  except  in  case  of  dispute.  I  do  not  have  to  use  types 
any  more  than  I  have  to  use  the  alphabet  when  I  read. 

On  the  other  hand,  precisely  because  the  classification  of  cotton  de- 
pends so  much  upon  the  eye  and  upon  the  judgment  of  the  individual 
classer,  and  furthermore  because  the  opinion  of  the  classer  may 
be  so  easily  aflFected  by  conditions  of  weather  or  light,  or  by  other 
circumstances,  it  is  contended  by  many  that  classers  should  con- 
stantly, or  at  least  very  frequently,  refer  to  the  working  types.  This 
contention  appears  to  be  well  founded.  The  gradations  of  class  in 
the  successive  types  are  so  slight  that  it  is  almost  inconceivable  that 
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any  classer,  however  expert,  could  possibly  carry  in  his  mind  an 
absolutely  accurate  idea  of  each  grade  and  half  grade.  This  is  es- 
pecially true  in  the  case  of  the  lower  grades  of  cotton.  With  the 
grades  of  middling  and  above,  as  already  stated,  the  work  of  classi- 
fication is  much  simpler.  It  is  difficult  to  see  where  any  harm  could 
possibly  result  from  a  rule  compelling  the  classers  of  cotton  in  any 
market  always  to  have  before  them  in  plain  view  the  working  types. 
Constant  reference  to  such  types  cQuld  hardly  fail  to  raise  the  stand- 
ard of  skill  of  classers.  The  advantage  would  be  especially  important 
in  those  markets  which,  like  New  Orleans,  do  not  maintain  a  perma- 
nent classification  board,  as  such  a  practice  would  undoubtedly  tend 
to  harmonize  the  classifications  of  arbitrators  chosen  from  the  mis- 
cellaneous membership  of  the  exchange. 

In  this  connection  it  is  urged  that  the  New  York  Cotton  Exchange 
should  establish  standards  for  the  half  grades  in  white  cotton  and 
not  merely  for  the  full  grades,  as  at  present.  This  point  seems  well 
taken.  The  failure  to  establish  standards  or  working  types  for  such 
half  grades  obviously  leaves  a  great  deal  to  the  judgment  of  the 
classer.  In  the  New  Orleans  market,  working  types  are  established 
for  the  half  grades  in  white  cotton  as  well  as  for  the  full  grades.  On 
the  other  hand,  in  New  Orleans  the  spot-quotation  committee  does  not 
quote  prices  for  such  half  grades,  but  the  differences  for  them  are 
established  halfway  between  the  differences  for  the  two  adjacent  full 
grades.  A  more  satisfactory  method  of  determining  contract  values 
of  half  grades,  and  one  more  in  keeping  with  the  commercial-differ- 
ence system,  is  the  quotation  of  half  grades  by  the  spot-quotation 
committee. 

Section  5.  Desirability  of  identifying  individual  bales  of  cotton  at  New 
York. 

Another,  and  a  very  important,  change  suggested  in  the  present 
method  of  certificating  cotton  at  New  York  is  one  providing  for  the 
identification  of  every  bale  in  the  New  York  stock.  It  has  already 
been  explained  that  in  the  New  York  market  at  the  present  time 
certificates  are  issued  covering  lots  of  cotton  comprising  several  bales 
each.  The  average  number  of  bales  per  lot  has  been  about  ten,  but 
there  is  no  uniformity  in  this  respect.  Many  lots  contain  only  a 
single  bale  each,  while  others  contain  100  bales  or  more.  While  the 
certificates  for  such  lots  specify  the  number  of  bales  of  each  par- 
ticular grade  in  the  lot,  no  attempt  is  made  to  indicate  which  bales  are 
of  a  given  grade.  In  other  words,  the  individual  bale  is  not  desig- 
nated or  marked  in  such  a  way  that  the  grade  assigned  to  it  can  be 
ascertained  from  examination  of  the  certificate.  This  practice  is  of 
particular  importance  because  very  low  or  undesirable  grades  of 
cotton  are  frequently  included  in  the  same  lot  witK  b^i^^  ^^'^^^^ 
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ft  \H  a  very  serious  inconvenience  to  purchasers  of  cotton  on  con- 
,ract^  since  there  is  no  way  of  determining  which  bales  ar-e  of  niiy 
)a  rt  icu  la  r  gr a  de  except  by  a  p  hy  sica  1  e  xa  m  in  a  t  ion  o  f  t  h  e  cot  t  on ,     Th  i  s 
often  involves  much  trouble  and  labor  in  getting  bales  out  of  ware- 
houses and  re-storing  those  bales  which  the  buyer  does  not  care  to 
ship  out  at  the  moment,  while  the  bales  left  in  store  munt  be  recer- 
ificated  bt^fore  they  can  be  delivered  on  contract;  tliis  involves  con- 
dersble  expense.    In  fact,  this  failui^e  to  identify  individual  bales 
if  ct»tttm  is  regarded  by  some  as  i-esjxjnsible  in  no  small  measure 
tOr  the  dissatisfaction  over  the  New  York  methotls  of  clussification. 
There  can  be  no  possible  doubt  that  tlie  identification  of  every  bale 
of  cotton  in  the  New  York  certificated  stock  would  be  a  great  ad- 
vantage to  receivers  of  cotton  on  contract,  since  it  would  enable  them, 
in  large  measure,  to  select  from  a  mere  examination  of  the  grade 
certificates  themselves,  instead  of  by  the  expensive  process  of  sam- 
pling the  actual  bales,  such  cotton  as  was  desired  for  any  particular 
shipment,  leaving  the  balance  undisturbed  in  the  warehouse.     An 
advocate  of  a  system  for  identifying  individual  bales  said: 

The  third  essential  to  a  perfect  system  of  contract  trading  is 
a  separate  classification  and  identification  of  each  particular 
bale  of  cotton.  To  the  best  of  my  knowledge  this  practice  al- 
ready prevails  in  many  of  the  southern  markets.  *  *  *  It  is 
a  usage  which  would  be  entirely  practicable  to  enforce.  •*  *  * 
There  are  many  methods  of  applying  it  that  are  practicable. 
The  one  that  occurs  to  me  offhand  is  the  tag  system,  numbered 
tags  being  used,  with  two  coupons  attached,  each  bearing  identi- 
cal numbers,  these  coupons  to  be  torn  off  and  one  of  them  put 
in  the  original  and  one  in  the  duplicate  sample.  The  samples 
themselves  could  then  be  inclosed  in  small  cardboard  cartons,  and 
some  pasteboard  or  wooden  boxes  devised  that  would  hold,  say, 
a  hundred  of  these  cartons,  so  that  samples  of  the  cotton  could  be 
transferred  from  place  to  place  without  being  subject  to  the  dam- 
age or  deterioration  which  at  present  occurs  as  a  result  of  the 
poor  paper  in  which  they  are  inclosed,  and  the  loss  of  these 
papers.  Moreover,  a  man  receiving  under  this  proposed  system 
any  considerable  quantity  of  cotton — say,  10,000  or  20,000  bales — 
could,  if  the  cotton  were  delivered  to  him  in  mixed  lots,  easily 
re-allocate  (if  I  may  use  the  word)  and  segregate  the  various 
grades  into  even-running  lots,  having  due  reference  to  their 
cleanliness,  staple,  and  grade,  and  in  such  even-running  lots 
much  more  readily  sell  them  to  spinners  than  he  can  under  the 
present  system.  Finally,  the  warehousing  of  cotton  would  be 
much  simplified,  for  if  the  bales  of  cotton  were  tagged  or  num- 
bered in  numerical  sequence  and  the  location  of  each  sequence  of 
10  or  100  bales  properly  indexed  in  the  warehouse  it  would  be 
much  easier  for  the  warehouseman  to  turn  out  a  given  bale  or  a 
given  series  of  bales  than  it  is  for  him  at  present,  w^hen  under  the 
system  in  vogue  he  has  practically  and  physically  to  search  the 
warehouse  for  cotton  indistinguishably  marked  on  the  jute  bag- 
ging by  marks  which,  in  the  course  of  a  very  few  months,  some- 
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times,  have  been  entirely  effaced  or  have  evaporated,  the  result 
being  that  there  is  much  cotton  in  the  warehouses  in  New  York 
that  is  practically  unidentifiable. 

Objections  advanced  against  such  identification. — This  plan  for 
identifying  individual  bales  is,  however,  pronounced  by  many  mem- 
bers of  the  New  York  Cotton  Exchange  utterly  impracticable.  A 
special  objection  advanced  against  the  plan  is  that  the  expense  of 
warehousing  cotton  in  such  a  way  that  individual  bales  could  be  read- 
ily located  would  be  absolutely  prohibitive  in  New  York,  where  land 
is,  of  course,  extremely  valuable  and  where  wages  and  other  warehous- 
ing costs  are  high.  The  irregularity  with  which  cotton  is  brought  to 
the  New  York  market,  as  a  result  of  which  consignments  often  ar- 
rive there  in  piecemeal  lots,  is  urged  as  a  further  objection  to  any  such 
attempt  to  identify  individual  bales.  A  member  of  the  New  York 
Cotton  Exchange  said  in  this  connection : 

It  could  be  done,  but  you  know  we  have  to  deal  with  certain 
conditions  here  in  the  city  of  New  York.  Unfortunately,  our 
wharf  property  is  extremely  valuable.  And  we  have  to  deal  with 
two  or  three  warehousemen  only,  and  we  must  make  the  laws  so 
that  they  will  suit  the  warehousemen  also.  If  you  were  to  tag  a 
bale,  it  would  have  to  be  stored  in  such  a  way  that  the  tag  would 
stand  out,  and  so  that  the  tag  is  not  torn  off  again  afterwards; 
and  that  re(][uires  a  ^eat  deal  of  care  and  large  warehouse  room. 
It  is  simply  impracticable.     It  can  be  done,  but  it  is  impracticable. 

Another  member  of  the  exchange  extensively  engaged  in  the  spot- 
cotton  business  said : 

It  would  be  very  expensive  to  get  from  the  warehouse  1  bale 
or  3  bales  out  of  a  10-bale  lot,  while  it  would  not  be  to  get  the 
full  10  bales  out ;  that  is,  from  the  warehousing  point  of  view. 
It  would  also  leave  a  gap  open  for  the  changing  of  these  certifi- 
cates (taking  the  bales  out  of  the  lots  would  necessitate  chang- 
ing the   certificates).     It   would   complicate   the   system   very 

materially. 

♦  «  «  «  ♦  *  ♦ 

The  cotton  business  in  New  York  is  a  mere  bagatelle  as  com- 
pared to  the  stock  business,  and  there  are  a  great  many  banks  in 
New  York  that  will  not  be  bothered  with  cotton  business.  It  is 
so  small  that  they  do  not  cater  to  it  at  all  and  do  not  care  for  it, 
so  that  the  merchants  of  New  York  who  borrow  money  and  carry 
cotton  in  the  city  try  to  make  it  as  convenient  as  possible  for  the 
banks  to  do  the  business;  and  the  individual  receipts  for  cotton 
would  make  it  very  much  more  difficult  for  the  banks  to  look 
after  the  business  than  it  is  at  the  present  time. 

Evidence  that  identification  of  bales  is  entirely  practicable. — 
On  the  other  hand,  a  member  of  the  New  York  Cotton  Exchange 
who  had  had  long  experience  in  the  warehouse  business  declared  em- 
phatically that  it  was  a  simple  thing  for  a  warehouseman  to  identify 
every  bale  of  cotton  in  his  stock  by  individual  number^    "L\,  'Si^sxsNs. 
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vTitain  that  the  objections  to  a  sy.stem  of  identifying  in- 
£    bales  in  the  New  York  stock  hare  been  exaggerated.    Such 

location  in  a  common  practice  in  southern  market:^;  and,  while 
itiouse  expenses  are  imdonbledly  higher  at  New  York  than  at 
southern  points,  the  additional  expense  which  would  result  from 
ification  of  every  bale  ^Yould  Ix*  in  part  offset,     B"or  instance, 
V  the  present  system  a  cotton  nierclumt  who  desires  only  3  or  4 
out  of  a  lot  of  30  may  be  compelled  to  tear  down  the  whole  lot 
^  warehouse  in  order  to  dctcnnine  which  those  3  or  4  are; 
eaSj  if  every  bale  were  gi\*en   a  distinctive  number,  it  seems 
jble  that,   although    the  separation   of   those    individual   balers 
frequently  necessitate  the  tearing  down  of  others,  in  many 
I      duch   reluindling  would  Ijte  lessened  because  the  bales  desired 
la  be  '*  spotted  "  in  the  tier  before  any  attempt  was  made  to  re- 
ive them,    Furthennoi"e,  it  may  l>e  noted  that  the  identification  of 
ividual  bales  has  been  pronounced  practicable  and  recommended 
twn  committees  of  the  Jfew  York  Cotton  Exchange^  as  will  appear 
!  following  excerpt  from  the  report  of  a  special  committee 
?d  in  H>07  to  consider  the  handling  of  cotton  at  the  dock: 

I  committee  appointed  June  11,  1905,  by  the  previous  >3oard, 
ijjnke  suggestions  as  to  harmonising  any  conflicting  by-laws 
.«.id  rules  governing  the  delivery  of  cotton  on  contract,  and  to 
make  any  suggestions  that  mny  stviu  tit  in  regard  to  the  chis- 
sification  bureau,  etc.,  made  a  report  about  April  29,  which  is 
now  in  the  hands  of  the  committee  on  by-laws  and  rules.  Your 
committee  took  the  liberty  to  study  this  report,  and  one  of  the 
suggestions  seems  so  valuable  that  they  wish  to  present  and  rec- 
ommend its  adoption  by  the  present  board. 

The  inspector  in  chief  iniorms  us  that  a  great  deal  of  time 
is  lost  and  extra  expense  incurred  in  picking  out  of  the.  lots  the 
bales  passed  by  the  assistant  inspectors  on  the  dock  but  rejected 
by  the  classification  committee.  The  only  way  to  find  these  bales 
is  to  resample  the  w^hole  lot  by  numbers  and  then  pick  them  out 
of  the  samples.  This  requirement — to  resample  a  whole  lot  to 
pick  out  perhaps  2  or  3  rejected  bales — has  given  a  great  deal  of 
trouble,  several  deliverers  of  cotton  refusing  to  give  the  resam- 
pling order,  claiming  that  the  cotton  had  passed  out  of  their 
possession. 

It  is  clear  that  if  the  exact  bales  rejected  could  be  identified 
and  removed  from  the  lot,  it  would  be  a  great  benefit  and  saving 
to  the  deliverer,  the  holder,  and  the  bureau. 

The  following  is  the  suggestion  of  the  former  committee: 

"All  cotton  submitted  for  certification  shall  be  tagged  with 
quadruplicate  numbered  tag  and  weighed  previous  to  sampling 
by  a  duly  licensed  weighmaster,  under  the  supervision  of  an  (as- 
sistant) inspector,  who  shall  keep  a  check  upon  the  weighmaster, 
by  taking  weights  in  the  manner  that  is  customary  in  reweigh- 
ing,  according  to  the  original  marks,  re-marks,  lot  number,  and 
tag  number,  and  the  weight  shall  be  plainly  marked  on  each  bale. 
Returns  of  said  weights  in  accordance  with  the  marks,  lot  nmn- 
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bers,  and  tag  numbers  shall  be  made  in  duplicate  (or  triplicate, 
if  owner  desires),  the  original  of  which  shall  be  sent  by  the 
weighmaster  to  the  office  of  the  inspector  in  chief  for  record,  and 
the  duplicate  and  triplicate  sent  to  the  owner  of  the  cotton. 

"  In  sampling  cotton  submitted  for  certification,  the  sampler 
shall  draw  from  the  low  side  of  each  bale  a  sample  which  shall 
be  broken  into  three  parts  across  the  layer,  not  parted  with  the 
layer,  and  a  coupon  from  the  numbered  tag  on  the  bale  shall  be 
placed  in  each  of  the  three  samples  thus  obtained.  These  three 
samples  shall  be  put  into  separate  papers  according  to  the  lot 
numbers.  These  three  sets  of  samples,  for  the  purpose  of  certifi- 
cation, shall  be  the  only  ones  drawn  subsequent  to  the  weigh- 
ing," etc. 

It  seems  to  your  committee  that  there  would  be  no  great  diffi- 
culty in  devising  such  a  tag  and  how  to  attach  it,  and,  though  it 
might  take  somewhat  longer  to  sample  under  this  system,  the 
greater  accuracy,  the  ability  to  identify  bales,  and  the  saving  of 
so  much  expense,  time,  and  rehandling  of  the  cotton  will  far 
more  than  compensate  for  the  extra  time  it  requires.  But  it  must 
be  borne  in  mind  that  nearly  all  the  cotton  coming  here  is  tightly 
compressed,  and  to  draw  a  sample  from  such  bales  large  enough 
to  be  broken  into  three  is  very  difficult,  if  not  impossible.  To  put 
such  a  plan  into  successful  working  order  here  will  require  a  good 
deal  of  care  and  consultation  with  the  inspector  in  chief  so  as  not 
to  hamper  needlessly  the  efficient  working  of  the  inspection 
bureau. 

One  objection  urged  against  the  plan  is  that  it  would  require  a 
separate  lot  number  and  a  separate  grade  certificate  for  every  indi- 
vidual bale.  This  does  not  necessarily  follow.  For  instance,  there 
appears  to  be  no  good  reason  why  a  general  lot  number  could  not  be 
given,  as  at  present,  to  any  given  number  of  bales  inspected  at  one 
time,  and  then  the  individual  bales  be  distinguished  by  subnumber,  as, 
for  example,  "  ^Y^?"  '« i p^o^  ??  "phe  record  of  the  classification  would 
show  the  grade  of  each  bale  so  numbered,  and  if  the  bales  were  so 
tiered  that  the  numbers  could  be  read  there  is  no  reason  why  a  sep- 
arate lot  number  should  be  given  to  each  bale.  Of  course,  perfect 
results  would  mean  some  increase  in  expense,  as  it  would  be  necessary 
to  leave  spaces  for  workmen  to  pass  between  the  tiers  for  the  purpose 
of  reading  the  bale  numbers  and  of  tearing  down  the  cotton.  At  the 
same  time,  the  cotton  has  to  be  taken  down  sooner  or  later;  and,  even 
without  such  improvement  in  the  method  of  tiering  and  storing,  it 
would  seem  that  such  numbering  of  individual  bales  would  result  in 
an  advantage  which  would  largely  oflFset  any  increase  in  expense. 
In  the  opinion  of  some  the  failure  to  identify  individual  bales  at 
New  York  has  been  deliberately  intended  to  hinder  purchasers  of 
contracts  from  taking  up  cotton  thereon.  This  charge  can  not  be 
proved,  but,  in  any  event,  the  present  method  is  objectionable  and 
undoubtedly  operates  to  the  great  disadvantage  of  receivers  of  cotton 
on  contract. 
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Section  6*  Proposal  that  each  certificated  lot  at  New  York  be  even  nin- 
ning  as  to  gfrade. 

A  matter  which,  in  the  opinion  of  some,  is  even  more  iniportant 
than  the  identification  of  individual  bales,  and  which,  if  it  could 
be  brought  about,  would  make  such  identification  more,  or  less  un- 
necessary, is  tlie  adoption  of  a  provision  by  which  any  single  grade 
ificate  shall  cover  only  bales  of  a  single  grade  or  a  single  half 

ude  of  cotton.  The  adoption  of  such  a  rule,  it  is  argued,  would 
jo  far  to  overcome  the  very  general  dissatisfaction  over  New  York 
*aethods  of  certification  and  would  prove  a  very  great  advantage  not 
only  to  cotton  mercliants  but  to  spinners.  The  argument  is,  in  sub- 
stance* that  the  tender  of  a  number  of  miscellaneous  grades  on  con- 
tract, provided  the  differences  are  proper  and  the  grading  accurate,  is 
not  a  serious  disadvantage  to  the  receiver  if  there  is  some  ready 
"means  of  -separating  the  bales  which  he  desires  to  use  at  a  given 
time  and  for  a  given  purpose — as,  for  example,  for  shipment  to  a 
tiner — from  the  undesired  bales*  Under  the  present  system  un- 
ueaired  bales  are  likely  to  be  in  the  same  lot  with  desired  bales  and 
can  be  separated  only  by  breaking  the  lots,  in  which  case  the  bales 
not  desiiTd  for  shipment  at  the  moment  are  not  a  good  delivery  on 
exchange  contracts  unless  they  are  recertifieated.  This  pi^ocess  means 
an  expense  of  from  25  to  50  cents  or  more  a  bale  upon  the  recertifi- 
cated  bales.  A  contract  delivery  at  New  York  on  the  average  con- 
tains about  10  lots.  If  a  majority  of  these  lots  contain  several 
grades  each,  the  trouble  and  expense  of  separating  the  desired  from 
the  undesired  bales  would  ordinarily  be  so  great  that  only  a  cotton 
merchant  doing  an  extensive  business  could  aflFord  to  undertake  it. 
That  lots  very  frequently  do  contain  such  a  mixture  of  grades  is 
certain.  Opposite  this  page  is  a  copy  of  a  grade  certificate,  showing 
such  mixture  of  grades,  which  is  representative  of  many,  though  not 
fairly  representative  of  all. 

The  table  on  pages  110  and  111  show^s  the  composition  of  consecutive 
lots  of  cotton  as  certificated  in  New  York  in  December,  1902,  and  in 
August,  1907.  In  this  table  each  line  represents  a  separate  lot.  The 
lots  certificated  in  December,  1902,  probably  show  a  rather  greater 
mixture  of  grades  than  the  average,  while  those  for  August,  1907,  are 
probably  considerably  better  than  the  general  average,  owing  partly 
to  the  fact  that  comparatively  little  cotton  was  certificated  in  that 
month,  but  more  particularly  to  the  fact  that  these  certifications  oc- 
curred after  the  inspection  bureau  had  been  reorganized  (see  p.  57) 
and  when  special  effort  was  being  made  to  prevent  the  mixture  of 
widely  separated  grades  in  the  same  lot. 

It  will  be  seen  that  in  December,  1902,  single  lots  often  embraced 
a  wide  range  of  grades,  and  that  tinged  or  stained  cotton  was  not 
infrequent\j  included  in  the  same  lot  with  white  cotton  of  distinctly 
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high  grade.  In  the  case  of  certifications  in  August,  1907,  the  range 
was  narrower,  but  the  lots  were  by  no  means  even  running. 

It  is  argued  that  if  only  one  grade  or  half  grade  were  covered  by  a 
single  certificate  it  would  be  largely  immaterial  to  cotton  mer- 
chants how  many  grades  were  received  in  any  one  contract  delivery, 
since  by  merely  glancing  over  the  grade  certificates  the  receiver  could 
at  once  select  those  bales  which  he  desired  for  immediate  use  and  re- 
tender  the  remainder  on  contract.  The  receiver  could,  it  is  argued, 
simply  give  instructions  to  his  men  at  the  warehouse  to  take  out  cer- 
tain complete  lots.  Since  the  remaining  lots  would  be  unbroken, 
there  would  be  no  necessity  for  reclassing  them  and  consequently  they 
would  be  a  good  delivery  on  exchange  contracts  without  further  ex- 
pense. 

There  can  be  no  possible  question  that  the  adoption  of  a  plan  which 
would  thus  prevent  the  mixture  of  grades  in  single  certificate  lots 
would,  if  practicable,  be  a  very  pronounced  improvement  over  the 
present  New  York  system.  There  are,  however,  some  very  serious 
practical  difficulties  in  the  way  of  such  a  departure  from  present 
methods.  Probably  the  most  important  of  these  is  the  inefficiency  of 
the  inspectors  at  the  dock,  with  whom  the  responsibility  for  making 
up  the  lots  really  rests,  to  class  cotton  into  even-running  grades  or 
half  grades  with  anything  approaching  accuracy,  or  their  inability 
to  do  so  as  the  result  of  conditions  under  which  they  are  compelled  to 
work.  As  shown  in  Chapter  II  of  Part  I,  the  lot  is  made  up  immedi- 
ately after  drawing  the  samples.  Before  these  samples  are  passed  on 
by  the  classification  committee  the  cotton  ordinarily  has  gone  into  the 
warehouse.  To  go  through  the  warehouses  after  the  cotton  has  once 
been  stored  and  to  reconstruct  lots  in  accordance  with  the  grading 
given  the  cotton  by  the  classification  committee  would  be  wholly  im- 
practicable. 

Suggestion  that  samples  be  classed  at  the  bale. — To  meet  this 
difficulty  it  has  been  suggested  that,  while  retaining  the  certificate 
system,  the  classing  of  samples  intended  for  contract  delivery  at 
New  York  be  performed  at  the  bale  immediately  on  the  drawing  of 
the  samples  instead  of  in  the  rooms  of  the  classification  committee, 
as  at  present. 

A  member  of  the  New  York  Cotton  Exchange,  who  advocates  a 
return  to  the  practice  of  classing  cotton  at  the  bale,  said : 

They  say  that  can  not  be  done,  but  it  is  done  in  New  Orleans,** 
in  Memphis,  in  Augusta,  and  in  Houston,  and  it  is  done  in  all 
the  great  cotton  markets  of  the  South — cotton  is  classed  right 
at  the  bale.     If  the  cotton  was  classed  at  the  bale  here,  it  would 

<»  This  is  incorrect  Cotton  is  examined  at  the  bale  by  the  deliverer  and  the 
receiver,  but  the  arbitration  is  conducted  In  the  arbitration  rooms  of  the 
exchange  after  the  samples  have  been  opened  up  and  exposed  to  t\i<&  %.V&% 
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113  COTTON    EXCHANGES CLASSIFICATION    OF    COTTON. 

probably  entail  moro  i^^^ork  than  under  the  prt*sent  system,  but 
you  could  have  each  grade  in  a  certificate  by  itself,  ^ow, 
the  advantage  of  that  would  be  that  if  a  man  took  up  10,000  or 
20,000  bale>  on  contract,  and  out  of  that  lot  wanted  to  ship  a 
thousand  bales  of  strict  middling  to  a  spinner,  he  could  ship 
that  cotton  out  without  putting  him  to  the  enormous  expense 
of  recertificattng  the  cotton  that  dfK*s  not  go  as  strict  middling- 
That  would  be  u  distinct  improvement  in  our  contract. 

This  sug^i^tion  that  cotton  be  claftsed  at  the  bale  at  the  time  samples 
are  drawn  is  pronounced  impractical  by  many  who  defend  the  in- 
spection system  of  the  Xew  York  Cotton  Exchange,  It  is  argiied 
that  if  cotton  is  classed  at  the  bale  it  muM  l>e  classed  as  it  is  brought 
in  by  rail  or  water,  regardless  of  vailing  conditions  of  light  or 
went  her,  stress  of  work,  or  numerous  other  factors,  any  one  of  which 
might  a  fleet  the  accuracy  of  the  classification.  In  defense  of  the 
present  system  it  is  urged  that  samples  of  cotton  are  graded  only 
under  the  best  conditions  obtainable;  that  the  work  of  classing  is 
intrusted  to  ex|5erts  receiving  liberal  salaries^  who  ai^  not  overworked, 
and  who»  in  fact,  do  not  attempt  to  class  cotton  unless  weather  condi- 
tions are  favorable. 

It  has  !>een  urged  that  the  cotton  exchange  should  employ  a  better 
class  of  labor  for  the  work  of  preliminary  inspection.  In  this  <^n- 
nection  the  spot-cotton  representative  of  a  New  York  house  said : 

Increase  the  standard  of  the  men  on  the  dock.  For  all  prac- 
tical purposes  men  can  be  secured  to  grade  cotton  on  the  dock,  but 
they  of  course  ought  to  be  supervised  and  overlooked  by  some- 
body else.  AVhen  it  comes  to  the  final  detail,  the  grading  ought 
to  be  subject  to  the  graders  inside.  For  years  and  years  before 
this  system  was  established  the  men  on  the  dock  handled  the  cot- 
ton just  as  satisfactorily.  They  do  it  in  the  South  to-day.  They 
send  a  man  out  and  he  ships  it  from  the  field,  or  wherever  it 
is.  I  have  always  held  that  the  men  on  the  dock  could  be  as  com- 
petent as  the  men  inside,  but  you  can  not  get  them  for  $18  or 
$20  a  week.    There  is  where  the  trouble  is. 

In  reiDly.;  members  of  the  classification  committee  contended  that 
even  well-paid  experts  could  not  class  cotton  accurately  at  the  dock. 
One  of  the  great  advantages  urged  in  favor  of  the  New  York  sys- 
tem is  that  the  room  where  the  actual  work  of  classification  is  per- 
formed has  been  selected  with  a  special  view  to  obtaining  an  even 
light.  Moreover,  before  samples  of  cotton  are  sent  to  the  classification 
room  they  are  supposed  to  be  opened  up  for  tw^enty-four  hours  in  the 
sample  rooms  of  the  inspection  bureau.  Such  a  provision  for  opening 
up  samples  is  considered  very  desirable,  and  it  is  contended  that  if  the 
work  of  classification  were  performed  at  the  bale,  immediately  after 
drawing  the  samples  and  before  they  could  be  thus  opened  up,  serious 
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errors  might  easily  result.    The  inspector  in  chief  of  the  New  York 
Cotton  Exchange  said  on  this  point : 

Cotton  drawn  from  the  bale,  more  especially  if  the  bale  is 
damp,  assumes  a  dark-gray  color,  and  it  is  a  universal  law  of  the 
United  States,  and  even  of  Europe,  that  cotton  shall  have  a  cer- 
tain amount  of  airing  before  any  grade  is  arrived  at.  *  *  * 
You  can  not  find  light  sand  in  a  newly  sampled  bale ;  the  damp- 
ness holds  it. 

There  can  be  no  question  that  the  preliminary  grading  by  the  sub- 
inspectors  at  the  dock  in  New  York  is  extremely  unreliable.  The  in- 
spector in  chief  of  the  inspection  bureau  stated  that  the  classification 
committee  paid  no  attention  whatever  to  the  grades  given  cotton  by 
the  subinspectors,  whose  object  was  mainly  to  place  cotton  into  lots 
which  should  consist,  so  far  as  possible,  of  fairly  homogeneous  grades. 
He  stated  that  even  this  was  very  imperfectly  accomplished.  This 
was  due  in  many  cases  to  lack  of  ability  and  skill  on  the  part  of  the 
subinspectors,  but  in  other  cases  was  due  to  the  unsatisfactory  light 
under  which  they  were  compelled  at  times  to  class. 

It  seems  hardly  probable,  therefore,  that  cotton  can  be  so  classed 
at  the  docks  as  to  prevent  some  mixture  of  grades  within  a  given 
certificated  lot  without  issuing  a  certificate  for  every  individual  bale. 
Since  the  reorganization  of  the  inspection  bureau,  in  1907,  eflForts 
have  been  made,  according  to  the  inspector  in  chief,  to  bring  about 
greater  uniformity  in  the  cotton  in  each  lot,  and  in  order  to  accom- 
plish this  the  practice  has  been  adopted  of  making  smaller  lots 
instead  of  including  a  large  number  of  bales  in  one  lot.  The  sug- 
gestion of  a  certificate  for  each  individual  bale  is  not,  however,  gen- 
erally favored. 

Unless,  therefore,  some  means  of  still  further  improving  the 
quality  of  the  work  performed  by  assistant  inspectors  at  the  dock 
can  be  devised,  the  most  practical  means  of  facilitating  the  segrega- 
tion of  contract  cotton  by  the  receiver  appears  to  be  the  identification 
of  individual  bales  within  the  established  lots.  Such  identification 
of  bales  would  also  meet  the  objection  very  frequently  advanced 
against  the  New  York  method  of  certification,  that  when  a  grade 
certificate  has  been  broken  for  the  purpose  of  taking  out  certain 
bales  of  cotton  the  remaining  bales  can  be  recertificated  only  by 
submitting  them  for  reclassification,  with  consequent  expense.  If 
each  bale  were  identified  as  to  grade,  there  would  be  no  occasion  for 
such  reclassification.  The  identification  of  individual  bales  is,  there- 
fore, exceedingly  desirable.  In  addition,  of  course,  there  should  be 
an  improvement,  as  far  as  possible,  in  the  grouping  of  cotton  by 
assistant  inspectors  at  the  dock,  so  that  the  cotton  placed  in  any  given 
lot  shall  be  restricted  more  nearly  than  at  present  to  a  single  grade 
or  half  grade. 

45156—08 8 
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Section  7.  Proposed  chaage  in  classification  of  irregular  cotton  at  ITew 
York, 

Anotli{»r  proposed  ehangie,  and  one  of  considerable  importance,  is 
that  the  value  of  tinged  and  stained  and  other  irreg^ilar  cotton  sub- 
mitted for  contract  dt*livery  in  the  New  York  market  \ye  determined 
by  arbitration,  as  in  New  Orleans.  At  the  present  time,  it  will  be  re- 
called, the  New  York  Cotton  Exchange  maintains  arbitrary  .standards 
for  discoloi-ed  cotton  and  also  establishes  arbitnirv  ditFerences  for  such 
arbitrary  types.  The  establishment  of  tixed  differences,  as  shown  iii 
Part  T,  for  the,se  or  even  for  regular  grades  of  cotton  is  altogether 
objectionable.  Even  if  ditl'erences  wei^e  established  in  New  York  as 
often  as  once  a  niontli,  as  suggested  in  Part  I,  it  is  argued  that  they 
should  not  be  established  for  irregular  cotton,  and  that  standards  or 
working  types  for  such  cotton  should  not  be  maintained,  but  that  the 
vahie  of  such  cotton  should  be  determined  in  the  case  of  each  in- 
dividual deliveiy  by  arbitration.  Owing  to  the  fact  that  the  certifi- 
cate system  is  employed  in  New  York,  thin  change  involves  many 
practical  difficulties.  Such  cotton  could  not  readily  be  described  on 
the  grade  certificates,  A  much  more  important  consideration  is  thtit 
deliveries  in  New  York,  In  cases  where  a  part  of  the  tender  consisted 
of  such  irregular  cottons,  could  no  longer  I>e  made  simply  by  the 
transfer  of  grsidc  at  id  warehouse  certifier  sites.  This  suggestion  for 
combining  with  the  certificate  system  a  system  of  arbitration  for  por- 
tions of  deliveries  is  one  of  very  doubtful  practicability.  On  the  other 
hand,  there  can  be  no  possible  question  that  the  establishment  of  ar- 
bitrary types  for  these  irregular  grades  is  open,  under  any  system  of 
differences,  to  very  serious  objection.  If  the  difficulties  of  determining 
the  value  of  such  nondescript  cotton  by  arbitration  can  not  be  over- 
come, the  most  practical  solution  of  the  difficulty  appears  to  be  the 
absolute  exclusion  of  a  still  larger  portion  of  such  irregular  cottons 
from  contract  delivery. 

Section  8.  Proposed  extension  of  New  York  warehousing  and  certificatiiig 
system  to  southern  markets. 

Arguments  in  favor  of  the  plan. — In  order  to  meet  the  diffi- 
culties which  the  New  York  market  encounters  in  its  efforts  to  main- 
tain a  large  and  representative  stock  of  cotton,  some  members  of 
the  New  York  Cotton  Exchange  have  for  years  urged  the  extension 
of  the  New^  York  warehousing  and  certificating  system  to  southern 
markets.  This  plan,  in  brief,  provides  that  warehouses  shall  be 
licensed  in  southern  markets,  under  the  control  of  the  New  York 
Cotton  Exchange,  and  that  cotton  stored  in  such  warehouses  shall  be 
sampled  at  the  warehouse  and  the  samples  sent  to  New  York  to  be 
classed  by  the  inspection  bureau  of  that  exchange.  Such  cotton,  if 
certificated,  would  be  tenderable  on  New  York  contracts  without 
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actually  being  brought  to  New  York,  the  receiver  being  allowed 
to  deduct  from  the  contract  price  the  cost  of  freight  and  other  ship- 
ping expenses  from  the  actual  delivery  point  to  New  York. 

The  main  purpose  of  such  extension  of  the  certificate  system  is  to 
provide  operators  in  the  New  York  market  with  a  larger  supply  of 
cotton  on  which  to  draw  in  fulfillment  of  their  contracts.  The  argu- 
ment is  that  such  extension  of  the  system  would,  in  the  first  place, 
make  corners  or  squeezes  in  New  York  much  more  unlikely,  and 
this  is  one  of  the  principal  grounds  on  which  such  extension  of  the 
system  is  advocated.  A  further  argument  advanced  in  support  of 
the  plan  is  that  the  supply  of  cotton  against  which  New  York  con- 
tracts would  be  sold  would  be  much  more  representative  of  the 
general  character  of  the  crop  instead  of  consisting  of  surplus  grades, 
or  an  extremely  mixed  assortment  of  grades,  as  at  the  present  time. 

This  matter  has  been  the  subject  of  several  reports  by  a  special 
committee  of  the  New  York  Cotton  Exchange.  The  first  report  of 
this  committee  was  made  in  May,  1903.  In  summing  up  the  advan- 
tages of  the  proposed  plan  the  committee  said : 

It  will  gradually  establish  a  uniform  national  grade  of  cotton. 
The  certificate  will  assure  the  buyer  that  the  cotton  is  all  in  the 
warehouse  as  stated,  and  that  the  grade  is  guaranteed.  Recla- 
mations will  be  reduced  to  a  minimum,  especially  for  grade. 
The  planter  or  dealer  can  let  the  cotton  stay  in  the  South  at 
cheap  storage  till  he  sells  to  mills  and  exporters.  Duplicate 
samples  will  enable  the  owner  to  offer  his  certificated  cotton  in 
any  market  or  to  any  buyer.  The  buyer  can  take  and  pay  for 
the  certificate  and  leave  the  cotton  where  it  is  till  he  is  readj 
to  order  it  elsewhere  or  resell  it  on  contract.  The  fact  that  it 
is  stored  cheaply  in  the  South,  and  that  the  buyer  gets  a  full  al- 
lowance for  receiving  it  there,  will  attract  buyers  much  more 
than  if  it  is  stored  in  New  York.  The  owner  can  tell  at  any 
moment  whether  he  can  do  better  by  selling  direct  to  a  spot 
buyer  or  for  future  delivery  (of  the  certificate)  in  New  York. 
The  large  future  market  in  New  York,  its  money  facilities,  and 
it  being  the  issuer  of  the  certificates,  will  make  it  a  large  market 
for  the  sale  of  certificated  cotton  by  sample,  just  as  it  formerly 
was  the  market  for  "  transit  "  cotton. 

In  its  third  report,  issued  in  August,  1904,  the  committee  said : 

The  almost  entire  divorce  of  the  spot  business  from  the  future 
business  in  our  market  has  caused  a  false  and  unfortunate  and 
a  very  hurtful  idea  to  prevail  in  our  exchange,  especially  among 
the  younger  and  more  recent  members.  The  two  kinds  of  busi- 
ness are  considered  as  inimical.  The  buyers  and  the  sellers  of 
futures  are  considered  as  natural  enemies.  The  buyer  is  sup- 
posed to  buy  futures  because  the  cotton  will  not  (we  had  almost 
written  "  can  not ")  be  delivered  to  him ;  and  the  seller  is  sup- 
posed to  sell  because  the  buyer  does  not  want  the  cotton  and 
will  not  call  for  it.  It  is  needless  to  say  that  this  is  reducing 
legitimate  business  and  legitimate  speculation  to  the  basis  <yl 
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fimbling;  it  brings  discredit  on  the  exchange  and  its  memlic^rs* 
he  exchange  mmt  take  the  position  before  the  country  and  the 
law  that  its  contracts  are  genuine  business  and  not  gambling, 
because  they  can  he  fulfil ed  whenever  delivery  is  called  for,  and 
that  every  'precaution  is  taken  to  insure  the  validity  of  the  con- 
tract. 

The  argument  that  the  extension  of  the  system  would  provide  a 
^'-e  representative  assortment  of  grades  for  tender  on  contract  has 
Eidy  Ij^en  indicatetl  in  the  excerpt  from  the  committee's  report 
\n  on  page  255  of  Part  I. 

fENEHAi-  oBJECTioxs  TO  THE  PLAN. — This  proposcd  extension  of  the 

ificate  system  to  include  southern  markets  is  strongly  objected  to 

several  grounds.     A  particular  objection  is  that  the  buyer  of  a 

pview  York  contract  who  desires  to  take  up  cotton  wants  that  cotton 

ivered  to  him  in  the  New  York  market,  whereai^  under  the  proposed 

tern  he  not  only  often  would  not  receive  it  there,  but  would  not 

iow,  at  the  time  he  bought  the  contract,  where  he  would  receive  it 

factor  in  New  Orleans  said  on  this  point: 

A  purchaser  of  contracts  would  not  know  whether  the  cotton 
purchased  by  him  was  in  Alabanui,  Arkansas,  Texas,  or  any  other 
cotton  Stated  He  could  not  tell  how  lon^r  it  Avould  take  him  to  get 
the  cotton  to  either  mill  or  port  for  foreign  shipment.  He  would 
be  at  sea  as  to  stora^  and  insurance  charges.  He  could  sjxx-ify 
no  time  of  deliver)^  if  ordered  out  for  shipment. 

If  a  buyer  buys  either  cotton  contracts  or  cotton  in  New  Orleans, 
he  wants  what  he  purchases  in  that  market,  and  not  a  certificate 
showing  the  grade  and  weight  of  cotton  in  New  Mexico  or  Little 
Kock,  Ark. 

A  leading  exporter  in  the  New  Orleans  market  said,  in  substance : 

I  do  not  think  the  extension  of  the  certificate  system  by  the 
New  York  Cotton  Exchange  is  either  feasible  or  advisable.  The 
deliverer  of  cotton  on  contract  invariably  tries  to  make  the  re- 
ceiving of  cotton  as  difficult  as  possible.  Deliverers  always  try 
to  give  you  Avhat  you  do  not  want.  An  exporter  certainly  would 
not  want  cotton  in  the  interior,  and  he  would  not  wish  to  take 
cotton  from  any  port  that  might  be  named  or  selected  by  the  party 
making  the  delivery.  I  have  certain  facilities  for  handling  cotton 
and  financing  the  same  in  New  Orleans  or  New  York,  but  I  have 
none  in  Galveston.  If,  therefore,  I  were  to  take  cotton  on  con- 
tract and  it  should  be  delivered  to  me  in  Galveston  it  would  place 
me  at  a  great  disadvantag^e.  Or,  to  take  an  extreme  case,  if  it 
were  delivered  to  me,  say,  m  Charleston  in  the  summer  months  it 
would  often  be  absolutely  impossible  to  export  that  cotton  with- 
out reshipping  it  to  another  port.  There  are  sometimes  weeks  and 
maybe  months  w^hen  there  is  not  a  vessel  sailing  from  the  port  of 
Charleston.  If  in  a  time  like  this  I  should  receive  cotton  at  that 
port  I  would  either  be  compelled  to  hold  it  until  a  vessel  was 
available  or  ship  to  some  other  port  by  rail. 

In  answer  to  this  objection  it  is  urged  that  a  great  majority  of 
buyers  of  contracts  in  the  liiew  Xoxk  m^xk^t  do  not  care  to  take  up 


PBOPOSED  EXTENSION   OF   NEW  YORK  CERTIFICATE  SYSTEM.    117 

cotton,  but  are  vitally  interested  in  having  their  contracts  represented 
by  merchantable  cotton.  Even  in  the  case  of  those  buyers  who  would 
prefer  to  take  up  cotton  on  contract,  it  is  argued  that  in  many  cases 
it  would  be  much  more  satisfactory  to  them  to  receive  it  in  some 
southern  market  where  it  could  be  shipped  direct  to  spinners  either 
in  the  South  or  in  New  England,  or  exported,  than  to  receive  it  in 
New  York. 

It  has  further  been  suggested  that,  in  the  case  of  those  purchasers 
of  contracts  who  would  particularly  desire  to  receive  cotton  in  New 
York,  arrangements  might  be  made  by  which,  on  due  notification, 
the  seller  could  be  compelled  to  bring  the  cotton  to  that  market.  This 
suggestion  seems  entitled  to  serious  consideration,  and  its  adoption 
might  go  far  to  overcome  some  of  the  objections  urged  against  the 
plan  of  extending  the  system  as  a  whole.  It  seems  probable  that  only 
a  portion  of  buyers  of  contracts  would  care  to  insist  on  delivery  at 
New  York;  on  the  other  hand,  the  requirement  of  delivery  there  by 
the  buyer  is  entirely  reasonable.  Due  notice  would,  of  course,  have 
to  be  given  the  seller,  and  the  buyer  would  have  to  allow  a  moderate 
premium  for  such  New  York  deliveries. 

In  connection  with  the  foregoing  objections,  the  special  com- 
mittee, in  its  fourth  report,  issued  in  July,  1907,  said : 

Does  it  not  seem  absurd  that  when  we  have  such  a  perfect  sys- 
tem (tested  by  many  years'  experience)  for  doing  both  a  spot 
and  future  business,  and  extending  it  to  cover  the  spot  trade  in 
the  South,  we  should  insist  that  if  a  member  wants  to  certificate 
and  sell  a  bale  of  cotton  he  must  bring  it  here,  where  nobody 
really  wants  it,  where  there  is  not  a  smgle  mill  to  use  it,  and 
thereby  add  to  its  cost  the  additional  expense  of  handling  it  in 
this  city,  a  useless  addition  because  it  helps  neither  spinner  nor 
planter?  ♦  ♦  ♦  if  the  holder  of  the  certificate  wishes  his 
cotton  shipped  and  has  no  one  to  attend  to  it,  the  warehousemen 
will.  On  being  licensed,  a  regular  charge  for  shipping  cotton 
can  be  agreed  upon  with  the  warehouse  just  as  easily  as  for  stor- 
age and  labor.  The  number  of  points  to  be  allowed  for  freight 
and  charges  from  each  place  to  New  York  can  easily  be  fixed  by 
a  committee  for  the  season,  as  freight  rates  practically  do  not 
vary  in  the  South.  Provision  can  be  made  for  revision  of  these 
allowances  in  case  of  any  important  change  in  mid-season,  but 
such  changes  are  very  unlikely. 

A  further  objection  urged  against  the  system  is  that  it  is  in  the 
interest  of  bear  operators,  since  it  would  enable  such  operators  to 
break  the  contract  market  more  easily  than  under  present  conditions. 
It  is  urged  that,  by  thus  increasing  the  supply  of  deliverable  cotton, 
reckless  short  selling  would  be  encouraged.  In  this  connection  a 
member  of  the  New  Orleans  Cotton  Exchange  said,  in  substance : 

It  is  apparent  that  the  object  of  the  New  York  Cotton  Ex- 
change,  or  those  members  of  the  exchange  who  favor  «lw  <k^\k^- 
sion  of  the  certificate  system,  is  to  pxexexvt  ^oT\xa^^.   '^V'aXRN^^ 
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tends  to  prevent  corners  undoubtedly  tends  to  depress  prices,  and 
for  thii^  reiiison  tht*  extension  of  the  certificate  system  would  not 
be  beat  for  the  South, 

In  addition  to  this,  the  extension  of  the  system  would  give  a 
great  advantage  to  the  capitalist.  The  small  cotton  meix-haiit 
would  not  want  cott4>n  in  Texas,  becanse  he  could  not  handle  it 
there,  but  the  large  merchant  or  the  man  witli  abundant  capital 
nnuld  handle  cotton  in  out-of-the-way  places  much  more  advaii- 

^ously  than  the  small  merchant* 

ne  of  these  objections  to  tlie  system  w^ere  summarized  and  re- 
a  to  by  the  committee  in  its  second  report,  im  follows: 

i*  Good  reUahle  inspectors  can  not  be  got  in  the  South. — Why 
not  in  the  South  as  well  as  here?  They  will  be  fairly  paid* 
They  must  be  bonded.  The  bonding  company  and  the  exchange 
wilfboth  look  after  them, 

S.  Soidheni  warehouses  €Lre  too  loosely  and  carelemly  man- 
aged. They  will  not  keep  the  exchange  rules.^ — The  bonding 
company  will  also  look  after  them  as  well  as  our  inspectors. 
They  must  keep  the  rules  or  lose  their  license*  Their  customers 
who  wish  to  certificate  cotton  will  require  thejn  to  act  so  as  to 
retain  the  license  or  lose  their  custom. 

i3f.  The  South  will  not  cert  if  rate  eat  ton  except  to  meet  a 
squeeze,  mid  will  not  eertifcate  desirable  eotton. — Guai^auteeing 
the  quality  of  any  raw  material  makes  it  more  salable  and  greatly 
lefisens  reclamations.  To  the  buyer  it  will  insin-f  the  cpiality  he 
buys ;  to  the  seller  it  lessens  the  risks  of  reclamation. 

Jf,.  It  would  tie  up  too  much  cotton  in  the  South, — How  can 
certification  "  tie  up  'i  "  It  enlarges  the  market  for  cotton  by 
adding  contract  delivery  to  its  spot  value.  The  answer  to  No. 
3  also  applies. 

5,  Increase  the  New  York  stock  by  bringing  cotton  here. — It 
does  not  usually  pay  to  bring  cotton  to  New  York.  It  wdll  be 
far  easier  and  cheaper  to  hola  the  certificated  cotton  in  the  South 
where  it  is  more  available  for  sale  or  delivery. 

6,  People  would  not  buy  grain  on  the  produce  exchange  if  it 
could  be  tendered  in  Duluth^  Kansas  City^  etc.;  nor  would  they 
buy  stocks  on  the  New  York  Stock  Exchange  if  uncertain  ivhere 
they  would  be  delivered. — People  are  giving  up  trading  on  the 
New  York  Produce  Exchange  and  are  going  to  the  western  ex- 
changes to  trade  because  the  New  York  exchange  does  not  buy 
and  sell  for  delivery  there,  and  the  buyers  want  the  real  article. 

Trading  in  the  stocks  of  railroads,  etc.,  is  not  confined  to  the 
vicinity  of  the  cities  where  they  run.  Their  property  is  repre- 
sented on  the  New  York  Stock  Exchange  by  certificates  of  the 
stock  and  these  are  traded  in  as  we  propose  to  trade  in  cotton 
certificates. 

7,  The  plan  is  in  the  interest  of  the  bears ^  and  to  allow  them 
to  issue  notices  and  break  the  bull  markets. — It  will  make  it  far 
more  difficult  to  manipulate,  squeeze,  and  corner  this  market,  and 
if  to  facilitate  such  opel'ations  is  the  object  of  this  exchange  the 
plan  should  be  condemned.  But  the  object  is  to  offer  to  the 
buyers  and  sellers  of  the  world  a  great,  broad  market  controlled, 
not  by  cliques,  but  by  the  laws  of  demand  and  supply ;  a  market 
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where  the  buyer  can  be  sure  of  deliveir  when  he  calls  for  it, 
where  he  will  constantly  arrange  for  delivery  because  he  can 
get  suitable  guaranteed  cotton  delivered  to  him  in  the  South, 
from  whence  he  can  ship  it  advantageously  to  any  part  of  the 
world.  The  buyer  can  take  up  cotton  much  more  easily,  be- 
cause banks,  bankers,  and  trust  companies  will  gladly  loan  on 
such  certificates,  the  more  so  because  they  will  know  that  the 
cotton  they  loan  upon  is  in  a  real  spot  market  and  can  be 
promptly  sold  either  as  spots  or  futures.  A  drop  in  futures 
would  bring  in  spot  buyers  at  once  who  would  call  for  the  cotton. 

Objection  to  the  plan  on  the  ground  of  "  differences." — It  un- 
questionably has  been  the  intention  of  many  of  those  who  recommend 
this  extension  of  the  warehouse  and  certificate  system  to  maintain 
it  in  connection  with  the  "  fixed-difference  "  system  of  the  New  York 
Cotton  Exchange.  If  the  New  York  Cotton  Exchange  persists  in 
maintaining  its  present  system  of  establishing  differences,  this  objec- 
tion alone  would  be  sufficient  to  condemn  the  extension  of  the  ware- 
house and  certificate  system.  Some  of  the  objections  to  the  proposed 
plan  on  this  ground  were  stated  by  a  member  of  the  New  York 
Cotton  Exchange  in  a  circular  published  under  date  of  June  5,  1905, 
as  will  be  seen  from  the  following  excerpts : 

There  seems  to  me  to  be  more  need,  however,  of  rectifying 
certain  rules  already  in  force  than  to  seek  to  establish  new  rules 
likely  to  make  burdensome  those  referred  to,  as  will  surely  come 
about,  from  my  point  of  view,  through  the  operation  of  southern 
warehouses  in  connection  with  the  delivery  of  cotton  on  contract 
in  the  New  York  Cotton  Exchange.  ♦  ♦  ♦  Much  stress  seems 
to  have  been  put  upon  the  hindrance  of  the  fulfillment  of  the 
contract  by  the  seller,  who  may  be  squeezed.  Why  is  it  that 
their  voices  are  not  raised  against  the  hindrance  of  the  fulfillment 
of  the  contract  by  the  buyer  when  the  latter  has  cotton  delivered 
to  him  at  excessive  grade  differences  ? 

Among  the  representative  port  and  interior  spot-cotton  mar- 
kets in  the  South  are  New  Orleans,  Galveston,  Savannah,  Mem- 
phis, St.  Ijouis,  Norfolk,  and  Houston.     ♦     ♦     ♦ 

These  markets  handle  the  bulk  of  the  crop  in  every  season,  and 
certainly  they  must  know  what  are  the  actual  market  differences 
between  grades,  showing,  as  they  do,  a  premium  of  only  12  to 
31  points  on  good  middling  over  middling,  and  a  discount  of  144 
to  162  points  on  good  ordinary  under  middling. 

It  will  be  found,  however,  that  under  the  differences  estab- 
lished by  the  New  York  Cotton  Exchange  the  premium  on  good 
middling  is  44  points  and  the  discount  on  good  ordinary  is  only 
100  points. 

It  seems  to  me,  therefore,  that  as  this  matter  of  "  grade  differ- 
ences "  is  largely  involved  in  this  warehouse  proposition,  the  two 
should  have  joint  consideration  and  be  discussed  accordingly. 

Suppose  that  one  of  these  southern  warehouses  should  be  estab- 
lished at  Norfolk,  Va.  The  Norfolk  Cotton  Exchange  would  be 
quoting  a  premium  on  good  middling  of  only  31  points,  and 
quoting  good  ordinary  at  a  discount  of  156  points^  ^e?aw^  ^^l 


EXCHANGES — CLASSIFICATION    OF   COTTON 


and  Imjj  respectively,  in  the  New  York  market.     The  deputy 

inspector  of  the  Norfolk  warehouse,  {say,  across  the  street  from 

th^  cotton  exchange)  would  be  making  out  his  certificate  on  good 

middling  at  44  points  above  middling,  or  13  points  higher  than 

the  market  difference  }>etween  niiddUng  and  good  middling  in 

Norfolk  spot  market ;  and  he  would  be  making  out  his  cer- 

l      ates  on  good  ordinary  at  100  points  below  middling,  or  56 

)Qintsi  ]        er  thnn  the  market  difference  between  middling  and 

try  in  the  Norfolk  spot  market. 

tne  mere  fact  that  the  deputy  inspector  at  Norfolk 

.     I  to  the  flifferenees  established  by  the  New  York  Cotton 

-a^i^   on   good    middling   and   good   ordinary   make   these 

*v4es  actually  worth  any  more  in  their  relation  to  middling  than 

■       *  diffenuices  at  which  they  could  W  bought  in  the  open  market 

Norfolk?     Of  cours^e  not;  and  what  would  be  true  of  the 

,.  J  rehouse  certificate  at  Norfolk  would  l^e  true  of  the  warehouse 

certificate  at  any  other  point  in  the  South. 

s  member  of  the  exchange,  in  discussing  this  matter  further, 

This  wn rehouse  business  ought  to  be  killed,  for  one  reason  if 

>  other,  and  that  is  that  they  would  apply  to  tinged  and  stained 

;on  in  warehouses  in  the  ^Piouth  under  eontrol  of  our  exchange 

same  discounts  on  those  grades  allowed  on  contract  here, 

rens  in  no  market  in  the  South  vsiiere  there  might  be  a  ware- 

,..)usf»  of  tbiK  kind  won  hi  they  be  abli^  to  find  out  what  wji<^  the 

commercial  discount  on  griades  of  this  kind ;  and  here  would  be 

another  absurdity  of  a  most  glaring  kind. 

Whether  such  an  extension  of  the  certificate  system  would  give 
satisfaction  is  open  to  question.  The  system  undoubtedly  would 
facilitate  the  operations  of  sellers  of  contracts  in  the  New  York  mar- 
ket, and  the  contention  above  presented  that  it  would  impose  ad- 
ditional burdens  upon  the  buyer  is  worthy  of  serious  consideration. 
On  the  other  hand,  the  system  probably  would  enlarge  the  supply 
of  cotton  deliverable  on  New  York  contracts  and  would  result  in  an 
improvement  in  the  character  of  that  stock.  In  any  event,  however, 
such  an  extension  of  the  system  should  be  permitted  only  under  a 
system  of  commercial  differences;  otherwise  such  extension  would 
involve  a  corresponding  extension  of  the  evils  of  fixed  differences, 
fully  discussed  in  Part  I  of  this  report. 


CHAPTER  IV. 
FKACTICABUITY  OF  A  UNIFORM  STANDAED  OF  CLASSIFICATION. 

Section  1.  Present  lack  of  uniformity. 

In  the  opinion  of  many  members  of  the  cotton  trade,  much  dissatis- 
faction over  the  grading  of  cotton  could  be  obviated  if  all  markets 
were  to  adopt  a  uniform  standard  of  classification.  The  absence  of 
such  uniformity  has  already  been  referred  to.  AMiile  the  same  grade 
names  are  used  in  nearly  all  markets,  they  have  a  widely  varying 
significance  in  different  localities. 

The  New  York  Cotton  Exchange  and  the  New  Orleans  Cotton 
Exchange  usually  have  substantially  identical  types  for  white  cotton. 
A  member  of  the  New  Orleans  Cotton  Exchange  who  has  frequently 
served  on  the  arbitration  committee  on  classification,  which  prepares 
the  New  Orleans  types,  in  comparing  the  New  York  and  New  Orleans 
standards  said,  in  substance : 

There  is  very  little  difference  between  our  full  types  and  those 
for  the  New  York  exchange  in  white  cotton.  New  York  is 
slightly  lower  than  our  cotton  right  straight  through.  Possibly 
on  the  good  grades  they  are  pretty  close;  that  is,  from  strict 
middling  up.  ♦  ♦  ♦  Good  ordinary  and  strict  ^ood  ordinary 
are  fair  color.  Low  middling  stands  a  little  color ;  it  is  not  what 
we  call  good-colored  cotton.  Their  [New  York's]  good  ordinary 
white  is  a  different  character  of  cotton.  That  type  is  a  smoky, 
bluish  cotton,  very  undesirable  for  the  spinner,  who  would  rather 
have  bright,  stained  cotton  than  that  dull  cotton.  It  shows  that 
the  cotton  has  been  exposed  to  the  elements  and  the  character  of 
staple  has  depreciated  from  such  exposure.  As  I  told  you  before, 
we  tried  [in  1906]  to  make  our  type  to  correspond  to  the  preced- 
ing year  as  nearly  as  possible.  We  make  the  types  out  of  the  cur- 
rent year's  growth,  types  that  are  to  be  in  use  in  that  year.  That 
is  the  reason  we  wait  until  November  to  make  our  types. 

This  comparison  is  not  accepted  by  some  other  interests  in  the  cot- 
ton trade,  and  the  standards  of  the  two  exchanges  are  generally  re- 
garded as  nearly  identical  in  most  years,  although,  as  already  shown, 
the  interpretation  of  them  by  classers  is  not.  There  is  a  fairly  close 
correspondence  between  the  standards  of  these  two  exchanges  and 
those  of  a  few  other  exchanges  which  profess  to  maintain  standards. 
A  considerable  number  of  southern  exchanges,  it  may  be  noted,  do  not 
regularly  maintain  standards. 


ISS 
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On  the  other  hand,  there  is  a  very  wide  divergence  between  the 
standards  of  New  York  and  New  Orleans  and  those  of  certain  other 
important  markets.  For  instance,  middling  cotton  in  Angusta  is  ordi- 
narily quoted  at  from  a  half  cent  to  ii  cent  a  pound  above  the  mid- 
dling  of  Savannah,  whereasj  naturally  the  same  grade  at  Savannah 
should  command  a  premium  over  the  price  at  Augusta  to  cover  the 

L-reased  cost  of  shipping  the  cotton  to  the  former  point-  This  ap- 
*ent  discrepancy  is  mainly  due  to  the  fact  that  the  middling  cot- 

.1  of  Augusta  in  a  decidedly  higher  grade  than  the  nnddliiig  cotton 
I  Savannah,  and,  for  that  matter,  of  mo^t  other  American  markets. 
It  should  he  noted,  moreover,  that  Savannah,  being  priniarily  an 
export  auirket,  has  seen  fit  to  adopt  the  Liverpool  classification.  The 
Liverp(^o1  standards  vary  considerably  from  thi>se  of  New  York, 
the  high  grades  in  the  Liverpool  classification  being  generally  some- 
what lower  than  the  corresponding  grades  at  New  York,  while  the 
'ower  grades  at  Liverp<x>l  are  distinctly  better  than  the  corresi>ond- 

g  gi'ades  in  the  New  York  classification.    There  is  comparatively 

ttle  differejice  with  respect  to  middling  itself,  but  the  middling  of 
w  York  is  generally  regarded  as  a  rather  better  style  of  cotton 
Lian  the  middling  of  Liverpool,  The  relation  between  the  Liver- 
pool and  New  York  standards  is  indicated  by  the  following  excerpt 
from  a  letter  from  the  secretary  of  the  Liverpool  (\itton  Association, 
of  March  17,  1890,  to  the  New  York  Cotton  Exchange,  in  regard  to 
a  comparison  made  of  the  standards  of  the  two  exchanges : 


New  York 
standard. 

Equivalent  in  Liverpool 
standard. 

New  York 
standard. 

Equivalent  in  Liverpool 
standard. 

Fair 

Middling  fair 

Good  middling.... 

No  standard. 

Fully   equal    to   Liver- 
pool   standard   or    a 
shade  better. 

Do. 

•Equal. 

Low  middling 

Good  ordinary 

Ordinary 

Lower  in  grade  and  more 
leafy,  but  whiter. 

Lower   by   half   to   one 
grade. 

Do. 

Middling 

Strict  ordinary 

No  standard. 

The  four  last-mentioned  standards  are  apparently  of  Gulf  cot- 
ton, and  are  uniformly  bluer  and  more  leafy  than  the  Liverpool 
standards.^ 

This  comparison  of  the  New  York  and  Liverpool  standards  is  not 
fully  accepted  by  the  cotton  trade,  but,  as  above  stated,  the  low  grades 
in  the  Liverpool  classification  are  generally  conceded  to  be  better  than 
the  corresponding  low  grades  in  the  New  York  classipcation,  while 
the  reverse  is  true  of  the  high  grades. 

Following  is  a  comparison  of  various  grade  types  for  the  Augusta, 
Liverpool,  and  New  York  markets,  as  made  by  two  of  the  largest  cot- 

^  In  the  list  New  York  low  middling  is  pronounced  whiter  than  the  Liverpool 
type. 
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ton  merchants  in  Augusta.  These  merchants  disagreed  as  to  the 
interpretation  of  the  New  York  standards  in  the  case  of  several 
grades,  and  in  such  cases  the  views  of  both  are  therefore  given,  being 
distinguished  by  the  letters  {a)  and  (&). 

COMPARISON  OF  GRADE  STANDARDS  OF  AUGUSTA,  LIVERPOOL,  AND  NEW  YORK. 


Augusta. 


LiverpooL 


New  York. 


Ordinary 

Good  ordinary. 


Fully  good  ordinarj-. 
Low  middling 


Strict  good  ordinary Strict  low  middling . 

Low  middling ,  Middling 

Strict  low  middling 


Middling . 


Strict  middling. 


Good  middling . 


Strict  good  middling . 


Fully  middling. 


Good  middling . 


Fully  good  middling. 


Barely  middling  fair . 


Middling  fair. 


m 


strict  good  ordinary. 
Low  middling, 
(a)  Strict  low  middling. 
{h)  Almost  low  middling. 
Almost  middling. 

Almost  strict  middling. 

Middling, 
(a)  Almost  good  middling. 
(6)  Strict  middling. 

(a)  Almost  strict  good   mid- 

dling. 

(b)  Good  middling. 

(a)  Almost  middling  fair. 
(6)  Strict  good  middling. 

(a)  Fully  middling  fair. 

(b)  Middling  fair. 


The  above  comparison  can  not  be  regarded  as  official  or  conclusive, 
since  it  simply  gives  the  views  of  two  merchants,  who,  moreover,  it 
will  be  seen,  differed  in  their  opinions  of  certain  grades. 

There  is  as  a  rule  a  closer  correspondence  between  the  standards  or 
types  of  middling  cotton  than  between  those  for  other  grades, 
although  from  what  has  been  said  it  is  clear  that  the  standards  of 
different  markets  for  middling  cotton  itself  are  by  no  means  iden- 
tical, even  with  respect  to  superficial  appearance.  In  some  other 
respects  there  are  wide  divergences  in  local  standards,  even  for  mid- 
dling. Thus,  middling  cotton  from  the  Mississippi  delta  district, 
while  in  superficial  appearance  similar  to  that  in  eastern  parts  of 
the  cotton  belt,  would  show  marked  differences  with  respect  to  the 
length  of  staple,  the  "  body,"  and  other  characteristics.  In  the  same 
way,  middling  cotton  from  (pertain  sections  of  Texas  and  Oklahoma 
is  a  decidedly  different  product  from  the  middling  of  Arkansas  or 
Mississippi. 

With  respect  to  the  grades  other  than  middling,  the  divergence  in 
local  standards  is  at  times  pronounced. 

The  present  confusion  in  the  so-called  standards  of  various  markets 
is  emphasized  in  a  number  of  statements  obtained  by  the  Bureau 
from  representative  cotton  men.  A  merchant  of  Greensboro,  N.  C, 
said: 

Cotton   from   different   sections   rei)resents  different   values. 
For  instance,  middling  cotton  from  Mississippi  is  given  ^T:€.fe?t- 
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©nce  over  middling  cotton  from  Georgia,  and  middling  cotton 
from  Gi^orgia  will  bring  a  higher  price  than  middling  cotton 
from  North  Carolina.  That  is  owing  not  only  to  a  difference  in 
stapl<^  but  in  the  general  character  of  the  cotton — what  we  call 
the  "  body ''  of  the  cotton.  *  *  *  Xhe  Mississippi  cotton, 
for  instancen,  has  the  heaviest  body  and  strongest  fiber  of  the 
cotton  of  any  State  east  of  the  Mississippi  River,  unless  it  be 
Louisiana,  txeorgia  cotton  has  about  the  same  Ijody  as  Caro- 
lina cotton,  bnt  f>etter  staple.  But  the  grade  of  the  cotton  is 
not  determined  by  the  staple  nor  the  body  of  the  cotton,  but  by 
its  character  as  to  cleanliness  and  color. 

An  operator  in  the  Xew  York  market  said : 

At  tlie  present  time  different  standards  pi*evail  in  all  the  more 
important  cotton  markets  of  the  world.  The  Liverpool  standard 
is  not  identical  with  the  New  York  standard,  and  neither  of  them 
agrees  with  the  New  Orleans  standard*  In  the  less  important 
spot  markets  standards  vary  widely.  The  sbindard  of  mid- 
dling in  Augusta,  Ga.,  is  ninch  higher  than  the  standard  in 
Savannah — -less  than  a  night's  joumev  away;  the  standard  for 
middling  in  Charleston  differs  widely  from  the  standard  of 
middling  in  Norfolk.  The  difference  in  standards  even  between 
Houston  and  Galveston,  only  some  two  hours  apartj  is  palpable. 

Another  merchant  said; 

T  woidd  rather  have  strict  goofl  ordinary  cotton  from  Mem- 
phis or  Natchez,  or  from  Vicksburg  or  Helena,  or  practically 
any  of  the  southwestern  markets,  at  three-fourths  oi  a  cent  a 
pound  more  than  if  it  came  from  Columbia,  S.  C.  If  I  had  an 
offer  to-day  [October,  1907]  of  a  hundred  bales  of  strict  good 
ordinary  cotton  from  Memphis  at  9  cents  a  pound,  I  would  buy 
it,  but  if  I  had  an  offer  oi  8^  from  Columbia  I  do  not  think  T 
would  buy  it. 

Section  2.  Evils  resulting  from  lack  of  uniform  standards. 

Alleged  injury  to  cotton  growers. — This  lack  of  uniformity  in 
standards  of  classification  necessarily  results  in  conflicting  quota- 
tions in  different  markets.  As  just  pointed  out,  middling  cotton  in 
Augusta  is  usually  quoted  distinctly  higher  than  that  grade  in  Savan- 
nah, whereas,  logically.  Savannah  should  be  the  higher  market.  This 
condition  is  more  or  less  common  amono:  local  markets  throughout 
the  cotton  belt.  Such  lack  of  uniformity  in  grading,  and  th%  conse- 
quent absence  of  correspondence  between  quotations  for  the  differ- 
ent markets,  have,  in  the  opinion  of  some  cotton  growers,  caused 
extremely  heavy  loss  to  the  cotton  producer.  The  cotton  planter,  and 
particularly  the  small  cotton  grower,  have  only  rough  ideas  of  the 
grading  of  cotton  in  the  leading  markets,  whereas  the  larger  cotton 
buyers,  who  are  familiar  with  the  types  of  the  different  markets,  are 
able  to  translate  the  standards  of  one  market  into  those  of  another 
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and  thus  have  an  advantage  in  dealing  with  the  producer.    In  this 
connection  a  cotton  merchant  of  Dallas,  Tex.,  said,  in  substance : 

In  many  interior  towns  there  are  unscrupulous  and  dishonest 
buyers  who  habitually  grade  the  farmer's  cotton  too  low.  Cotton 
is  often  shipped  from  the  interior  to  some  central  point  subject 
to  the  buyer  s  classification,  and  sometimes  controversies  arise 
over  this  classification.  *  *  *  There  is  no  doubt  that  the 
farmers  in  many  sections  are  absolutely  robbed  year  after  year 
by  unscrupulous  buyers,  and  something  is  needed  to  cure  this 
evil.  The  present  system  of  buying  is  calculated  to  deceive  the 
uninformed  farmers. 

A  New  England  manufacturer  who  had  formeny  spent  many  years 
in  the  spot-cotton  business  in  the  South  said : 

A  uniform  standard  would  be  a  particular  advantage  to  the 
southern  planter.  In  my  opinion  the  southern  cotton  planter  is 
swindled  out  of  millions  of  dollars  every  year  because  of  his 
lack  of  knowledge  of  grades.  Just  after  the  war  I  spent  twenty 
years  in  the  spot-cotton  business  in  New  Orleans,  and  I  have  been 
told  that  in  some  sections  there  were  only  two  grades  of  cotton, 
known  as  "  good  "  and  "  sorry,"  and  the  planter  sold  his  cotton 
under  one  of  these  classes.  The  average  cotton  farmer  is  no 
judge  of  cotton,  and  if  there  were  an  established  standard  with 
which  he  might  familiarize  himself,  there  is  no  doubt  but  that  he 
would  profit  thereby. 

A  cotton  merchant  of  Montgomery,  Ala.,  said,  in  substance: 

An  evil  has  grown  out  of  the  lack  of  uniform  classification 
that  seriously  aflfects  the  farmers.  One  local  market  will  make  its 
standard  higher  than  another  and  thus  open  the  way  for  a  better 
nominal  price  than  a  near-by  competing  one,  while  in  fact  the 
price  is  really  less.  Cotton  merchants  of  Selma,  Ala.,  for  instance, 
are  in  the  habit  of  grading  their  cotton  close  and  offering  the 
farmer  more  than  the  market  price  for  middling  in  a  small  near- 
by market  where  cotton  is  differently  graded,  and  a  farmer  is 
made  to  believe  he  receives  a  certain  price  for  middling  cotton 
when  as  a  matter  of  fact  his  cotton  should  grade  above  middling. 

In  considering  charges  that  the  grower  of  cotton  has  thus  been  vic- 
timized, it  must  be  remembered  that  competition  in  the  buying  of 
cotton  often  is  keen,  and  that  representatives  of  several  buyers  are 
ordinarily  found  during  the  active  crop  season  at  nearly  every  country 
town  of  importance.  It  is  a  common  thing  for  several  such  buyers' 
agents  to  bid  on  the  small  lots  of  cotton  which  the  farmer  brings  to 
market ;  so  that  it  does  not  necessarily  follow  that,  because  the  farmer 
is  not  well  informed  as  to  the  exact  grade  of  his  cotton,  he  does  not 
get  substantially  the  market  price  for  it. 

In  this  connection  a  member  of  the  New  York  Cotton  Exchange 

said: 

From  an  experience  of  about  sixteen  years  in  the  cotton  busi- 
ness in  Mississippi,  I  never  saw  that  a  f arrcvex  wftfe^^^idL  ^w^^  ^aax^- 
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ian.    The  com]>etitiDn  between  shipper's  b  always  keener  than 
the  supply  of  cotton,  and  the  farmer  always  gets  full  value  for 

his  cotton. 

Another  member  of  the  Xew  York  Cotton  Exchange  said : 

There  are  generally  six  or  seven  buyers  for  every  bale  of  cotton 
that  cnines  into  the  street.  You  never  find  cotton  coming  into  an 
interior  town  and  only  (me  buyer,  or  even  two* 

the  other  hand,  it  is  contended  that  buyers  fretjuently  agree  to 
rnit  their  hifls  for  the  farmt^rs-  cotton,  so  that  competition  often  is 
?LS  active   than   the   iiumlier  of  buyers  might   indicate   and   often 
insufficient  to  insure  the  grower  a  fair  price  for  hii^  product. 

lKt!t  RIOUS   KFPKCrr  OF  LACK  OF  UNIFORMITY  ON    FUTl  HE  DUSINBSS*^ — 

It  is  probable  that  the  cotton  grower  doci^  suffer,  at  timers,  by  reason 
of  the  present  lack  of  uniformity  in  clasj^ification  of  cotton.  How- 
ever this  may  bo,  there  can  l>e  no  possible  doubt  that  such  lack  of 
iniformity  has  been  a  source  of  serious  difficulty  in  connection  with 
ihe  operation  of  the  fnture-contract  system. 

The  most  striking  difficulty  occurs  in  connection  with  the  establish- 
ment of  grade  differences  for  settlement  of  future  contracts  at  New 
^ork.  It  was  shown  in  Part  I  of  this  report  that  the  New  York 
ical  spot  market  is  not  sufficiently  broad  to  furnish  a  basis  for 
determiniujr  tlie  true  commercial  difforeiices  in  prices  l>etween  ^ades. 
It  is  necessary  to  ascertain  such  differences  by  reference  to  prices  in 
southern  markets.  Obviously  variations  in  classification  of  cotton 
in  southern  markets  render  it  difficult  to  determine  just  what  the 
true  commercial  differences  really  are.  As  shown  in  Part  I,  one  of 
the  grounds  upon  which  the  revision  committee  of  the  New  York 
Cotton  Exchange  attempted  to  justify  its  action  on  grade  differences 
in  November,  1906,  was  that  the  quotations  reported  to  it  from  some 
southern  markets  did  not  correctly  represent  the  prices  of  the  grades 
quoted.  A\Tiile  such  contentions  were  shown  to  be  greatly  exagger- 
ated, it  was  undoubtedly  difficult  at  that  time,  as  at  all  times,  because 
of  the  lack  of  uniformity  in  standards,  to  determine  accurately  the 
true  differences  for  the  various  grades  of  cotton  in  southern  markets. 
This  does  not  excuse  the  New  York  revision  committee  for  its 
improper  revision  in  November,  1906,  however,  since  it  is  possible  to 
make  at  least  approximate  allowance  for  discrepancies  in  stand- 
ards. At  the  same  time,  the  adoption  of  uniform  standards  would 
go  far  to  obviate  the  difficulty  in  question. 

Furthermore,  the  lack  of  uniform  grade  standards  is  bound  to 
result  in  controversy  between  buyers  and  sellers  of  future  contracts 
when  delivery  is  made.  Thus,  the  cotton  merchant  who  has  bought 
cotton  at  some  interior  market  where,  according  to  the  standards 
used,  it  is  considered  of  a  certam  grade,  is  likely  to  complain  if; 
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when  he  delivers  such  cotton  on  future  contracts  in  New  Orleans  or 
New  York,  it  is  graded  lower.  Such  complaints  are,  indeed,  very 
numerous.  Still  again,  in  markets  which,  like  New  Orleans,  vary 
their  standard  types  from  year  to  year  to  correspond  with  different 
crops,  confusion  is  likely  to  result  from  such  changes. 

Lack  of  uniformity  a  source  of  controversy  in  spot  transac- 
tions.— The  lack  of  a  uniform  standard  is  also  doubtless  responsible  in 
large  measure  for  the  numerous  disagreements  which  constantly  occur 
between  cotton  merchants  and  spinners.  It  has  already  been  shown 
that  a  vast  amount  of  cotton  is  sold  to  spinners  on  the  basis  of  samples 
or  of  private  marks  for  which  private  types  are  maintained.  In*  such 
cases  a  difference  of  ideas  as  to  official  standards  is  of  less  importatice, 
because  the  only  point  to  be  determined  is  whether  the  cotton  shipped 
corresponds  to  the  sample  or  private  mark  upon  which  it  was  spld. 
On  the  other  hand,  a  considerable  amount  of  cotton  is  sold  ''  on  de- 
scription"— that  is,  the  cotton  is  called  a  certain  grade.  Disputes  over 
such  transactions  have  been  very  numerous,  owing  mainly  to  the  ab- 
sence of  any  common  understanding  as  to  the  identity  of  the  various 
grades.    In  this  connection  one  large  spinner  said : 

We  all  talk  in  a  different  language;  if  we  all  talked  in  the 
same  language,  a  bale  of  middling  cotton  would  be  a  bale  of  mid- 
dling cotton  everywhere,  and  we  would  all  know  what  we  were 
talking  about. 

A  spinner  of  New  Bedford,  Mass.,  said : 

A  manufacturer  knows  nothing  about  the  weather.  His 
machinery  is  adjusted  to  make  a  certain  kind  of  yarn,  with  the 
allowances  that  are  made  for  the  grades  which  he  uses;  and  when 
he  buys  cotton  one  year  and  finds  that  he  gets  a  lower  grade  of 
the  same  name  it  upsets  the  manufacture  of  his  goods;  and  in 
addition  to  that  he  does  not  receive  the  value,  and  that  upsets  his 
calculations  as  to  the  cost  of  his  product,  and  it  is  taken  out  of 
his  pocket — out  of  his  estimates  for  profits. 

In  the  export  business  it  is  a  common  practice  in  selling  cotton  on 
description  to  sell  it  subject  to  Liverpool  or  Bremen  classification, 
which  means  that  in  case  of  dispute  the  cotton  is  to  be  arbitrated  by 
the  recognized  standards  of  the  Liverpool  or  the  Bremen  market,  re- 
spectively. This,  however,  does  not  avoid  controversy  and  dissatisfac- 
tion, owing  to  the  lack  of  agreement  between  the  standards  of  the 
Liverpool  market  and  those  of  American  shippers.  Complaint  has 
been  very  pronounced  that  the  arbitrations  of  these  foreign  exchanges 
have  at  times  been  exceedingly  unfair.  In  this  country  sales  have 
been  made  to  a  limited  extent  subject  to  the  classification  of  the  New 
York  Cotton  Exchange,  but  the  practice  is  by  no  means  general,  and 
this  classification  has  not  given  uniform  satisfaction.  This  is  partly 
due,  no  doubt,  to  errors  in  the  work  of  the  New  York  classification 
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iiimittec,  of  the  sort  already  described  in  preceding  chapters,  but  is 
ubtedly  due  to  some  extent  to  the  absence  of  a  common  basis  of 
location. 

ctioa  3.  Objections  ur^ed  against  a  Timfonn  system  of  gTadio^. 

In  view  of  the  vas^t  amount  of  controversy  which  has  attended 

^  "^ading  of  cotton,  it  would  s^eeni  that  there  was  no  rtx>m  for  differ- 
f  opinion  as  to  the  desirability  of  a  uniform  standard  of  classi- 

It  ion.  Xeverthelps*5,  *^iune  nierdiants  wei^  opposed  to  tlie  intro- 
Liiiction  of  such  a  standard*     This  opposition  was  based  in  part  upon 

nsiderations  of  personal  interest,  the  objection  being  raised  that 

le  private  marks  or  grades  which  merchants  had  established  were 

"  valuable  asset  and  would  lose  much  of  their  value  in  case  a  uniform 

jtem  of  grading  were  adopted.  This  objection  was  generally  dis- 
credited  on  the  ground  that  there  is  such  a  wide  variety  in  the  quality 
of  cotton  that,  under  a  system  of  uniform  classification  for  the  prin- 
cipal grades,  there  would  be  ample  opportunity  to  establish  and  main- 
tain private  marks  which  would  take  into  consid<?ration  many  in- 
dividual characteristics  of  particular  kinds  of  cotton  w^hich  could 
iot  be  provided  for  in  the  official  standards.  This  is  particularly 
Hie  !>e cause  of  great  variations  in  length  and  strength  of  staple* 
These  and  numi^rnns  other  Hmnirtoristics  wiiich  are  of  vital  impor- 
tance to  the  spinner  would  apparently  leave  a  wide  field  for  the  cotton 
merchant  in  maintaining  private  marks  or  grades. 

Other  objections  advanced  against  the  adoption  of  uniform  stand- 
ards are  of  a  more  general  character.  A  member  of  the  New  York 
Cotton  Exchange  who  opposed  the  adoption  of  a  uniform  standard 
said: 

I  can  not  see  that  it  would  do  any  good.  If  there  were  any 
crying  need  of  it,  there  might  be  some  reason  for  it,  *  *  * 
but  the  present  system  that  we  have  of  grading  cotton  and  selling 
cotton  to  spinners  has  not  been  the  result  of  the  experience  of  a 
few  months  or  a  few  years,  but  of  fifty  years.  It  is  a  world-wide 
trade,  and  it  has  accustomed  itself  to  the  present  development; 
and  for  the  Government  to-day  to  come  along  and  make  a  change 
would  be  like  changing  the  standard  of  measurement  in  this 
country  from  inches  into  millimeters.  *  *  *  It  is  a  thing 
that  we  are  going  on  so  well  with,  and  the  cotton  trade  of 
America  is  growing  and  the  producer  of  cotton  is  getting  so 
much  more  for  his  crop  of  cotton  every  year,  and  the  spinner  in 
this  country  is  consuming  so  much  larger  a  percentage  every 
year,  that  it  is  questionable  whether  we  should  make  such  an 
important  change. 

A  cotton  merchant  of  Boston  who  opposed  a  uniform  system  of 
grading  said : 

We  can  not  even  use  the  New  York  Cotton  Exchange  types; 
we  can  not  even  use  our  own  types  in  any  large  number  of  mills. 


J) 
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We  have  to  absolutely  adopt  the  particular  type  that  pleases  the 
mills.  We  sell  a  man  his  own  cotton,  so  called,  knowing  what  he 
means  by  his  own  cotton.  There  are  hardly  two  bales  of  cotton 
in  the  crop  alike,  so  the  grades  are  only  approximate.  Not  only 
will  the  classification  committee  differ  on  two  classings  of  the 
same  lot  of  cotton,  but  the  same  classer  will  differ  with  himself 
on  the  same  lot.  ♦  ♦  *  j  think  the  only  way  is  for  each  mar- 
ket to  do  that  which  in  the  judgment  of  its  best  men  is  best 
suited  for  the  market.  I  might  as  well  try  to  heat  my  house  in 
Georgia  to  fit  the  Boston  weather.  There  is  no  real  necessity  of 
trading  between  those  markets  on  any  settled  parity;  and  if 
there  were,  a  uniform  set  of  rules  and  types  would  not  produce  a 
uniform  parity. 

A  merchant  in  New  England  said,  in  substance  : 

There  are  so  many  elements  to  be  taken  into  account  in  classing 
cotton  and  there  is  consequently  so  much  difference  in  individual 
opinion  as  to  grade  that  merchants  and  spinners  would  not  be 
likely  to  adopt  any  standard  that  might  be  fixed.  Cotton  is  sold 
upon  its  merits  and  each  cotton  merchant  has  his  own  peculiar 
notions  as  to  grading,  and  each  mill  its  peculiar  requirements; 
and  the  familiarity  of  the  merchant  with  the  requirements  of  the 
mill  and  the  familiarity  of  the  mill  with  the  merchant's  methods 
of  grading  enable  them  to  transact  their  business  in  an  entirely 
satisfactory  manner,  and  there  is  really  no  use  for  a  standard. 

A  buyer  in  the  Mobile  market  said,  in  substance : 

I  do  not  think  it  possible  to  have  uniform  standards,  consid- 
ering the  variety  of  styles  of  cotton  produced,  and  especially  in 
view  of  the  fact  that  it  would  probably  be  extremely  difficult, 
if  not  impossible,  to  control  the  standards  on  the  European 
markets.  This  brings  up  the  whole  question  of  the  value  of 
cotton  in  any  particular  market.  It  seems  to  me  that  this  is  a 
matter  which  only  concerns  each  market.  Each  market  has  the 
right,  if  it  seems  desirable,  to  establish  its  own  grade,  its  own 
differences,  and  its  own  terms. 

A  cotton  buyer  of  Galveston,  Tex.,  said,  in  substance: 

On  account  of  the  peculiar  nature  of  cotton,  a  standard  of 
types  to  govern  spot  transactions  is  not  practicable.  It  fre- 
quently happens  that  there  is  a  range  of  a  full  grade  in  the  same 
bale,  and  the  bale  must  be  judged  by  taking  into  account  the 
differences. 

There  seems  to  be  little  force  to  such  objections,  on  principle,  to 
the  adoption  of  uniform  standards.  While  it  is  perfectly  true  that 
business  can  be  conducted  without  uniform  standards,  and,  of  course, 
has  been  so  conducted  up  to  this  time,  this  is  no  reason  for  clinging 
to  old-fashioned  methods  if  improvement  is  possible. 

It  was  also  urged  that  so  much  depends  upon  the  ability  and  skill 
of  the  individual  classer  that  uniform  standards,  if  adopted,  would 
not  result  in  any  material  l>enefit.  This  objection  was  not  generally 
45156—08 ^9 
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r^arded  in  the  cotton  trade  as  well  taken.  While  several  classers 
using  the  same  standards  would  at  times  undoubtedly  arrive  at 
different  decisions,  it  seems  reasonably  certain  that  if  the  standards 
were  foithfully  used  it  would  be  a  comparatively  simple  matter  to 
class  the  bulk  of  the  cotton  crop,  and  that,  in  any  event,  a  fidthful 
comparison  of  samples  with  such  standards  would  certainly  result 
in  a  material  reduction  in  the  number  of  complaints  over  classi- 
fication. * 

Those  who  object  on  principle  to  the  adoption  of  a  uniform  stand- 
ard of  classification  are  in  a  minority.  By  far  the  greater  proportion 
of  those  members  of  the  cotton  trade  interviewed  in  the  course  of  the 
investigation  were  firmly  of  the  opinion  that  such  a  uniform  basis 
was  altogether  desirable. 

Section  4.  Bifflcnltiea  in  the  way  of  adopting  uniform  vtandards. 

While  advocating  a  uniform  standard,  however,  a  great  number  of 
cottcm  merchants  were  extremely  doubtful  whether  its  adoption  is  or 
ever  can  be  practicable.  The  difficulties  in  the  way  of  the  adoption  of 
a  uniform  standard  of  classification  may  be  grouped  as  follows: 

1.  Those  arising  from  the  wide  variations  in  the  character  of  the 
product 

2.  Those  due  to  the  vast  number  of  persons,  of  varying  intelligence, 
who  deal  in  the  product,  and  to  prejudice  in  favor  of  existing  methods, 
owing  to  self-interest,  local  jealousy,  or  indifference. 

Wide  variation  in  characteristics  of  cotton. — It  is  true  that 
cotton,  because  of  its  peculiar  characteristics,  presents  difficulties  in 
the  way  of  the  establishment  of  a  uniform  standard  of  grading  which 
are  not  found  in  the  case  of  some  other  leading  agricultural  staples. 
In  the  case  of  wheat,  for  instance,  the  grade  is  based  in  large  measure 
upon  its  soundness  and  freedom  from  foreign  matter,  the  soundness 
being  readily  determinable  by  superficial  examination  and  by  weigh- 
ing. In  the  case  of  cotton,  however,  soundness  is  only  one  considera- 
tion in  the  establishment  of  the  grade,  and,  in  fact,  under  the  present 
methods  of  grading,  is  a  consideration  which  receives  too  little  atten- 
tion. Cotton  may  be  white  or  tinged  or  stained ;  it  may  be  free  from 
foreign  matter  or  it  may  contain  leaf,  sand,  or  dirt;  the  staple  may  be 
long  or  short,  or  strong  or  weak ;  the  fiber  may  be  soft  and  silky,  or  it 
may  be  hard  and  wiry.  The  gradations  of  difference  in  these  and 
various  other  respects  are  so  numerous  as  virtually  to  result  in  a  mul- 
titude of  what  may  be  called  subgrades.  All  of  these  various  charac- 
teristics affect  the  value  of  the  cotton.  A  further  difficulty  arises  from 
the  fact  that  the  cotton  of  one  crop  may  show  a  general  difference, 
either  in  brightness  or  "  bloom  "  or  in  other  respects,  from  that  of 
another  crop. 
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Still  another  difficulty  is  that  there  are  two  more  or  less  distinct 
classes  of  cotton  grown  in  the  United  States,  namely,  upland  and  gulf, 
the  special  characteristics  of  which  are  not,  however,  usually  considered 
in  grading  cotton  for  contract  delivery.  Upland  cotton  is  hirgely  pro- 
duced in  the  eastern  portions  of  the  cotton  belt,  while  gulf  cotton  is 
found  chiefly  in  the  lowlands  of  the  Gulf  States.  A  considerable  por- 
tion of  the  Texas  crop,  moreover,  is  really  in  a  class  by  itself,  as  it 
differs  in  many  respects  both  from  the  upland  cotton  of  the  eastern 
cotton  States  and  from  the  gulf  cotton  of  the  lowland  districts.  In 
superficial  appearance  cotton  raised  in  all  three  sections  of  the  belt 
shows  considerable  similarity,  but  with  respect  to  length  and  strength 
of  staple,  or  body,  there  are  very  wide  differences.  Thus,  gulf  cotton 
is  longer  in  staple  than  upland,  and  it  also  ordinarily  possesses  better 
body  or  strength,  the  staple  of  upland  cotton  in  some  years  being  not 
only  distinctly  short  but  brittle. 

It  should  be  noted  that  the  difficulties  above  mentioned  are  not 
peculiar  to  a  system  of  uniform  standards.  The  same  difficulties  exist 
to-day  and  are  aggravated  because  of  the  multiplicity  of  standards. 
Under  present  methods  of  classification  gulf  and  upland  cotton  are 
graded  on  substantially  the  same  basis — that  is,  the  amount  of  color 
and  of  foreign  matter  in  the  staple — many  of  the  special  character- 
istics of  the  two  classes  of  cotton  being  ignored.  This  disadvantage 
would  be  no  greater  under  uniform  standards. 

While  it  would  be  extremely  desirable  that  official  standards  should 
take  cognizance  of  the  length  of  staple,  it  is  the  opinion  of  some  of 
the  best  informed  members  of  the  cotton  trade  that  this  is  absolutely 
impracticable,  owing  not  only  to  the  very  great  variations  in  the 
length  of  staple  in  a  given  crop  and  in  different  crops,  but  also  to 
very  great  differences  of  opinion  among  both  shippers  and  spinners 
as  to  length.  It  might  seem  that  the  length  of  staple  could  be  deter- 
mined with  mathematical  precisic^.  As  a  matter  of  fact,  there  is 
constant  dispute  on  this  point.  This  is  partly  due  to  the  fact  that 
the  determination  of  the  length  of  staple  depends  somewhat  upon  the 
method  of  pulling  the  fiber  apart.  It  is  mainly  due,  however,  to 
lack  of  sufficient  care  in  measurement.  Whatever  the  reason  may  be, 
there  has  been  almost  endless  dispute  over  this  matter.  What  one 
spinner  calls  IJ  inch,  another  may  call  If  or  1^,  or  even  1^^.  A  cotton 
merchant  of  Boston  said  on  this  point : 

When  you  get  to  staple,  there  is  no  standard.  The  length  of 
cotton  does  not  mean  anything.  I  might  buy  cotton  and  call  it 
1^  inches  staple,  and  a  man  across  the  street  will  call  it  l^^. 

This  point  is  also  brought  out  in  the  following  excerpt  from  a 
statement  by  a  merchant  in  the  New  York  market : 

I  can  illustrate  by  a  case  that  came  up  in  the  business  of  the 
firm  I  was  formerly  with  in  Vicksburg;  that  was  prob«JaV^  V^^r 
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tween  1892  and  1896.  We  got  a  bale  of  cotton  that  they  told  us 
was  picked  and  ginned  the  same  day.  It  was  what  was  coiii- 
monly  known  as  good  middling  conimercially^lj-inch  cotton. 
We  sent  that  <ype  to  every  country  in  the  world  where  we.  sold 
cotton.  ♦  ♦  ♦  From  that  day  until  this  we  have  continued 
to  sell  cotton  of  that  type.  ♦  *  *  We  have  eon  tinned  on 
that  plan  and  have  sold  hundreds  of  thousands  of  bales  of  cot- 
ton 01  that  type  to  dozens  and  dozens  of  spinners,  and,  so  far  as 
I  know^  we  have  not  found  anv  two  of  them  that  call  it  the 
same  thmg.  One  man  called  it  "  sliort  li ; ''  one  spinner  in  New 
Bedford.  Mass.,  called  it  '^fuU  1^;  "  another  spinner  in  Provi- 
dence called  it  If ;  another  called  it  1  /^ ;  another  man  in  Boston 
oedled  it  IJ;  another  man  in  Europe  called  it  32  to  34  milli- 
meters;  *  *  *  but  I  never  found  any  two  of  them  that  calkd 
it  the  same  thing.  But  when  we  came  to  sell  it  they  all  paid 
practically  the  same  price  for  it' 

The  difficulty  of  taking  length  of  staple  into  ccmsiderati<m  in  the 
establishment  of  official  standards  was  recognized  by  the  Inter- 
national Conference  of  Cotton  Orowers  and  Manufacturers  at  its 
meeting  in  Atlanta,  Ga.,  in  October,  1907.  The  conference,  which 
was  attended  by  cotton  growers,  merchants,  brokers,  and  spinners, 
not  only  from  the  United  States  but  from  Europe,  while  indorsing 
the  suggestion  of  a  uniform  standard,  todk  the  ground  that  sudh 
classification  should  not  take  staple  into  account,  as  will  be  seen  from 
the  follollipg  resolution,  unanimously  adopted : 

That  having  considered  the  question  of  uniform  classification 
of  American  cotton  this  committee  is  unanimously  of  the  opinion 
that  standard  types  should  be  adopted  either  by  the  United 
States  Government  or  by  an  association  of  delegates  from  cot- 
ton exchanges,  cotton  growers,  and  cotton  spinners,  and  that  the 
classification  should  be  made  upon  grade  and  color  alone  and 
not  upon  staple. 

It  is  significant  that,  after  full  consideration,  those  most  inter- 
ested in  cotton  arrived  at  the  conclusion  that  the  standard  should  be 
for  grade  and  color  alone. 

A  particular  difficulty  also  arises  in  the  case  of  tinged  and  stained 
cotton.  The  nondescript  character  of  such  cotton  has  already  been 
emphasized.  A  cotton  manufacturer  in  New  England  pronounced 
the  adoption  of  a  uniform  standard  impracticable,  mainly  on  account 
of  the  difficulty  with  this  class  of  cotton.    He  said,  in  substance : 

Cotton  is  classed  by  sample,  and  when  it  is  understood  that 
a  bale  of  cotton  is  the  product  of  2  or  more  acres  of  land,  it  must 
be  evident  to  any  thoughtful  person  that  no  sample  of  a  few. 
ounces  of  cotton  can  represent  the  product  of  2  or  3  acres.  ♦  *  * 
Controversies  over  the  classification  of  cotton  do  not  ordinarily 
arise  where  white  cotton  only  is  considered.  The  contention 
almost  invariably  comes  over  tinges  and  stains.  There  is  no- 
body on  earth  who  has  ever  been  able  to  draw  a  line  between 
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tinges  and  stains;  neither  has  anyone  been  able  to  draw  a  line 
distinctly  between  storm  cotton  and  blue  cotton.  No  standard 
can  be  established  for  judging  these  nondescript  cottons,  and 
it  is  for  these  grades  that  the  standard  is  most  needed. 

It  should  again  be  noted  that  this  is  no  new  difficulty,  but  that  the 
grading  of  tinged  and  stained  cotton  is  one  of  the  most  troublesome 
features  of  classification,  even  under  present  conditions.  Owing  to 
the  nondescript  character  of  such  cotton,  it  is  exceedingly  doubtful 
whether  official  standards  can  be  maintained  for  them,  and,  as  sug- 
gested in  the  preceding  chapter,  there  is  much  to  be  said  in  favor  of 
determining  the  value  of  such  cotton  by  arbitration.  In  New  York 
this,  in  turn,  involves  difficulty,  owing  to  the  employment  of  the  cer- 
tificate system.  Probably  the  most  practical  solution  of  the  difficulty  is 
the  exclusion  of  the  great  bulk  of  such  irregular  cotton  from  contract 
delivery  altogether. 

Difficulties  arising  from  the  large  number  of  persons  af- 
fected.— The  second  objection  to  a  uniform  standard,  on  the  ground 
that,  owing  to  the  large  number  of  persons  interested  in  the  cotton 
trade,  it  would  be  impossible  to  secure  uniformity,  is  unquestionably 
a  serious  one.  The  number  of  persons  engaged  in  the  cotton  business 
and  directly  concerned  in  the  classification  of  the  product  is  enor- 
mous. A  great  many  of  them  either  have  not  had  sufficient  experi- 
ence or  are  not  sufficiently  interested  to  become  well  informed  on 
the  subject.  The  average  cotton  grower  is  not  an  expert  in  the  classi- 
fication of  cotton.  The  producer  of  cotton  is  mainly  concerned  in  get- 
ting the  highest  possible  price  for  his  product,  and  if  there  is  spirited 
competition  for  his  cotton  he  is  largely  indifferent  to  the  grade  which 
the  different  buyers  may  call  it.  In  the  same  way,  the  spinner  as  a  rule 
buys  the  bulk  of  his  cotton  by  sample  or  by  private  mark,  rather  than 
by  grade,  so  that  he  is  more  or  less  unconcerned  over  efforts  to  bring 
about  uniformity  in  classification.  Cotton  merchants,  likewise,  have 
a  great  number  of  private  marks,  and  undoubtedly  there  would  be 
serious  difficulty  in  harmonizing  the  conflicting  ideas  of  this  interest 
alone  with  respect  to  grade. 

In  this  connection  considerable  stress  was  laid  upon  the  fate  of  such 
efforts  in  the  past.  It  has  already  been  noted  that  a  serious  attempt 
to  secure  the  adoption  of  uniform  standards  was  made  many  years 
ago  through  the  National  Cotton  Exchange  Association.  In  spite  of 
an  apparent  disposition  on  the  part  of  various  markets  to  cooperate, 
the  movement  fell  flat  as  soon  as  an  attempt  was  made  to  i)ut  the 
standards  into  actual  use.  Members  of  the  New  York  Cotton  Ex- 
change attribute  the  failure  of  this  plan  to  the  indifference  of  south- 
em  exchanges,  and  urge  that  the  New  York  Cotton  Exchange  has 
continued  to  use  the  standards  then  agreed  upon  and  that  it  is  the 
only  exchange  which  has  done  this. 


On  other  occasions  the  leading  aoathem  miurkets  have  sfa^mn  little 
interest  in  efforts  to  bring  about  uniformity  in  elassificfttion.  In 
l!l)00  the  revision  committee  of  the  New  York  Cotton  Exdbange  sub- 
mitted the  following  resolution  to  the  board  of  managers: 

R^ohedy  That  it  is  the  sense  of  this  meeting  that  the  board 
of  managers  should  take  immediate  stras  to  prooure-  frcwa  Ae 
prominent  mark^  of  the  Souih-^viz,  Memphis^  Housbau,  New 
Orleans,  Savannah,  and  Auguste — ^fuU  s^  of  types  of ^the 
grades  now  existing  in  those  maikets;  and 

Resolved^  That  it  is  the  sense  of  this  meeting  that  the  board 
r»f  managers  should  take  stejps  to  arrange  with  the  c^her  cotton 
markets  of  the  world  for  an  mternational  dasdfication  of  cotton. 

The  chairman  of  the  revision  committee  reported  at  this  time  that 
he  hail  written  to  the  various  southern  exchanges  mentioned  in  the 
r€sohition  for  the  purpose  of  obtaining  full  sets  of  their  types,  but 
liacl  received  a  reply  from  the  Augusta  exdiange  only. 

Thero  seems,  therefore,  to  be  ground  for  the  contention  of  New 
York  that  efforts  to  bring  about  uniformity  in  classification  have  met 
with  little  response  from  southern  markets.  The  same  is  true  of 
Liverpool.  Owing  to  the  vast  amount  of  cotton  exported,  it  is 
obriou:ily  of  great  importance  to  secure  the  cooperation  of  the 
liverpool  Cotton  Association  in  any  adoption  of  official  standards. 
The  Liverpool  Cotton  Association,  however,  has  shown  little  dispo- 
sition to  cooperate  with  American  exchanges  in  this  matter.  This  is 
indicatecl  by  the  following  letter : 

Liverpool,  November  29^  1901, 

To  the  President  of  the  New  York  Cotton  Exchange, 

New  York,  U.  S,  A. 
International  Standards  of  American  Cotton. 

Dear  Sir:  This  association  finds,  on  communicating  with  the 
leading  cotton  exchanges,  that  difficulties  present  themselves 
which  offer  considerable  obstacles  to  joint  procedure  in  the 
adoption  of  new  standards,  and  that  much  time  would  be  lost 
before  any  practical  result  could  be  arrived  at. 

This  association,  therefore,  without  giving  up  hope  that  inter- 
national standards  will  sooner  or  later  be  agreed  to,  has  decided 
to  proceed  to  make  up  for  itself  revised  standards  of  American 
cotton  in  order  that  they  may  come  into  force  in  September  next. 

When  the  new  standards  are  adopted,  it  is  intended  to  send 
copies  to  the  various  exchanges,  and  it  is  hoped  they  may  agree 
with  the  general  views  as  to  what  such  standards  should  be,  so 
as  to  commend  themselves  as  the  basis  of  standards  for  general 
adoption  by  the  exchanges. 

Yours,  faithfully,  A.  W.  Willmer,  President. 

In  this  connection  it  should  be  repeated  that  dissatisfaction  over 
Liverpool  classifications  has  been  very  acute.  Many  American  ship- 
pers allege  that  arbitrators  at  Liverpool  are  very  severe  in  their 
^reatjment  of  American  cotton.   The  bulk  of  export  business  in  cotton 
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not  done  on  the  basis  of  private  marks  is  handled  on  the  basis  of 
the  Liverpool  classification.  It  was  contended  by  many  cotton  mer- 
chants that  there  was  no  just  reason  why  this  practice  should  exist. 
It  was  urged  that  a  commodity  the  production  of  which  was  so 
largely  controlled  by  the  United  States,  and  for  which  the  rest  of 
the  world  was  largely  dependent  upon  this  country,  should  be  sold 
upon  an  American  classification. 
An  exporter  in  the  Savannah  market  said  in  this  connection : 

I  think  the  system  of  selling  from  this  side  *  *  *  is  farci- 
cal. I  mean  by  that  that  people  on  this  side  who  are  the  growers 
of  a  commodity  which  is  practically  monopolized  on  this  side 
should  submit  to  buyers  or  spinners  on  the  other  side  dictating 
the  grade  to  them  is,  as  before  remarked,  farcical.  Take 
wheat — this  is  sold  on  this  side.  Rosins  and  turpentine  are  sold 
on  this  side,  the  American  out-turn  being  final,  the  same  as 
wheat. 

A  merchant  of  Augusta,  Ga.,  said  in  this  connection : 

We  should  have  uniform  rules  to  conduct  the  cotton  business 
from  North  Carolina  to  Texas.  We  should  have  uniform  classi- 
fication, and  we  should  have  such  rules  and  classification 
made  and  enforced  by  a  convention  of  southern  exchanges, 
so  that  we  would  deal  with  the  manufacturers  of  this  coun- 
try and  Europe  upon  the  same  basis,  knowing  no  New  York 
or  Liverpool  or  Bremen  rules,  but  announcing  to  the  world  the 
basis  on  which  our  product  is  sold.  We  would  then  hear  noth- 
ing more  of  New  York  middling,  or  Liverpool  middling,  or 
Augusta,  or  Savannah,  or  Charleston  middling,  but  we  would 
have  one  set  of  grades  agreed  upon,  as  before  suggested,  and 
would  offer  our  cotton  for  sale  upon  such  grades. 

A  particular  objection  to  the  use  of  the  foreign  system  of  classi- 
fication is  that  this  basis  was  forced  upon  the  southern  producer 
during  the  period  immediately  following  the  civil  war,  when  he 
was  in  no  position  to  resist.  A  merchant  of  the  Savannah  market 
said  in  this  connection : 

Indirectly  southern  producers  suffer  from  the  conditions  under 
which  cotton  exporters  sell  cotton  to  Europe  and  New  England, 
and  all  such  sales  are  made  on  contract  conditions  framed  in 
the  countries  of  consumption — not  in  accordance  with  conditions 
such  as  prevail  in  the  South.  Whenever  any  contracts  are 
signed  for  such  sales  they  are  written  out  and  dated  in  Europe 
or  New  England  in  accordance  with  the  laws  and  rules  in  force 
in  those  sections.  Arbitrations  in  case  of  dispute  have  to  take 
place  there  in  accordance  with  the  rules  of  the  exchanges  or 
commercial  bodies  which  have  been  organized  there.  These  con- 
ditions were  forced  on  the  southern  cotton  interests  by  the  finan- 
cial necessities  existing  forty  years  ago,  and  it  has  not  been  pos- 
sible thus  far  to  bring  about  a  concerted  effort  to  throw  off 
these  shackles.  *  *  *  It  would  clearly  be  to  the  advantage 
of  the  South  and  add  very  much  to  the  self-respect  of  its  people 
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if  its  prineipal  product  could  be  dealt  in  all  the  world  over  in 
accoraance  with  conditions  and  rules  and  laws  obtaining  in  the 
Southern  States.  An  opportunitgr  to  bring  about  such  a  state 
of  thinj^  can  scarcely  be  niade  by  those  parties  who  seem  to  be 
most  directly  interested  in  it,  as  any  effort  cm  their  part  to  tiiat 
effect  would  bring  them  into  collision  with  their  costommrs 
among  merchants  and  mills  in  the  consuming  ^Kmntries.  ^  ^  * 
There  is  no  reason  wh^  cotton  should  not  be  officially  dassed  and 
weighed  bale  by  bale  in  the  same  manner  as  the  quality  of  naval 
stores  in  the  South  is  determined  by  official  classers  whose  marks 
are  not  allowed  to  be  obliterated,  or  as  canned  goods  in  the  NwUi 
and  West  are  labeled  by  Government  inspertors,  which  labels 
can  not  be  effaced  without  leading  to  litigatiim. 

Seetidn  5.  Ketliods  suggested  for  pzaetioal  inteoduetioii  of  uaifom 
ftandardt. 

There  is  considerable  difference  of  opinion  as  to  the  most  feasible 
method  of  securing  the  actual  adoption  of  a  uniform  standard.  A 
plan  once  generally  indorsed  was  that  for  a  convention  of  delegates 
from  various  exchanges,  including,  if  possible,  the  Liverpool  Cotton 
Association  and  the  continental  exchanges.  Owing,  however,  to  the 
foilure  of  the  National  Cotton  Exchange  Association  ptfm  and  to 
the  more  recent  evidence  of  an  indisposition  on  the  part  of  southern 
and  foreign  exchanges  to  cooperate  in  the  establishment  of  a  univer- 
sal standard,  many  members  of  the  trade  were  of  the  opinion  that  the 
only  practical  method  for  putting  the  new  system  into  actual  opera- 
tion was  the  establishment  of  standards  by  the  Government.  In  this 
connection  it  may  be  noted  that  a  bill  providing  for  such  standards 
was  introduced  in  the  Fifty-ninth  Congress.  At  the  opening  of  the 
present  session  there  was  introduced  an  amended  bill,  as  follows: 

A  BILL.  Directing  the  fixing  of  a  standard  of  cotton  classification. 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of 
the  United  States  of  America  in  Congress  assembled^  That  the 
Secretary  of  Agriculture  be,  and  he  is  hereby,  directed  to  fix  a 
standard  for  the  different  grades  of  cotton  (calling  to  his  assist- 
ance for  that  purpose  three  expert  cotton  classifiers),  and  in  do- 
ing so  he  shall  first  fix  a  standard  of  middling  cotton  and,  using 
same  as  the  basis,  shall  proceed  to  fix  a  standard  for  four  grades 
of  cotton  above  said  basis  and  four  grades  of  cotton  below  said 
basis,  giving  careful  consideration  alike  to  the  interests  of  the 
producers  and  spinners  of  cotton.  ^Vhen  said  standard  has  been 
fixed  by  said  Secretary  of  Agriculture  of  the  nine  different 
grades  of  cotton  as  herein  provided,  same  shall  be,  and  is  hereby 
declared,  the  official  standard  of  cotton  classification.  The  Sec- 
retary of  Agriculture  is  hereby  authorized  and  directed  to  pre- 
pare, in  the  most  practical  form,  said  standard  of  cotton,  and  on 
request  shall  furnish  same  to  any  farmer's  institute,  union,  or 
association,  or  to  any  cotton  spinners'  association,  or  to  any  agri- 
cultural school  or  college,  or  to  any  cotton  exchange  dealing  in 
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bona  fide  sales  oif  cotton  for  future  delivery,  upon  a  request  being 
submitted  to  him  therefor,  in  each  instance  the  exact  cost  for  fur- 
nishing said  standard  to  b^  paid  when  same  is  delivered  bv  said 
Secretary,  certified  under  his  signature  and  the  seal  of  his  De- 
partment, to  the  institute,  union,  association,  or  exchange  re- 
questing same. 

It  will  be  seen  that  the  bill  contained  no  provision  making  such 
standards  compulsory,  and  it  is  probable  that  no  effort  to  force  such 
standards  on  the  trade  would  be  made. 

The  main  provisions  of  this  bill  were  incorporated  in  the  appro- 
priation bill  for  the  Department  of  Agriculture  for  the  fiscal  year 
1909.  The  matter  is  to  receive  the  prompt  attention  of  that  Depart- 
ment. 

In  view  of  the  rather  pronounced  distinction  between  upland  and 
gulf  cotton,  it  is  urged  by  some  that  two  sets  of  standards  would  be 
necessary ;  in  fact,  some  interests  in  the  cotton  trade  urge  the  estab- 
lishment of  a  third  set  of  standards  to  represent  the  Texas  product. 
There  are  very  practical  difficulties  in  the  way  of  the  establishment 
of  any  such  variety  of  standards,  and  these  suggestions  appear  to  be 
of  very  doubtful  advisability.  Obviously,  every  increase  in  the  num- 
ber of  standards  tends  to  result  in  the  very  thing  that  uniform  stand- 
ards are  designed  to  prevent,  namely,  a  confusion  of  types.  It  would 
seem  advisable  that  only  one  set  of  standards  should  l>e  adopted,  at 
least  until  the  system  has  been  given  a  thorough  trial,  and  that  these 
standards  should  be  established,  in  the  main,  on  the  same  general  basis 
as  the  local  standards  now  in  use ;  that  is,  on  the  color  and  cleanliness 
of  the  cotton.  There  is  very  general  agreement  among  cotton  mer- 
chants, as  already  noted,  that  official  standards  can  not  take  full  ac- 
count of  staple  length  of  cotton.  In  this  connection,  however,  it 
would  seem  eminently  proper  that,  without  attempting  to  establish 
standards  for  different  staple  lengths,  a  minimum  length  of  staple 
should  be  stipulated  in  making  up  the  official  standards.  Such  mini- 
mum, perhaps,  might  be  smaller  in  the  case  of  upland  cotton  than  in 
the  case  of  gulf.  It  is  also  highly  desirable  that  some  provision  be 
made  which  will  insure  the  rejection  of  cotton  of  extremely  weak 
staple. 

The  establishment  of  standards  for  tinged  and  stained  cotton  pre- 
sents much  greater  difficulty,  owing  to  the  great  variety  of  character- 
istics shown  by  such  cotton.  As  already  stated,  the  New  Orleans 
Cotton  Exchange  makes  no  attempt  to  establish  standards  for  these 
nondescript  grades,  and  a  particular  complaint  against  the  New  York 
Cotton  Exchange  classification  is  that  it  has  attempted  to  establish 
arbitrary  standards  and  differences  for  them.  It  may  be  noted  that 
the  bill  above  referred  to  made  no  provision  for  such  grades.  Indeed, 
the  establishment  of  standards  for  tinged  and  stained  grades  is  a 
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matter  of  very  doubtful  practicability.  In  any  event,  this  is  a  ques- 
tion of  minor  importance  in  comparison  with  the  establishment  of 
standards  for  white  grades,  and  one  which  might  very  properly  wait 
until  the  practicability  of  introducing  uniform  standards  for  such 
white  grades  had  been  thoroughly  tested. 

A  further  point  to  be  determined  is  whether  standards  should  be 
absolutely  fixed,  or  whether  they  should  take  into  account  differences 
in  the  general  character  of  different  crops,  as,  for  instance,  the  bright- 
ness or  bloom.  A  number  of  cotton  merchants  contended  that  stand- 
ards should  l)e  made  up  from  each  crop  to  correspond  to  the  general 
characteristics  of  that  crop.  These  suggestions  appear  to  be  ill  ad- 
vised. In  fact,  a  flexible  standard  is  really  no  standard  at  all,  and 
would  tend  to  produce  confusion  in  the  practical  work  of  classifica- 
tion. The  character  of  a  crop  is  often  changed  during  the  gathering 
season,  and  there  really  is  no  more  reason  for  changing  standards  to 
conform  to  the  differing  characteristics  of  different  crops  than  there 
would  be  for  changing  these  standards  for  any  single  crop  in  case  its 
general  character  were  modified  by  weather  conditions  or  otherwise 
after  the  standards  were  first  adopted.  A  very  practical  diflSculty 
in  attempting  to  make  standards  conform  to  the  peculiarities  of 
different  crops  is  that  it  would  be  necessary  to  defer  the  establishment 
of  such  standards  until  the  bulk  of  the  crop  was  gathered.  This 
Avould  mean  that  the  previous  year's  standards  would  apply  to  that 
])()rti(>ii  of  the  croj)  whicli  Avas  gathered  early  in  the  season.  How- 
ever, the  sug<resti()n  is  hardly  worthy  of  serious  consideration,  since 
any  sucli  flexibility  in  the  standards  and  types  is  opposed  to  the 
fundamental  idea  of  a  standard.  From  every  consideration  it  would 
a|:)|)ear  that  the  standards  should  be  absolutely  fixed.  Of  course,  if 
after  a  jx'riod  of  years  it  was  found  that  the  character  of  all  crops 
had  undergone  a  j)ronounced  chan<re,  a  revision  of  the  standards 
Avould  he  eminently  proper. 

Tt  has  been  suggested  that  Avhen  the  standards  are  established  a 
penalty  should  he  provided  for  the  punishment  of  anyone  who  will- 
fully tampers  with  or  alters  either  the  standards  or  any  duplicates 
of  sucli  standards  which  may  be  furnished  by  the  Secretary  of  Agri- 
culture to  cotton  interests. 

Section  6.  Conclusions  as  to  practicability  of  uniform  standards. 

As  already  shown,  much  tlouht  is  expressed  in  the  cotton  trade  as 
to  whether,  after  uniform  standards  have  been  established,  it  will  be 
possible  to  secure  their  actual  adoption  by  the  trade.  In  view  of  the 
serious  difficulties  already  outlined,  it  must  be  admitted  that  there  is 
little  reason  to  hoj)e  for  an  immediate  acce])tance  of  such  standards. 
This,   however,   is   not   a    sufficient    reason    for   relaxing   efforts  to 
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secure  their  introduction.  Even  if  absolute  uniformity  should  not  be 
obtained,  great  benefit  would  result  if  only  the  leading  cotton  markets 
of  the  country  or  of  the  world  should  adopt  a  uniform  basis.  More- 
over, even  if  the  adoption  of  such  standards  were  confined  merely  to 
the  future  markets,  the  benefits  would  be  by  no  means  inconsiderable. 
Aside  from  a  tendency  to  reduce  the  number  of  disputes  over  con- 
tract deliveries,  the  adoption  of  uniform  standards  would,  if  proper 
difference  systems  were  employed  in  all  three  future  markets — New 
York,  New  Orleans,  and  Liverpool — tend  to  maintain  a  parity  among 
the  future  quotations  of  those  markets.  This  is  exceedingly  desirable. 
It  is  the  opinion  of  many  members  of  the  cotton  trade  that  it  is 
entirely  practicable  to  have  a  standard  of  classification  under  which 
the  grading  given  a  bale  of  cotton  in  one  of  the  three  great  future 
markets  of  the  world  would  be  accepted  in  the  other  two,  without  the 
mconvenience  and  expense  of  a  physical  reexamination.  This  would 
involve,  of  course,  the  introduction  of  a  certificate  system  in  the  New 
Orleans  and  Liverpool  markets.  It  would  be  necessary  that  the  cot- 
ton be  identified  and  that  classification  be  authoritative  and  binding, 
and  this  could  not  be  brought  about  without  some  sort  of  certificate 
system.  Obviously,  if  the  grade  of  cotton  could  be  so  established 
*.hat  it  would  be  accepted  by  the  three  great  future  markets  of  the 
world,  a  vast  amount  of  trouble  would  be  avoided.  A  cotton  mer- 
chant of  Houston,  Tex.,  said  in  this  connection : 

A  bale  of  middling  cotton  ought  to  be  a  bale  of  middling 
cotton  the  world  over. 

A  merchant  in  Galveston  said,  in  substance : 

It  would  not  be  possible  to  make  spot  transactions  absolutely 
upon  such  fixed  standards,  because  each  lot  of  cotton  must  neces- 
sarily be  sold  upon  its  merits.  Such  a  standard,  though,  would 
give  a  fair  working  basis  and  all  cotton  sold  upon  description 
should  conform  to  some  standard  of  grades  and  types.  ♦  *  * 
As  to  standards  for  future  delivery,  there  is  no  question  but 
that  a  universal  standard  would  contribute  to  the  best  interest  of 
the  entire  cotton  trade.  Cotton  that  is  tenderable  upon  future 
contracts  in  one  market  should  be  tenderable  upon  future  con- 
tracts in  all  markets. 

The  introduction  of  a  system  of  uniform  standards  in  the  spot 
market  presents  a  much  more  difficult  problem.  This  is  largely  due 
to  the  fact,  already  noted,  that  a  vast  amount  of  business  in  the  spot 
market  is  done  on  the  basis  of  samples  or  private  marks,  in  which 
case  the  buyer  of  the  cotton  is  almost  wholly  indifferent  to  the 
grading.  So  long  as  the  cotton  comes  up  to  the  samples  furnished, 
it  is  immaterial  to  the  buyer  how  the  seller  defines  the  grade.  Owing 
to  the  great  number  of  characteristics  which  are  a  matter  of  vital 
importance  to  the  spinner,  it  is  not  probable  that  any  system  of 
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rtandards  could  be  adopted  which  would  be  generally  med  by  i^^n- 
ners  to  buy  cottim  by  merely  naming  the  grades  wanted. 
A  i^anter  of  Waco,  Tex.,  said,  in  substance: 

■^^  A  uniform  standard  of  types  fot  American  cotton  would  h&§ 

,^^         ideaL  but  such  a  system  would  be  totally  impractictibk  and^ 
wholly  useless  for  most  spot  transactions.    Every  bale  of  spot 
cotton  that  is  sold  from  samples  changes  hands  upon  iUi  merit g^ 
and  there  is  nothing  on  earth  that  could  change  this  method! J 
Buyers  and  sellers  of  cottcm  would  uniformly  disregard  any] 
standard,  and  it  is  very  proper  that  they  should,  but  for  de-| 
Uveries  made  on  future  contracte  and  for  cotton  sold  on  descri]i-| 
tion  a  uniform  standard  of  types  would  be  of  incalculable  value.  I 
It  would  form  a  basis  for  tlie  settlement  of  disputes^  and  if  i\m\ 
standards  were  properly  established  this  would  soon  become 
recognized  and  controversies  would  be  more  easily  and  more  sat- 
isfactorily adjusted. 

While  merchants  and  spinners  would  doubtless  be  inclined  at  first 
to  maintain  the  methods  which  they  have  so  long  employed,  it  seems 
altogether  probable  that  if  uniform  standards  were  adopted  by  the 
leading  future  markets  they  would  in  time  be  reoogni^  by  epot  in- 
terests to  a  very  considerable  extent;  that  is,  that  many  more  sales 
would  be  made  on  the  basis  of  official  grades  than  at  presrait.  Evooi  if 
this  were  not  the  case,  however,  the  adoption  of  uniform  standards 
should  be  of  great  value  to  both  the  spot  merchant  and  the  spinner. 
Very  material  benefits  should  result  from  the  opportunity  of  securing 
greater  uniformity  in  the  quotation  of  prices  for  the  various  grades 
in  the  leading  markets.  Such  uniformity  in  the  basis  of  price  quota- 
tions should  go  very  far  to  reduce  errors  in  the  establishment  of  grade 
differences,  and  thus  to  prevent  abnormal  disturbances  in  the  parity 
between  the  spot  and  contract  prices.  This,  in  turn,  would  be  of  al- 
m'ost  incalculable  value  to  spot  merchants  and  spinners  using  the 
future  market  for  hedging  purposes,  while  it  would  also  give  much 
greater  stability  to  future  operations  generally. 

Whether  or  not  spot-cotton  merchants  and  spinners  would  adopt 
a  uniform  classification  or  find  it  of  material  benefit  to  them,  there 
can  be  no  doubt  that  the  introduction  of  such  standards  would  be  a 
substantial  benefit  to  the  farmer.  While  it  is  possible  that  in  markets 
where  competition  is  active  the  farmer  gets  the  full  value  of  his  prod- 
uct, regardless  of  his  inability  to  class  it  accurately,  a  system  of  uni- 
form standards  could  not  fail  to  benefit  him.  If  the  leading  markets 
were  all  quoting  on.  a  uniform  basis,  he  would  have  a  very  accurate 
idea  of  the  values  of  the  different  grades  which  he  produced,  whereas, 
under  the  present  confusion  of  standards,  it  is  almost  impossible  for 
him  to  know  what  his  cotton  would  bring  in  any  market.  Instead,  he 
is  forced  to  rely  upon  competition  of  buyers,  which  at  times  may 
be  very  limited 
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It  has  been  argued  that  cotton  growers  would  not  find  it  practi- 
cable to  purchase  standard  types,  even  though  the  expense  were 
small,  or  that  they  would  not  go  to  the  trouble  of  doing  so,  and  that, 
consequently,  the  introduction  of  uniform  standards  would  be  ex- 
ceedingly slow.  In  reply  to  this  objection  it  is  urged  that  it  would 
not  be  necessary  for  every  producer  of  cotton,  or  even  for  any  con- 
siderable number  of  producers,  to  own  standards,  but  that  producers 
generally  could  become  familiar  with  the  official  standards  through 
their  dealings  with  merchants.  In  this  connection  it  is  pointed  out 
that  the  practice  of  warehousing  cgtton  in  the  interior  is  steadily 
increasing,  and  that  these  warehouses  would  maintain  the  oflScial 
standards  and  very  likely  grade  the  cotton  in  accordance  with  them. 
If  this  were  the  case,  the  producers  could  speedily  become  acquainted 
with  the  standards.  In  any  event,  if  the  official  standards  were  rec- 
ognized by  the  leading  exchanges  and  by  cotton  merchants  in  ship- 
ments of  cotton  subject  to  arbitration,  it  would  be  only  a  matter  of 
time  when  a  majority  of  the  cotton  producers  would  become  more 
or  less  familiar  with  them. 

In  view  of  the  great  benefit  which  would  result  from  the  success- 
ful introduction  of  uniform  standards,  and  the  almost  complete 
absence  of  any  substantial  ground  for  opposing  their  introduction, 
there  is  hardly  room  for  questioning  the  desirability  of  establishing 
them  and  of  making  most  faithful  efforts  to  secure  their  early  adop- 
tion by  the  trade. 
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CHAPTER  I. 

GENERAL    ARGUMENTS    FOR    AND    AGAINST    PRESENT    BROAD 

CONTRACT. 

Section  1.  Widespread  demand  for  a  more  restricted  contract. 

The  privilege  given  the  seller  under  the  contracts  of  both  the  New 
York  and  New  Orleans  cotton  exchanges  to  deliver  a  wide  range  of 
grades  instead  of  a  specific  grade  or  a  limited  number  of  grades  has, 
like  the  question  of  grade  differences  and  that  of  classification,  been 
a  source  of  much  controversy.  This  privilege  of  the  seller  has  been 
condemned  for  years  by  spinners,  and  by  many  cotton  merchants  as 
well,  as  altogether  too  liberal  and  as  robbing  the  contract  of  a  com- 
mercial character,  and  this  without  regard  to  the  method  of  establish- 
ing grade  differences. 

Complaints  with  respect  to  the  range  of  grades  deliverable  on  con- 
tract fall  into  two  classes.  One  class  of  complaints  is  directed  against 
the  range  of  grades  itself,  and  contemplates  the  restriction  of  that 
range  by  the  absolute  exclusion  of  certain  grades,  and  particularly 
some  of  the  lowest  grades,  of  cotton  now  deliverable  on  contract.  The 
other  class  of  complaints  is  not  aimed  primarily  at  the  contract  range 
itself,  but  at  the  mixture  of  grades  on  a  single  contract  delivery,  and 
contemplates  the  restriction  of  the  range  of  grades  on  individual  de- 
liveries without  necessarily  interfering  with  the  present  contract 
range  as  a  whole. 

The  general  dissatisfaction  over  the  wide  range  of  grades  ten- 
derable  on  contract  is  expressed  by  many  communications  to  cot- 
ton exchanges.  In  1892  a  complaint  signed  by  a  large  number  of  per- 
sons throughout  the  South  was  made  to  the  New  Orleans  Cotton  Ex- 
change, as  follows : 

We  appeal  to  you  in  behalf  of  the  southern  people  and  in  be- 
half of  justice.    We  believe  that  the  present  methods  of  allowing 
all  grades  of  cotton  to  be  delivered  on  contract  are  illegal  and 
•    have  greatly  helped  the  bears  in  reducing  values  and  thus  bring- 
ing poverty  and  distress  upon  the  South. 
4515ft-08 10  145 
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We  ask  that  each  and  every  conlract  shall  be  even  running 
and  the  grade  specified.  When  you  buy  our  cotton,  you  buv  it 
that  way.**  Wlieii  you  sell  it,  give  us  the  same  chance  and  sell  it 
that  way*  As  it  m  now,  the  seller  has  a  ri^ht  to  deliver  w^hat  he 
may  select*  Would  it  not  be  as  fair  to  allow  the  buyer  to  have 
what  he  may  select!  New  Orleans  would  be  the  great  cotton 
market  of  the  world.  Give  good,  honest,  American  rules,  and 
not  follow  in  the  wake  of  Liverpool,  w^iose  interest  is  to  make  ( 
her  rules  as  much  as  possible  to  depress  values. 

We  are  weary  of  looking  to  the  New  York  future  board  for 
values  of  cotton.  Let  us  all  join  together  and  work  together  for 
the  South,  and  if  your  city  will  take  the  lead  in  the  movement 
we  will  feel  grateful,  bein^  assured  that  it  will  give  you  the 
prominence  you  should  merit.  The  West  does  not  look  to  New" 
York  for  the  values  of  grain,  but  to  Chicago,  St-  Louis,  and 
Minneapolis. 

The  world  needs  all  the  cotton  we  produce.  Let  the  owners 
value  it,  and  not  the  nonowners  in  eastern  cities. 

In  October,  1892,  the  St.  Louis  Cotton  Exchange,  through  its  sec- 
retary, addressed  a  communication  to  Henry  G.  Hester,  secretary  of 
the  New  Orleans  Cotton  Exchange,  in  part  as  follows : 

We  deem  it  our  privilege  and  duty  to  say  to  you  that  we  think 
your  present  methods  of  delivering  contracts  are  not  based  upon 

a  sou  nil  commercial  business?  transaction ;  that  they  are  decidedly 
in  the  interest  of  the  seller  and  against  the  buyer,  by  your  not 
specifying  whni  llu*  sc^lh'r  must  dpliver  and  what  the  nuyer  n>u>^t 
receive,  and  thus  giving  the  seller  the  option  of  tendering  the 
buyer  low  cotton  if  it  is  undesirable  at  that  time,  or  good  cotton 
if  it  is  selling  above  its  value  on  a  basis  of  middling  at  the  time 
it  is  tendered. 

About  the  same  time  a  complaint  was  submitted  to  the  New 
Orleans  Cotton  Exchange  from  the  Galveston  Chamber  of  Com- 
merce, in  part  as  follows : 

The  main  objection,  however,  that  the  country  at  large  has  to 
the  contract  system  is  that  the  contracts  dealt  in  in  New  York 
and  New  Orleans  do  not  represent  a  merchantable  article — that 
is,  the  contract  may  cover  a  multiplicity  of  grades  and  colors  of 
cotton — that  in  many  cases  it  is  of  no  value  to  the  receiver,  ex- 
cept to  deliver  it  again  against  a  contract  to  some  other  party, 
who  must  continue  to  pass  the  thing  along  in  the  same  manner. 
******* 

If  one  wishes  to  gamble,  the  present  contract  system  answers 
very  well.  For  legitimate  business,  however,  it  is  of  compara- 
tively little  value,  and  the  so-called  protection  it  offers  is  delu- 
sive, for  the  reason  that  the  well-known  worthless  character  of 
the  article  tendered  him  makes  it  undesirable  that  he  ^ould 
receive  it. 

«See  page  159.  In  several  respects  these  protests  are  inaccurate;  but  they 
Illustrate  the  widespread  dissatisfaction  over  the  form  of  the  contract. 
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This  general  demand  for  a  more  limited  contract  was  reiterated  by 
the  American  Cotton  Manufacturers'  Association  at  its  tenth  annual 
convention  at  Asheville,  N.  C.,  in  May,  1906,  and  again  at  the  annual 
convention  held  at  Richmond,  Va.,  in  May,  1908,  by  the  adoption  of 
resolutions  calling  for  various  restrictions  on  the  form  of  delivery .« 

Section  2.  Wide  range  of  grades  ordinarily  tendered  on  contract. 

Contract  deliveries  at  New  York. — That  the  average  tender  of 
50,000  pounds  of  cotton  on  a  contract  of  either  the  New  York  or  the 
New  Orleans  Cotton  Exchange  does  comprise  a  wide  variety  of 
grades  is  indisputable.  At  New  York  in  particular  deliveries  are 
greatly  mixed.  The  Bureau  obtained  the  grade  slips  for  several 
hundred  New  York  contracts,  covering  in  the  aggregate  about  50,000 
bales.  About  23,300  bales  of  this  cotton  were  delivered  during  the 
famous  comer  of  1903.  The  character  of  these  deliveries  is  indicated 
in  Table  1,  on  page  148,  which  shows  for  28  contracts,  in  detail,  the 
number  of  grades  and  the  number  of  bales  of  each  grade  tendered. 
Each  line  indicates  a  separate  delivery.  Averages  for  the  entire 
23,332  bales  are  also  given.^  The  range  of  grades  indicated  in  this 
table  can  be  appreciated  only  by  bearing  in  mind  that  an  ordinary 
spinner  does  not  desire  a  range  embracing  more  than  three  half 
grades;  in  fact,  a  great  many  spinners  in  making  their  purchases 
insist  on  practically  even  running  cotton. 

It  should  be  noted  that  this  table  includes  quarter  grades,  which 
are  no  longer  recognized  at  New  York  and  which  were  never  used  in 
New  Orleans.  The  table  tends,  therefore,  to  give  a  somewhat  exag- 
gerated idea  of  the  actual  range  of  quality  in  these  deliveries.  In 
order  to  give  a  clearer  idea  of  the  actual  spread  of  grades  the  full 
grades  are  indicated  by  heavy  type.  Allowing  for  the  presence  of 
quarter  grades,  the  table  nevertheless  shows  that  deliveries  at  New 
York  have  embraced  a  very  wide  spread  of  grades,  and,  furthermore, 
that  this  spread  was  not  limited  to  white  grades,  but  that  very  fre- 
quently tinged  and  stained  cotton  was  delivered  on  the  same  contract 
with  white  cotton.  The  influence  that  even  a  few  bales  of  such 
irregular  cotton  may  exert  is  increased  because  of  the  fact,  already 
referred  to  on  pages  108-111,  that  such  bales  are  frequently  included 
in  the  same  lot  with  white  cotton  of  higher  grade  and  that  in  order 
to  segregate  the  undesired  bales  it  is  necessary  to  break  the  lot  and 
to  go  to  the  expense  of  recertificating  such  bales;  this  expense 
amounts,  roughly,  to  40  or  50  cents  a  bale. 

«For  a  copy  of  the  resolutions  see  page  196. 

*It  win  be  understood  that  this  was  only  a  portion  of  the  deliveries  at  this 
tima  The  contracts  in  question  were  the  only  ones  located ;  they  undQubtedly 
are  fairly  representative. 
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It  may  be  objected  that  the  deliveries  in  question,  because  they  were 
made  during  one  of  the  most  acute  corners  ever  known  in  the  cotton 
trade,  would  naturally  include  a  much  more  miscellaneous  assort- 
ment than  those  made  under  normal  conditions,  first,  because  the 
natural  effect  of  the  corner  was  a  general  clearing  out  of  warehouses, 
and,  second,  because  the  deliverers,  under  the  circumstances,  would 
naturally  be  disposed  to  make  as  much  trouble  for  the  receivers  as 
possible.  Moreover,  there  was  a  practical  inducement  before  the  de- 
liverers to  embarrass  the  receivers  by  tendering  mixed  deliveries, 
since  such  mixture  of  grades  w^ould  operate  to  hinder  the  distribution 
of  cotton  to  spinners  and  thus  tend  to  force  the  receivers  to  hold  the 
cotton.  The  expense  of  carrying  a  large  stock  of  cotton  in  this  man- 
ner would  of  course  be  a  serious  disadvantage  to  the  operators  run- 
ning the  corner. 

It  is  possible  that  the  influences  noted  are  reflected  to  some  extent 
m  the  table  above  given.  In  order,  therefore,  to  secure  data  which 
would  certainly  be  representative,  grade  slips  were  obtained  for  a 
large  number  of  deliveries  made  during  the  years  1905,  1906,  and 
1907.  The  character  of  these  deliveries  is  shown  in  Table  2,  on 
pages  150  and  151,  which  gives  the  composition  in  detail  for  several 
tenders  in  each  group.  A  summary  for  each  group  as  a  whole  is 
also  given,  in  order  to  show  the  general  character  of  cotton  tendered 
at  the  respective  periods. 

WTiile  the  mixture  of  grades  on  individual  contracts  given  in  Table 
2  is  less  marked  than  that  shown  in  Table  1,  it  is  apparent  at  a 
glance  that  deliverers  of  cotton  on  contract  in  the  New  York  market 
have  extensively  availed  themselves  of  the  privilege  of  tendering  a 
very  mixed  assortment  of  grades.  At  the  same  time  Table  2  well 
illustrates  the  point,  so  frequently  emphasized  in  Part  I  of  this 
report,  that  contract  cotton,  broadly  speaking,  consists  mainly  of 
the  surplus  grades  of  the  crop.  Thus,  the  deliveries  shown  for  Octo- 
ber, 1905,  contain  a  considerable  amount  of  high-grade  cotton,  while 
those  made  in  the  month  of  August,  1907,  contain  hardly  any  cotton 
above  middling.  The  1905-0  crop,  it  will  be  recalled,  was  fairly  high 
in  grade,  while  the  190G-7  crop  was  of  abnormally  low  grade.  The 
table  also  well  answers  the  contention  of  those  w^ho  argue  that  the 
buyer  of  a  future  contract  can  estimate  approximately  the  kind  of 
cotton  which  he  will  receive.  Although  the  deliveries  were  mainly 
composed  of  surplus  grades,  nevertheless  these  deliveries  covered 
so  wide  a  range  that  the  purchaser  could  not  guess  closely  the  prob- 
able character  of  the  delivery,  while,  moreover,  the  very  frequent  mix- 
ture of  tinged  and  stained  cotton  with  the  white  grades  made  the 
tender  especially  obnoxious  to  any  receiver  except  a  cotton  merchant 
doing  a  sufficiently  large  business  to  permit  him  to  separate  the  various 
qualities  and  reassemble  them  into  lots  of  even-running  character. 
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The  grade  certificates  used  in  preparing  Tables  1  and  2  were  not 
selected,  but  wei'e  taken  us  they  were  tendered  to  several  receivers 
in  the  ordinary  course  of  business.  There  can  be  little  doubt  that 
they  are  fairly  representative^  for  the  periods  indicated,  of  the  average 
range  of  grades  on  a  contract  deliveiy  in  New  York.  There  t*an  be 
no  possible  question,  therefore,  that  the  range  of  grades  ordinarily 
tejidered  on  a  contract  of  the  New  York  Cotton  Exchange  is  *so  wide 
as  to  be  highly  undesirable  to  a  spinner  or  to  any  receiver  of  limited 
facilities. 

That  contract  deliveries  in  the  New  York  market  are  frequently 
mixed  was  flatly  admitted  by  a  special  committee  of  the  New  York 
Cotton  Exchange  having  in  charge  the  proposed  plan  for  extending 
the  New  York  certificating  system  to  southern  markets,  as  the  follow- 
ing excerpt  from  the  fourth  report  of  that  committee,  issued  July  10, 
19U7,  shows ; 

The  present  price  of  our  futures  repre.'^nts  the  value  of  the 
kind  and  grades  of  cotton  which  the  buyer  expects  to  get  if  he 
ca II s  f oi*  de  1  i \ery .  He  ^xpec t s  1  o w  gra des  and  mi xed  1  ot s ,  h a rdl y 
ever  even -running  lots.  Therefore,  he  usually  h[\9i  the  added  ex- 
pense of  breaking  up  the  certificates  and  reassorting  the  cotton 
if  he  wishes  it  in  even -running  grades  for  mills  or  for  export. 

roKTKACT  DBLH^RTES  AT  New  Ohlkans. — Mixed  deliveries  of  cot- 
ton are  not  peculiar  to  the  New  York  market,  although  the  mixture  of 
grades  is  more  marked  there  than  in  Liverpool  or  New  Orleans. 
Deliveries  on  contract  at  New  Orleans  can  not  be  compared  directly 
with  those  at  New  York,  for  the  reason  that  the  records  of  the  New 
Orleans  Cotton  Exchange  do  not  show  the  grade  of  the  cotton  ten- 
dered on  contract,  but  merely  the  differences  on  or  off  middling  which 
are  applied  by  the  arbitrators.  The  number  of  ".marks" — that 
is,  lots  designated  by  the  private  mark  (see  p.  34)  of  the  receiver — 
is  shown.  This,  however,  is  not  conclusive  evidence  of  the  number 
of  grades,  since  20  bales  put  in  a  given  mark  in  New  Orleans  might 
in  the  New  York  market  be  classed  into  several  grades.  On  the  other 
hand,  the  several  marks  might  each  be  very  uniform  as  to  grade. 
From  an  examination  of  records  of  the  New  Orleans  Cotton  Ex- 
change, covering  a  rather  extended  period,  it  appears  that  the  average 
number  of  marks  in  a  tender  in  that  market  is  about  five.  WTiile,  as 
just  stated,  actual  comparison  with  New  York  deliveries  can  not  be 
made,  it  is  certain  that  the  ordinary  tender  in  New  Orleans  is  less  split 
up  than  in  the  case  of  New  York. 

In  any  comparison  of  deliveries  in  the  two  markets  it  should  be 
borne  in  mind  that  the  list  of  grades  deliverable  in  New  York  prior 
to  January  1, 1908,  included  a  number  of  quarter  grades.  This  tends 
unfairly  to  exaggerate  the  difference  between  deliveries  at  New  York 
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and  those  at  New  Orleans  with  respect  to  the  spread  of  grades. 
Cotton  classed  in  New  York  into  quarter  grades  would  in  many  in- 
stances be  deliverable  at  New  Orleans,  but  would  simply  take  a  dif- 
ference to  correspond  with  the  minor  characteristics  which  distin- 
guished it  from  the  nearest  half  grade.  The  New  York  contract  has 
frequently  been  criticised  on.  the  ground  that  it  formerly  permitted 
the  delivery  of  as  many  as  30  grades.  In  considering  such  criticisms 
it  should  be  remembered  that,  were  the  basis  of  classification  the 
same,  the  extreme  range  of  grades  deliverable  in  New  York,  in  white 
cotton  at  least,  would  not  be  very  different  from  that  at  New  Orleans. 
At  the  present  time,  owing  to  the  elimination  of  several  of  the  low- 
est grades  formerly  deliverable  on  contract  in  New  York,  and  also 
to  the  elimination  of  the  quarter  grades,  a  comparison  of  deliveries 
in  the  two  markets  would  not  show  such  a  pronounced  contrast  as 
has  been  shown  heretofore.  Nominally,  the  contract  range  at  New 
York  at  the  present  time  is  slightly  narrower  than  that  at  New 
Orleans,  as  far  as  tinged  and  stained  cottons  are  concerned,  but,  owing 
to  more  rigid  ideas  of  classifica^tipn  in  the  latter  market,  the  difference 
between  the  two  contracts  with  respect  to  the  extreme  range  is  not 
important. 

While  deliveries  in  New  Orleans  have  been  less  mixed  as  a  rule 
than  those  at  New  York,  nevertheless  the  range  in  New  Orleans  is  so 
wide  as  to  make  contract  tenders  usually  unsatisfactory  to  the  ordi- 
nary spinner.  Some  cotton  is  taken  up  on  contract  in  New  Orleans 
by  spinners,  but  the  bulk  of  it  is  taken  up  by  merchants  who  reassort 
it  before  it  is  shipped  to  the  spinner.  As  already  noted,  however,  the 
retendering  of  cotton  on  contract,  which  is  so  common  a  practice  in 
New  York,  is  infrequent  in  New  Orleans. 

Section  3.  Alleged  abuse  of  tender  privilege  for  manipulative  purposes. 

It  has  frequently  been  charged  that  the  seller's  privilege  of  deliver- 
ing a  wide  range  of  grades  is  deliberately  abused  in  the  New  York 
market  for  the  express  purpose  of  depressing  the  price  of  futures.  It 
is  alleged  that  deliveries  of  cotton  on  contract  in  the  New  York  mar- 
ket have  been  intentionally  composed  of  an  unnecessarily  large  num- 
ber of  grades,  and  particularly  low  grades,  for  practically  no  other 
purpose  than  to  make  the  buyer  "  run  from  the  notice  '' — that  is,  sell 
out  his  contract  rather  than  receive  the  cotton — in  which  case,  it  is 
asserted,  the  contracts  thus  sacrificed  have  been  bought  in  by  these 
manipulators  at  a  very  profitable  turn."  This  complaint  was  involved 
in  charges  which,  as  already  noted,  were  laid  before  the  Postmaster- 
General  by  Congressman  Livingston  and  Harvie  Jordan.^ 

«  See  page  262,  Part  I.  *  See  pages  35  and  36. 
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A  cotton  merchant  of  New  Orleans,  who  expres^sed  the  belief  that 
deliveries  at  New  York  had  been  deliberately  composed  of  a  wide 
range  of  grades,  said  in  this  connection : 

There  h  no  iH?ason  in  the  world,  if  any  crowd  wanted  to  put  up 
cotton  to  a  high  price,  that  I  should  not  sell  and  deliver  my  cot- 
ton to  them.  They  are  bidding  more  than  the  trade  is  bidding, 
I  say,  give  them  the  cotton,  but  give  it  to  them  fairly.  But  if  a 
man  j^^lls  me  a  contract  for  r)O.0(X)  pounds  of  basis  middling  cot- 
ton, I  think  that  he  should  give  me  what  he  sells  and  should  not 
try  to  make  it  as  obnoxious  to  me  as  possible  to  carry  out  ray 
part  of  the  contract,  which  is  that  I  agree  to  receive  50,000  pounces 
of  cotton.    He  should  not  make  it  obnoxious  to  me. 

Mixed  cjiaracteb  of  Nkw  York  nELn^RiEs  partly  ATTBiBUTAm^E 
TO  NATURAL  cAusiEs.— While  admitting  that  tenders  of  cotton  in  New 
York  nve  as  n  rule  so  mixed  as  to  be  unsatisfactory  to  the  receiver, 
members  of  the  New  York  Cotton  Exchange  ver>^  generally  insisted 
that,  with  rare  exceptions,  there  were  no  improper  motives  in  the 
com  position  of  such  tenders,  but  that  deliveries  including  a  wide 
range  of  grades  were  a  noiTnal  imd  almost  necessary  feature  of  con- 
tract business  at  New  York.  Some  conditions  at  New  York  which 
contribute  to  Buch  imsatisfactory  deliveries  were  stated  by  a  member 
of  the  New  York  Cotton  Exchange  in  substance  as  follows; 

Our  cotton  comes  right  from  the  farmers'  wagons  as  they  come 
in.  Our  cotton  comes  right  from  these  merchants  in  the  smaller 
towns.  They  buy  the  cotton  and  ship  it  to  us  that  way.  It 
comes  very  much  broken  up  as  to  grades.  They  have  all  grades. 
For  instance,  we  had  one  man  that  shipped  us  cotton  from  South 
Carolina.  He  buys  the  cotton  at  a  country  store.  One  man  will 
"bring  in  5  bales  of  cotton  in  December  of  the  first  picking,  and 
another  man  may  bring  in  cotton  he  has  just  got  out  of  the  fields. 
The  early  pickings  are  best,  as  a  rule,  unless  the  weather  is  ex- 
ceptionally fine.  So  we  have  all  kinds  of  grades.  *  *  ♦ 
The  man  who  ships  from  the  South  to-day  looks  at  the  market 
and  says,  "  December  is  selling  at  10.35 ;  it  will  pay  me  to  ship 
to  New  York."  He  buys  300  bales  of  cotton  and  sends  me  an 
order  to  sell.  He  ships  that  cotton  along.  He  has  bought  it 
right  out  of  the  wagons,  all  grades.  As  soon  as  he  buys  a  hun- 
dred bales  he  puts  it  in  a  car  and  starts  it  off,  and  the  same  with 
the  next  hundred  bales.  He  practically  does  not  know  what 
the  grade  is. 

A  difficulty  under  which  the  New  York  market  labors  is  the  irreg- 
ular delivery  of  cotton  by  railroads.  It  is  argued  that,  even  though 
a  prospective  deliverer  on  a  New  York  contract  were  to  class  his  cot- 
ton out  into  fairly  even  running  lots  in  the  South  and  ship  it  to  New 
York,  the  chances  are  that  the  cotton  would  not  arrive  in  the  latter 
market  with  sufficient  regularity  to  permit  him  to  make  the  deliveries 
as  he  had  originally  contemplated.    The  necessary  result,  it  is  con- 
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tended,  is  that  the  seller  must  protect  himself  by  delivering  such 
cotton  as  he  has  on  hand.  It  is  asserted  that  the  difficulties  over 
transportation  alone  would  go  a  long  way  toward  explaining  the  wide 
range  of  grades  ordinarily  tendered  on  a  New  York  contract,  and 
that  no  improper  motive  is  involved ;  this  probably  is  a  factor. 

A  member  of  the  New  York  Cotton  Exchange  whose  firm  does  a 
large  spot  business  and  regularly  receives  large  quantities  of  cotton 
from  the  South,  when  asked  whether  there  was  any  disposition  on  the 
part  of  deliverers  in  the  New  York  market  to  split  up  their  tenders 
4nto  an  unnecessarily  large  number  of  grades  for  the  purpose  of  mak- 
ing the  buyer  run  from  the  notice,  said,  in  substance : 

None  in  the  world.  I  have  never  seen  anything  of  that  sort. 
Buyers  ordinarily  run  from  notices  in  this  market  and  in  any 
other  market  unless  they  want  the  cotton.  Speculative  buyers 
do  not  have  money  to  take  up  the  cotton,  as  a  rule.  They  run 
from  their  contracts  in  New  Orleans ;  not  so  much  in  Liverpool, 
because  Liverpool  is  primarily  more  a  spinner's  market. 

Another  member  of  the  New  York  Cotton  Exchange  who  disputed 
these  charges  said  : 

T  think  that  is  too  absurd  to  answer.  The  first  point  is  that 
the  trouble  and  expense  of  fixing  up  such  contracts  would  take 
a  man's  profits  all  away.  You  would  have  to  readjust  iall  your 
contracts  to  do  that.  Naturally,  the  man  who  delivers  cotton  is 
not  delivering  any  better  quality  or  any  more  desirable  grades 
than  he  is  compelled  to  deliver.  We  go  through  the  contracts 
often  and  we  cull  out  the  best  and  paten  up  what  is  left  and  re- 
deliver it,  and  we  sell  what  we  take  up  at  a  premium  to  a  mill. 
We  fix  it  up  for  the  mill.  We  do  that  work  of  which  you  speak, 
that  the  mill  would  do  if  it  had  the  machinery.  We  take  these 
disconnected  lots  and  make  up  pven-running  lines  and  offer  them 
in  that  form  to  the  spinners,  and  we  are,  of  course,  paid  a 
premium  for  that  work. 

The  spot  cotton  representative  of  another  New  York  house,  a  man 
who  has  had  many  years'  experience  in  the  actual  receipt  and  de- 
livery of  cotton,  in  discussing  this  point  said,  in  substance: 

I  see  no  disposition  on  the  part  of  deliverers  here  to  put  an  un- 
necessarily large  number  of  lots  in  the  contract  to  inamvenience 
or  embarrass  the  receiver.  You  see  you  break  up  your  contracts 
for  shipment.  Then  you  assemble  your  contracts  again  for  de- 
livery. After  vou  have  gone  on  and  assembled,  you  have  a  cer- 
tain number  of  lots  over.  Then  you  jam  all  those  lots  into  one 
contract.  If  I  can  make  a  contract  with  a  number  of  large  lots 
together,  making  a  hundred  bales  of  the  required  weight,  I  would 
rather  do  it;  and  then  when  T  get  through  I  put  these  odds  and 
ends  into  one  lot  and  pass  it  along.  Some  people  might  be 
shortsighted  enough  to  purposely  put  a  great  number  of  ^ades 
into  a  contract,  but  I  do  not  think  it  is  the  general  practice.    I 
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think  it  is  the  except  ion,  and  dune  in  a  very  f*?w  c«ses.  *  ♦  * 
Ordinarily  when  cottein  comes  hci'e  it  conies  iti  u  rush.  The  idea 
IB  to  get  it  im  tu  the  c»ther  felh^w  just  as  quickly  us  yon  can,  to 
save  cost  and  insurance,  and  with  as  little  labor  as  possible,  and 
you  don^t  care  how  the  other  fellow  gets  it.  *  *  *  Usually 
when  they  are  in  a  fip;ht  there  is  something  else  to  think  about 
than  tliese  small  details.  The  clerks  don't  bother — they  want  to 
get  hold  of  the  cotton.  On  the  other  hand,  you  s^  it  is  much 
t*asier  for  them  to  put  a  lot  of  cotton  together.  If  the  men  on  the 
dock  can  handle  it  in  hundred-bale  lots  and  hustle  it  along,  they 
would  rather  do  so  than  to  handle  it  in  small  lots.  That  is  the 
reason  the  lot  of  100  bales  there  [indicating]  was  all  shoved  into 
one  lot.  This  broken  part  comes  up  by  reason  of  their  trying  to 
class  out  cotton  of  different  inspection  dates  going  in  at  ditiferent 
times.  Now,  suppose  you  wxTe  a  shipper  down  South,  and  you 
send  liere  a  lot  marked  1*  I  (I,  say  Si25  bales,  and  S  A  M  25  bales^ 
and  II  O  L  25  bales^  and  F  1  G  S^f)  bales.  Xow*,  for  instance,  you 
have  .sent  them  fn>m  the  South  lliiukiii^  that  it  would  be  a  hun- 
dred bales;  that  it  would  be  a  t-ontract  weighing  between  49,500 
pounds  and  50,500  pounds*  Probably  it  has  los^  in  weight,  and 
doesn't  weigh  that*  Pnibably  you  would  hiive  to  put  in  a  1  or  2 
bale  lot,  Iti  (he  next  place,  it  i,s  split  a(*con:linf^  to  grade.  Then 
the  steiunship  company  will  ship  it  in  prolmbly  five  or  six  dif- 
ferent lots.  Then,  according  to  the  rules  of  the  exchange,  they 
have  got  to  ch»s(?  up  each  lot  each  day*  If  they  start  to  handle  all 
this,  and  only  ha  mile  i^  bales  that  ih\y,  there  is  a  split  then*.  So 
you  can  a(*count  for  these  splits  in  this  way. 

Cotton  shipped  to  New  York  is  usually  shipped  here  by  people 
who  can  not  sell  it.  Suppose  you  are  a  shipper  down  South,  and 
sell  500  bales  for  delivery  to  Liverpool,  say  strict  middling.  In 
order  to  get  that  500  bales  you  might  have  to  buy  a  thousand  bales 
in  order  to  get  the  grade  you  wanted  to  ship  to  Liverpool.  You 
take  what  you  havQ  got  left  over,  and,  because  your  money  is  tied 
up  and  you  want  to  realize  gn  the  cotton,  you  in  turn  ship  that 
500  bales  here  to  New  York.  If  you  have  no  use  for  it,  and  can't 
sell  it,  you  ship  it  here  to  deliver  on  contract.  Some  people  send 
it  in  1-bale  and  5-bale  and  25-baIe  lots.  One  shipper  will  not  go 
to  the  trouble  of  re-marking  it,  and  another  will.  A  5-bale  lot 
might  have  five  different  grades  of  cotton. 

From  various  statements  made  to  representatives  of  the  Bureau, 
however,  it  appears  reasonably  certain  that  the  privilege  of  tender- 
ing a  miscellaneous  assortment  of  grades  in  the  New  York  market 
has  at  times  been  abused  by  individual  deliverers.  Such  abuses  are 
not  confined  to  the  New  York  market,  although  they  appear  to  have 
occurred  wdth  special  frequency  there.  For  instance,  in  the  Liver- 
pool market,  where  the  deliverer  is  allowed  to  tender  four  marks 
on  a  single  contract  delivery,  it  is  said  to  be  a  general  practice  of 
sellers  to  mix  deliveries  to  this  extent,  even  though  they  may  be  put 
to  some  trouble  in  doing  so.  In  the  same  way,  in  the  New  Orleans 
market,  w^here  tenders  are  admittedly  much  more  satisfactory  than 
at  New  York,  certain  sellers  who  found  that  a  mill  was  able  to  use 
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the  deliveries  are  said  to  have  made  a  special  point  of  tendering  a 
grade  of  cotton  not  adapted  to  the  requirements  of  the  mill  in  ques- 
tion. Whenever  an  active  market  campaign  is  in  progress,  feeling 
between  the  two  factions  in  the  market  is  likely  to  be  more  or  less 
acute,  and  at  such  times  the  seller  who  is  compelled  to  provide  cotton 
in  satisfaction  of  his  contract  may  be  disposed  to  "  get  even  "  with 
the  buyer  by  making  the  tender  unnecessarily  objectionable.  Simi- 
larly, in  individual  cases  where  personal  animosity  has  been  a  con- 
sideration, it  is  not  unlikely  that  an  unnecessarily  large  number  of 
grades  have  been  deliberately  put  into  a  single  delivery.  Still,  again, 
it  must  be  remembered  that  cotton  exchanges  were  primarily  organ- 
ized for  the  benefit  of  the  merchant  rather  than  for  that  of  the 
spinner,  and  that  the  merchant  naturally  might  feel  that  it  was  not 
to  his  interest  to  make  it  practicable  for  the  spinner  to  secure  his 
exact  requirements  on  exchange  contracts,  since  the  result  of  this 
would  be  to  render  the  spinner  more  independent  of  the  merchant. 
The  question  of  self-interest  is  probably  a  factor  of  some  importance. 
In  spite  of  occasional  instances  of  what  appears  to  be  a  deliberate 
effort  to  handicap  the  receiver,  and  in  spite  of  more  or  less  natural 
jealousy  of  their  own  interests  on  the  part  of  merchants,  it  does  not 
seem  that  the  charge  that  deliveries  have  persistently  and  systemat- 
ically been  made  objectionable  from  improper  motives  by  the  inclu- 
sion of  an  unnecessarily  wide  range  of  grades  is  sustained.  As  a 
matter  of  fact,  no  large  amount  of  time  was  spent  in  investigating 
this  charge  as  to  the  mere  point  of  intent  or  motive,  for  the  simple 
reason  that,  as  a  matter  of  fact,  tenders  are  ordinarily  so  mixed  as 
to  be  objectionable.  The  fact  of  this  condition  was  considered  of 
more  importance  than  the  personal  motives  which  might  have  been 
responsible  for  it.  The  opportunity  is  clearly  open  for  abuse  of  this 
privilege  in  either  the  New  York  or  the  New  Orleans  market. 

Section  4.  Narrow  range  of  grades  ordinarily  required  by  spinners. 

Particular  complaint  against  the  range  of  contract  grades  is  made 
by  spinners,  and  their  complaints  include  both  classes  already  de- 
scribed ;  that  is,  spinners  not  only  very  generally  favor  the  exclusion 
from  contract  deliveries  of  some  grades  now  tenderable,  but  also 
frequently  demand  that  deliveries  on  a  single  contract  tender  be 
restricted  to  a  comparatively  narrow  range.  They  assert  that  the 
mixed  deliveries  usually  tendered  on  contracts  in  either  New  York 
or  New  Orleans  are  imsuited  to  their  needs,  and  that  it  is  impracti- 
cable for  them  to  receive  cotton  on  exchange  contracts  with  the  idea 
of  shipping  it  directly  to  their  mills. 

The  refusal  of  cotton  exchanges  to  accede  to  requests  for  a  restric- 
tion of  deliveries  has  resulted  in  considerable  condemnation  of  the 
entire  future  system.     Spinners,  finding  when  thay  1^4%  \a!&KCL  xxj^ 
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cotton  on  contract  that  they  have  rarely  obtained  the  grades  which  i 
they  desired,  but  instead  a  wide  asatjrtnient  of  grades,  frefjuently 
comprising  those  which  were  least  desirable,  have  often  denounced  | 
tlie  contract  market  as  a  mere  device  to  facilitate  purely  specula tivg  I 
ojjerationy  in  cotton  without  regard  to  the  general  interei:its  of  the! 
cotton  trade. 

There  can  be  no  doubt  that  ordinaril}'  the  range  of  grades  suited  Uw\ 
the  purposes  of  any  single  spinner  at  a  given  time  is  an  exceedingly 
narrow  one,  and  also  that  cotton  desirable  for  spinners  generally  falk 
within  a  comparatively  narrow  range.     Probably  a  large  majority  of 
inilb  do  not  want  cotton  lower  in  grade  than  middling.     In  bis  deal- 
ings   with    the    spot    merchant    the    spinner    in    a    large    number 
and  perhaps  in  a  majority  of  cases  demands  nearly   even  running  ^ 
cotton ;   and   this   not  only   with   respect    to  grade    as  determined 
by   color   and    j^rcentage    of    foreign    matter,    but    also    with    re-j 
spect    to    length    and    strength    of    staple.     Statements    obtained 
frinn  spinners  and  from  a  large  nimiber  of  cotton  merchants  deal- 
ing directly  with  spinners  show  that  this  i.s  the  general  practice  of  I 
the  trade.     ^\ji  occasional  bale  or  two  in  a  given  consignment  only 
sliglitly  oif  the  grade  stipulated  would  not  be  objected  to  by  the  spin-i 
ner,  but  it  is  the  exception  rather  than  the  rule  for  a  npinner  to  per-j 
mit  a  incrrhaiit  to  deliver  him  a  ranpe  i»f  more  than  a  half  <rnide 
either  way  from  the  grade  desired.    A  considerable  number  of  mills, 
it  is  true,  use  a  wider  range  of  grades,  but  in  making  their  purchases 
comparatively  few  spinners  are  disposed  to  give  such  latitude  to  the 
merchant  supplying  them.     In  fact,  as  above  stated,  many  spinners 
insist  on  practically  even  running  cotton. 

A  cotton  merchant  in  the  South  said  in  discussing  spot  purchases  of 
spinners : 

The  buyer  stipulates  to  the  spinner  at  the  time  that  he  makes 
the  sale  just  what  delivery  is  going  to  be  made,  and  it  is  even 
running  as  a  general  thing.  They  do  not  allow  you  any  half 
grade  above  or  half  grade  below. 

One  of  the  leading  merchants  of  New  Orleans  said : 

Unless  you  specify  a  half  grade  either  way,  it  is  usually  sup- 
posed that  you  will  deliver  even-running  cotton;  but  any  fair 
mill,  if  there  are  a  few  bales  lower  and  a  few  bales  higher,  will 
accept  them  and  let  one  offset  the  other,  but  they  expect  prac- 
tically even  running  cotton. 

A  merchant  of  Shreveport,  La. : 

Orders  from  spinners  are  almost  entirely  for  even-runiung 
grades. 

Spinners  very  often  insist  that  they  should  be  allowed  to  demand 
on  exchange  contracts  either  a  single  grade  or  such  specific  grades  of 
cotton  as  they  require  for  their  particular  needs.    Any  provision  thus 
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permitting  the  buyer  of  a  future  contract  to  specify  the  grades  which 
he  will  receive  is,  of  course,  directly  opposed  to  the  present  concep- 
tion of  an  exchange  contract  under  which  the  option  of  selecting  the 
grades  for  delivery  lies  absolutely  with  the  seller.  Some  reasons  why 
it  is  impracticable  to  give  the  buyer  the  option  of  demanding  such 
grades  as  he  may  desire  will  appear  more  clearly  later.  It  may  be 
noted  here  that  if  these  demands  of  the  spinner  were  granted  the  al- 
most inevitable  effect  would  be  to  enhance  the  price  of  contracts. 
Under  present  conditions  the  spinner  secures  the  specific  grades  of 
cotton  that  he  wants  from  cotton  merchants.  These  cotton  merchants 
buy  miscellaneous  grades  from  planters  and  growers,  the  small  grower 
in  particular  usually  insisting  upon  selling  his  crop  as  it  runs  instead 
of  selling  specific  grades.  The  merchant  assorts  and  reassembles  these 
miscellaneous  grades  into  even-running  lots,  which  he  offers  to  the 
spinner.  For  his  labor  in  thus  purchasing  a  mixed  assortment  of 
cotton  and  reassembling  it,  and  for  his  risk  in  undertaking  to  furnish 
the  spinner  with  specific  grades,  the  merchant  naturally  and  neces- 
sarily demands  compensation,  that  compensation  depending  partly 
upon  the  character  of  the  crop,  upon  the  grades  of  cotton  desired  by 
individual  spinners,  and,  of  course,  upon  the  extent  of  competition. 
The  cotton  merchant  performs  a  valuable  service  to  the  spinner  in 
thus  undertaking  to  secure  for  him  such  specific  grades  of  cotton  as 
may  be  suited  to  his  individual  requirements.  If  the  seller  of  cotton 
on  exchange  contracts  is  compelled  to  perform  this  function  of  a  mer- 
chant, he  certainly  will  demand  compensation  in  the  form  of  a  higher 
price  for  the  contract.  In  other  words,  those  spinners  w^ho  assume 
that  they  could,  under  the  same  conditions,  buy  future  contracts  which 
would  restrict  the  delivery  to  a  very  narrow  range  of  grades  at  the 
same  price  at  w^hich  they  buy  the  present  broad  contract  are  greatly 
mistaken.  On  the  other  hand,  it  may  be  that  some  restriction  is 
worth  the  cost. 

Moreover,  as  will  appear  more  clearly  later,  it  is  exceedingly  doubt- 
ful whether  any  system  can  be  devised  under  which,  even  though  the 
buyer  of  the  contract  were  permitted  to  name  w^hat  grades  should  be 
deliverable,  deliveries  would  be  acceptable  to  spinners.  This  is  due 
to  the  fact  that  spinners  are  not  only  concerned  in  the  grade  of  cot- 
ton— which  is  ordinarily  established  in  contract  deliveries  on  the 
degree  of  color  and  the  amount  of  foreign  matter  in  the  cotton — but 
are  also  interested,  and  vitally,  in  numerous  other  characteristics,  such 
as  the  length,  strength,  and  general  character  of  the  staple,  which  are 
not,  and  some  of  which  can  not  be,  taken  account  of  in  official  classi- 
fications. Cotton  merchants  were  almost  unanimous  in  asserting  that 
no  contract  suitable  for  general  trading  purposes  could  be  devised  to 
enable  any  large  number  of  spinners  to  supply  their  requirements  di- 
rectly through  transactions  on  the  cottQU  exchanges. 
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Cotton  exchanges  not  primarily  intended  t<i  facilitate  busi- 
ness OF  SPINNERS, — Cotton  exchoiiges,  in  fact,  do  not  profess  that 
their  contracts  were  primarily  designed  to  enable  spinners  to  receive 
supplies  of  cotton  upon  them.  Instead,  it  is  frankly  stated  that  cotton 
exchanges  were  organ issed  primarily  to  facilitate  the  businei?s  of  cot- 
ton merchanta  A  member  of  the  New  York  Cotton  Exchange  said 
on  this  point; 

This  question  of  restricting  the  grades  is  a  most  sserious  one, 
and  gives  rise  to  mut-h  discussion  and  deliberation*  Is  it  to  the 
benefit  of  the  producer  that  the  price  of  a  contract  upon  which 
he  can  not  dehver  his  product  is  high,  tocause  of  that  inability, 
or  is  it  to  his  advantage  to  be  able  to  deliver  through  his  mer- 
chant all  the  cotton  T^Hiich  he  produces?  The  spinner  can  not 
use  the  entire  [}roduct  of  any  one  planter.  Evc^ry  mill  differs 
from  every  other  mill  to  a  greater  or  less  degree  in  the  character 
of  cotton  that  it  uses.  Now,  a  contract  which  will  suit  one  spin- 
ner will  not  suit  another,  excepting  that  the  scarcity  of  the  grades 
to  which  he  might  limit  the  coiUract  would  so  enhance  its  value 
as  to  enable  him  to  profit  by  the  inability  of  the  planter  to  deliver 
that  specified  grade,  because  it  had  notoeen  grown. 

The  cotton  exchanges  of  the  world  were  formed  for  the  f)en- 
efit  of  the  merchants  and  the  producers.  The  spinner  up  to  the 
present  time  has  opposed  the  exchanges  on  the  ground  that  the 
operations  on  their  floors  juh  rin^^f^d  ilie  ]>rir*fi  of  oAfjftTi  to  Ins  detri- 
ment. Now,  after  opposing  the  exchanges  for  thirty-six  or  thirty- 
seven  years,  they  are  forced  to  admit  that  they  would  be  unable 
to  carry  on  their  business  without  them  until  some  better  method 
is  devised.  This  statement  was  made  in  the  Atlanta  convention  * 
by  the  spinners  from  every  section  of  the  world.  The  question  be- 
fore the  cotton  exchanges — and  it  is  a  serious  one,  one  which  can 
not  be  decided  in  a  month  or  a  year — is.  To  what  degree  shall 
the  spinner  be  satisfied  at  the  expense  of  the  merchant  and  the 
producer  ? 

The  same  argument  was  advanced  by  a  merchant  in  Vicksburg, 
Miss.,  who  said  that  the  future  contract  was  not  designed  for  the  use 
of  the  spinner.  In  his  opinion,  it  was  not  probable  that  any  contract 
could  be  devised  that  would  be  used  to  any  considerable  extent  by 
spinners  with  a  view  to  actually  taking  up  cotton  thereon. 

A  similar  view  is  also  taken  by  some  spinners.  A  large  mill  owner 
of  Macon,  Ga.,  said,  in  substance: 

It  is  not  at  all  essential  that  a  contract  should  provide  for  the 
tender  of  cotton  that  will  be  always  acceptable  to  spinners.  Spin- 
ners as  a  rule  do  not  buy  contracts  in  anticipation  of  accepting 
cotton.  Neither  do  merchants  who  sell  contracts  sell  in  antici- 
pation of  delivering  cotton.  These  transactions  are  solely  for  the 
purpose  of  insuring  parties  against  loss,  and  any  contract  that 
will  give  the  trade  this  insurance  will  be  satisfactory.     *     *     * 

« In  1907. 
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The  present  nominal  range  of  grades  is  not  too  wide  if  the  classi- 
fication of  cotton  tendered  should  be  intelligently  and  honestly 
made. 

A  merchant  of  Houston,  Tex.,  said  that  a  contract  for  the  future 
delivery  of  cotton  should  be  broad  enough  to  include  all  spinnable 
grades  of  cotton ;  that  the  evils  complained  of  were  not  the  result  of 
a  broad  contract,  but  of  a  wrong  classification  and  a  wrong  system 
of  determining  differences. 

Section  5.  General  argpunents  in  favor  of  the  exclusion  of  low  gprades 
from  privilege  of  contract  delivery. 

While  demands  of  spinners  that  individual  deliveries  of  cotton  be 
restricted  to  specific  grades  are  generally  pronounced  impractical, 
many  interests  in  the  cotton  trade,  including  cotton  merchants  as 
well  as  spinners,  are  in  favor  of  some  limitation  of  the  contract  range 
itself,  particularly  by  the  exclusion  of  some  of  the  lowest  grades  now 
tenderable. 

Change  in  quality  of  cotton  used  by  most  spinners. — One  of 
the  principal  arguments  upon  which  the  exclusion  of  low  grades 
from  contract  delivery  is  favored  is  that  the  standard  of  cotton  used 
by  a  majority  of  spinners  has  been  materially  raised  in  the  past 
twenty  years.  This  improvement,  while  somewhat  spasmodic  accord- 
ing to  the  dictates  of  fashion,  has  nevertheless  been  more  or  less  j)er- 
nianent.  It  has  been  due  in  part  to  the  increased  prosperity  in 
business,  which  has  stimulated  the  demand  for  high-grade  cotton 
goods.  This  tendency  is  suggested  in  the  following  statement  by  an 
advocate  of  a  narrower  contract : 

The  trend  of  dry-goods  development  is  continuously  toward  a 
demand  for  better  class  of  goods,  owing  to  the  increased  earning 
power  of  our  population  and  their  increased  tendency  toward  lux- 
ury. *  *  *  That  is  true  throughout  all  conditions  of  society. 
The  disposition  of  women  is  to  wear  constantly  finer  cotton 
goods  for  clothes.  In  the  old  days  the  average  woman  was  con- 
tented with  a  pretty  calico  made  out  of  cheap  print  cloths.  To- 
day she  wants  her  muslins  and  lawns.  In  the  old  days  a  colored 
tablecloth  was  used  in  the  great  majority  of  households  in 
America.  They  were  more  economical,  did  not  have  to  be 
washed  so  often,  etc.  To-day  the  average  housekeeper  wants  a 
damask.  *  *  *  The  depreciation  in  low-grade  cotton  has 
been  more  marked  this  year  (1907)  than  any  year  within  my 
recollection.  Why?  Because  the  good  crops  of  the  preceding 
four  or  five  years  have  permitted  of  the  manufacture  of  fine 
goods  and  have  habituated  the  public  demand  to  the  manufac- 
ture of  those  goods,  with  the  result  that  when  your  manufacturer 
comes  to  put  goods  on  the  market  made  out  of  low-grade  cotton 
he  finds  tnat  they  are  barely  salable. 
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Labor  conditions  have  also  tended  to  raise  the  sUiidard  of  the  aver- 
age quality  of  cotton  ordinarily  used  bj  spinneiu  Operatives  work- 
ing on  a  piece  bawis  know  that  they  can  not  earn  as  much  in  s4pinning 
and  weaving  poor  cotton  as  they  can  in  liandling  gofxl  c^otton,  and 
they  there foi-e  demand  that  they  be  given  better  material  or  else  a 
higher  rate  of  pay*  In  this  connection  it  may  be  noted  that  one  great 
rea.son  why  dusty  cotton  is?  not  acceptable  to  many  mills  is  that  the 
Dperatives  object  to  it,  ■ 

A  member  of  the  New  York  Cotton  Exchange,  in  discussing  the 
intlueuce  of  labor  conditions,  said: 

In  the  last  few  years  there  has  been  a  tendency  for  the  mills  of 
the  world  to  want  a  better  class  of  cotton  than  formerly,  and 
that    is  due  largely  to  labor  conditiouK.     *     *     ♦     ^    certain 

projx>rtion  of  the  laborers  are  paid  so  much  a  cut  for  the  cloth 
that  they  turn  out,  aud  when  they  are  using  good  cotton  the 
yams  break  less  and  the  production  is  greater  than  when  they 
are  using  a  lower  grade  of  cotton.  You  take  any  town  where 
there  are  two  mills  making  the  same  class  of  stock.  If  it  became 
known  among  the  help  that  one  mill  was  buying  a  V)etter  class  of 
cotton  than  the  other,  it  would  lie  easier  tuv  the  mill  buying 
good  cotton  to  keep  a  supply  of  labor  than  the  other. 

This  tendency  of  spinners  to  use  the  Ijetter  grades  of  cotton  is 
suljjt^t't  to  modi ticat ion,  Thtis,  if  n  ]>r()l<>nged  | period  f>f  <'iiTuriu'^rcial 
depression  were  to  occur  it  would  result  in  a  material  change  in  the 
character  of  the  demand  and  stimulate  the  consumption  of  low-grade 
cotton  rather  than  of  the  higher  grades.  Again,  even  w^ithout  ma- 
terial change  in  financial  conditions,  the  demand  for  various  grades 
may  be  influenced  by  fashion.  It  is  one  of  the  proverbs  of  the  cotton 
trade  that  practically  no  cotton  is  grown  which  does  not  find  a 
market.  Grades  which  are  undesirable  to-day  may  be  eagerly  sought 
for  six*months  or  a  year  hence.  In  fact,  cotton  merchants  very  gen- 
erally assert  that  it  is  an  important  part  of  their  busine&s  to  purchase 
grades  which  for  the  moment  are  in  poor  demand  and  hold  them  until 
they  are  in  better  demand. 

Because  of  this  constant  though  somewhat  limited  demand  for  the 
lower  grades  of  cotton,  and  because  of  the  possibility  of  a  much  more 
active  demand  occasionally  for  such  grades,  it  is  argued  by  others 
that  there  should  be  no  exclusion  of  these  grades  from  delivery  on 
cotton-exchange  contracts. 

Difficulty  in  classing  of  and  establishing  differences  for  low- 
grade  COTTON. — Another  argument  advanced  in  favor  of  a  more  re- 
stricted contract,  and  particularly  for  the  exclusion  of  some  of  the 
lower  grades,  is  that  the  principal  difficulty  in  classification  of  cotton 
occurs  in  the  case  of  the  lower  grades.  The  difficulties  in  classifica- 
tion have  already  been  sufficiently  illustrated.  The  argument  that 
these  difficulties  would  be  limited  by  the  adoption  of  a  more  re- 
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stricted  contract  is  presented  in  the  following  excerpt  from  a  state- 
ment by  a  leading  cotton  merchant  in  New  Orleans : 

The  better  grades  are  much  easier  classed  than  the  lower 
grades.  There  is  where  the  principal  difficulty  comes  in.  People 
disagree  on  the  lower  grades  because  there  are  so  few  of  them 
that  few  people  know  how  to  class  them.  In  other  words,  they 
do  not  handle  enough  low-grade  cotton  to  know  what  to  call  it. 
But  when  it  comes  to  strict  low  middling  and  grades  above,  they 
are  generally  plentiful,  and  every  classer  understands  what  they 
are,  and  they  rarely  differ.  But  when  it  comes  to  good  ordinary 
and  strict  good  ordinary,  hardly  two  classers  will  agree,  and  that 
is  one  other  reason  why  I  should  say  that  such  low  grades  should 
be  eliminated. 

The  restriction  of  the  range  of  contract  grades  is  also  of  vital  im- 
portance in  the  establishment  of  grade  differences.  As  shown  in 
Part  I  of  this  report,  the  establishment  of  such  differences  has  been 
the  subject  of  acute  controversy  and  has  been  productive  of  abuses, 
and  this  even  in  the  New  Orleans  market,  where  the  commercial- 
difference  system,  which  in  principle  is  the  fundamentally  correct 
.system,  is  employed.  In  the  case  of  the  New  York  market,  where  the 
"  fixed-difference  "  system  is  used,  it  was  shown  that  errors  in  estab- 
lishing grade  differences  have  repeatedly  resulted  in  sending  the 
contract  price  to  an  abnormal  discount  as  compared  with  the  spot 
price  of  middling  cotton,  and  that  this  has  caused  enormous  losses  to 
holders  of  contracts. 

The  principal  difficulty  in  establishing  differences  under  the  com- 
mercial-difference system  occurs  in  the  case  of  extremely  low  grades 
and  of  irregular  cotton.  It  is  argued  that  if  such  grades  were  elim- 
inated from  the  privilege  of  contract  tender  the  danger  of  errors  in 
differences  would  be  greatly  lessened  and  that  as  a  result  the  normal 
parity  between  the  spot  and  contract  prices  would  be  much  better 
maintained.  The  natural  result  of  this  would  be  to  give  greater 
stability,  not  only  to  speculative  operations,  but  particularly  to  hedg- 
ing transactions,  which,  as  explained  in  Part  I,  are  intended  as  a  sort 
of  insurance  for  cotton  merchants  and  spinners. 

In  connection  with  this  influence  of  a  more  limited  contract  upon 
the  stability  of  hedging  transactions,  the  following  letter,  taken  from 
the  minutes  of  the  New  York  Cotton  Exchange,  is  of  interest.  It 
may  be  noted  that  this  letter  was  written  just  after  the  New  York 
revision  of  November,  1900,  and  that  since  then  several  of  the  grades 
referred  to  have  been  excluded  from  the  privilege  of  contract  delivery 
at  New  York. 

New  York,  November  27^  1906, 
Mr.  L.  L.  Fleming, 

Secretary  New  York  Cotton  Exchange.  New  York  City. 
Dear  Sir  :  The  New  York  Cotton  Exchange  has  been  subjected 
to  much  undeserved  criticism  by  other  exchanges.^  ai\d  tVsA  \^«k^;S.- 
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sion  eonmiittiH^  has  been  so  s<M*erHy  found  fault  with  that  I  for: 
oTiy  no  lon^r  wi.sh  to  serve  upon  tfu*  corn  n  lit  tee. 

We  werebnMi^ht  into  an  unfortunate  j)ositJrn»  for  reanon  of  our  ' 
eontraet  allowinjx  p^^nles  f  if  an  innlewinibie  rluinieter  to  eorne  here, 
wiiieh  eould  not  be  teinlered  tm  the  New  Orleans  exchange,  and 
thi.s  bun  thixjwn  \ih  out  of  parity  with  the  s*  nit  hern  nuirkets  sind 
we  have  rnily  het*n  al>le  to  make  a  nominal  *  [notation  for  spot 
cotton,  for  where  uniler  normal  conditi<ins  we  (jntite  twenty- five 
(25)  pf>ints  on  the  sjiol  niotufk  we  an*  now  rinotin^r  seventy-tive 
(75)  [Kjints  on*  Tlie  price  we  make  here  is  taken  as  a  basis  for 
contracts  in  the  dry  goods  nnirket,  and  onr  (piotation  at  tlu" 
1> resent  time  cloen  not  Represent  the  true  vahie  of  merchantable 
spinning  cotton. 

We  have  no  high  grades  in  onr  stock,  yet  we  quote  good  mid- 
dling under  the  present  revision  at  fifty -seven  {57)"  points  on 
middling,  when  it  can't  be  lxin|rht  in  the  southern  marketa  for  J 
less  than  seventy- five  (75)  tu  nniety  (DO)  points  on. 

Fn>m  talking  with  a  number  of  members  of  t!>e  ext^hange, 
as  well  as  some  of  our  largest  spinners,  it  would  seem  advi.sable 
to  modify  our  contract  and  luing  it  mUr  a  more  merchantaljle 
form  by  eliminatinfr  our  quarter  grades,  especially  the  high 
grailes  like  Imrely  ni  if  Id  ling  fair,  whir!)  the  greatest  experts  luive 
diflicufty  in  classing,  anti  sending  onr  tlii-*:^  (iV)  lowest  stained 
grades  to  the  waste  mills,  where  tliey  belong.  These  quarter 
grades  are  not  taken  into  conrtideration  in  either  buying  or  selling 
cotton  and  are  Sf>  nnich  more  w*ork  for  fMir  f^lassiticatifm  Iju reau, 
T  fully  think  that  this  would  be  to  the  best  interest  of  the  Xew 
York  Cotton  Exchange  and  would  bring  in  a  class  of  members 
who  are  not  simply  speculators,  but  spinners  who  were  hedging 
their  sales  of  goods  in  the  future  market.  We  should  also  have 
more  latitude  as  to  the  time  of  our  revision  of  differences  and  be 
governed  more  by  the  condition  of  the  crop,  for  it  is  seldom  we 
can  make  any  revision  in  September,  and  tnis  only  leaves  us  the 
month  of  November. 

The  character  of  our  trading  here  in  this  market  is  very  differ- 
ent from  what  it  used  to  be,  and  we  need  more  protection  against 
our  contracts  in  hedges  of  spot  cotton. 

Yours,  truly,  Charles  Stillman. 

Argument  that  exclusion  of  low"  grades  w^ould  result  in  im- 
proved METHODS  OF  PICKING. — A  planter  of  Hempstead,  Tex.,  con- 
tended that  the  exclusion  of  some  of  the  low  grades  from  delivery  on 
contract  w  ould  have  a  very  beneficial  effect  by  inducing  the  farmer  to 
take  more  pains  in  gathering  his  crop.  This  planter,  in  fact,  advo- 
cated a  contract  excluding  anything  below  middling  in  white  cotton 
and  below  middling  stained  in  colored  cotton.  He  admitted  that 
such  a  provision  would  exclude  a  considerable  percentage  of  the  crop 
from  contract  delivery,  and  that  the  natural  result  would  be  to 
depress  the  price  of  this  excluded  portion;  but  he  contended  that 
the  immediate  effect  of  this  would  be  to  compel  the  farmer  to  give 

«  This  was  the  difference  for  barely  good  middling. 
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more  attention  to  picking  his  cotton,  and  that  within  a  very  few 
years,  perhaps  within  a  single  year,  the  proportion  of  low-grade  cot- 
ton would  be  greatly  reduced  by  improvements  in  methods  of  picking. 
He  contended  that  such  a  restricted  contract  would  in  the  end  add 
millions  of  dollars  to  the  value  of  the  cotton  crop  in  Texas  alone  each 
year.  The  low  grades  of  cotton,  he  a&serted,  were  generally  the  result 
of  careless  picking  and  handling;  if  the  farmer  knew  that  he  would 
get  a  premium  for  cotton  carefully  gathered,  he  would,  it  was  argued, 
exercise  much  greater  care  in  gathering  it. 

Section  6.  Comparison  of  range  of  grades  in  cotton  contracts  with  that  in 
future  contracts  for  other  commodities. 

Those  who'  argue  for  a  more  restricted  form  of  contract  point  to 
contracts  in  other  commodities  in  which  organized  future  trading 
is  extensively  conducted.  In  particular,  the  rules  of  the  Chicago 
Board  of  Trade  covering  contract  wheat  are  cited  in  support  of  argu- 
ments for  a  restricted  cotton  contract.  It  is  a  fact  that  the  rules  of 
the  Chicago  Board  of  Trade  restrict  the  seller  of  contract  wheat  to 
the  delivery  of  a  comparatively  small  number  of  grades.  This  is 
indicated  by  the  following  excerpt  from  the  rules : 

All  contracts  made  for  wheat  hereafter,  unless  otherwise  speci- 
fied, shall  be  understood  as  for  "  contract "  wheat,  and  on  such 
contracts  a  tender  of  No.  1  red  winter  wheat.  No.  2  red  winter 
wheat.  No.  1  northern  spring  wheat,  No.  1  hard  winter  wheat, 
or  No.  2  hard  winter  wheat,  m  such  proportions  as  may  be  con- 
venient to  the  seller,  subject,  however,  to  the  provisions  of  sec- 
tion 5  of  Rule  XXI,  shall  be  deemed  a  valid  tender:  Provided^ 
however^  That  on  all  No.  1  hard  winter  wheat  and  No.  2  hard 
winter  wheat  delivered  on  such  contracts  before  July  1,  1904,  5 
cents  per  bushel  shall  be  deducted,  and  delivered  on  and  after 
July  1,  1904,  2  cents  per  bushel  shall  be  deducted." 

Section  5  of  Rule  XXI,  referred  to  above,  provides  that — 

All  warehouse  receipts  for  property  tendered  or  delivered  on 
contracts  shall  be  for  quantities  or  parcels,  in  the  aggregate,  as 
sold:  *  *  *  Provided^  That  on  all  time  contracts  of  five 
thousand  (5,000)  bushels  of  grain  or  flaxseed,  or  any  multiple 
thereof,  deliveries  shall  be  made  in  lots  of  five  thousand  (5,000) 
bushels.     *     *     * 

It  will  thus  be  seen  that  deliveries  of  contract  wheat  at  Chicago, 
which  must  be  in  lots  of  5,000  bushels,  may  include  only  five  differ- 
ent grades.  Moreover,  very  little  winter  wheat  is  put  in  the  No.  1 
grades,  so  that  the  range  in  actual  deliveries  is  narrower  than  the 
rules  might  suggest. 

The  rules  of  the  Chicago  Board  of  Trade  for  contract  corn,  up  to 
July,  1905,  limited  the  delivery  to  six  grades,  namely.  No.  1  corn,  No. 

«  An  amended  rule  effective  October  1, 1908,  omits  this  proviso. 
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1  white  com,  No.  1  yellow  corn,  No.  Si  corn,  No.  2  white  corn,  and  No. 

2  yellow  corn.  Commencing  with  July  1,  1905,  the  tender  of  No.  3 
corn,  No,  3  white  corn,  ami  No,  tl  yc^Ilow  corn  wan  also  provided  for, 
thewe  three  last-nained  grades  Inking  t4/n(leral>le  <inly  at  a  deduction 
of  5  cents  per  bushel  from  the  contract  price* 

In  this  connection  it  should  be  noted  that  No.  1  corn,  No.  2  corn, 
and  No,  ^  corn  ai-e  niixed  grades.  Ab  in  the  viim  of  wheat,  very  little 
corn  grades  as  high  an  No.  1. 

1 1  will  !te  n<ited  that  the  rules  for  ct:*n  tract  wheat  pi"ovide  that  in 
cHHc  the  ,^Uer  tenders  No.  1  hard  winter  wheat  or  Ne*.  2  hard  winter 
wheat  the  buyer  shall  ha^'e  the  right  to  dedu<  t  2  cents  per  bushel  on 
mich  tenilers.  Similarly,  in  the  cast^  of  deliveries  nt  contract  corn 
a  deduction  of  5  *^*ntN  per  liUHhd  is  provide<l  in  case  the  seller  elects 
to  deliver  cei*tain  grades,  namely,  No.  3  corn,  No.  S  white  com,  or 
No.  3  yellow  t*i\rn,  Tliis  pni vision  has  been  cited  by  swime  as  being 
ibe  countcr|>art  of  fixed  differcnves.  This  is  hardly  the  ease.  While 
it  can  n(»l  be  saiil  that  this  deduction  pmvided  for  is  really  in  the 
nature  of  a  penalty^  on  tlie  other  hand  it  does  not  con^spond  to  the 
grade  ditferences  employed  in  the  cotton  trade.  It  will  be  noted  that 
there  is  no  recognized  basis  grade  as  in  the  ease  of  future  contracts 
in  cotton,  and  that  the  No.  2  grades  of  the  resyjective  varietiei^  have 
t h t»  s n m V  c < i n !  r: i et  \' n  1  u e  a s  the  Nth  1  gni d es ,  i'i*s [ ) ec t i \  e I y ,  Tl i e i*i ^  is  ri o 
real  correspondence  between  these  deductions  for  certain  grades  and 
the  differences  in  actual  market  values  of  the  various  grades. 

A  cotton  planter  of  Memphis,  in  arguing  for  a  more  restricted 
contract,  said  : 

The  contract  in  wheat,  in  pork,  in  lard,  in  corn,  or  any  other 
contract  for  the  future  delivery  of  any  commodity  that  is  grown 
in  this  country  is  a  much  more  preferable  contract  for  the 
producer  of  the  stuff  than  the  present  contract  on  cotton  in  New 
York  or  New  Orleans.  Take  the  contract  in  pork :  You  can  not 
tender  a  hog's  head,  nor  his  shoulders,  nor  his  hams,  nor  his 
feet.  *  *  *  You  have  got  to  tender  a  solid  piece  of  meat.  In 
a  pork  contract  you  can  not  tender  a  piece  of  meat  that  has  a 
knife-cut  in  it.  You  can  go  back  and  find  a  few  years  ago  where 
they  had  a  pork  corner.  It  was  going  up  very  high  and  the  con- 
sumers of  pork  wanted  the  stuff.  The  holders  of  the  stuff  were 
afraid  to  sell  it  even  to  consumers,  for  fear  that  the  others  would 
get  hold  of  it  and  tender  it  back  to  them.  They  were  afraid 
that  the  shorts  would  get  hold  of  it  and  tender  it,  and  the  only 
w^ay  the  longs  would  sell  the  pork  at  all  was  to  first  make  it  ail 
untenderable  on  contract  by  drawing  a  knife  across  the  skin  of  the 
pork,  making  it  just  as  good  for  consumption  but  rendering  it 
untenderable  on  contract.  Take  lard :  You  can  not  tender  com- 
pound lard  with  cotton-seed  oil  in  it;  you  have  got  to  tender  pure 
leaf  lard ;  it  has  got  to  be  a  certain  kind  of  lard,  and  it  is  the  very 
best  kind  of  lard. 
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AlJiEGED  NECESSITY  FOR  A  BROAD  CONTRACT  FOR  THE  COTTON  CROP. — 

While  it  is  true  that  future  contracts  for  the  delivery  of  grain  and 
for  some  other  commodities,  such  as  provisions,  are  more  restricted 
than  the  contracts  of  cotton  exchanges,  it  is  urged  by  those  who  defend 
the  form  of  future  contracts  in  cotton  that  there  is  a  good  reason  for 
this  difference  in  the  simple  fact  that  the  cotton  crop  comprises  a 
much  wider  range  of  quality  than  is  found  in  grain  crops  or  in  other 
commodities  usually  dealt  in  under  a  future  system.  One  reason  for 
this,  already  noted,  is  that  the  harvesting  of  the  cotton  crop  extends 
over  a  long  period,  during  which  there  are  frequently  violent  changes 
in  the  weather,  with  the  result  that  the  product  shows  a  very  great 
variety  in  grade.  Those  who  defend  the  broad  cotton  contract  now  in 
use  contend  that  this  distinctive  character  of  the  cotton  crop  demands 
a  different  contract  from  that  employed  in  the  case  of  grain.  The 
argument  is  frequently  made  that  "  the  contract  should  be  broad 
enough  to  take  care  of  the  crop  " — that  is,  that  a  future  contract  in 
cotton  should  permit  the  delivery  of  any  grades  of  cotton  actually 
raised  by  the  producer,  so  long  as  those  grades  are  adapted  to  any  or- 
dinary purpose  of  manufacture — and  that  to  exclude  any  merchant- 
able grades  of  cotton  from  contract  delivery  tends  to  restrict  the  mar- 
ket for  such  grades  and  thus  to  injure  their  selling  value.  The  farmer 
should  not  be  penalized,  it  is  argued,  because  unfavorable  weather  con- 
ditions or  other  circumstances  over  which  he  has  no  control  ®  change 
his  growing  crop  from  one  consisting  of  a  few  high  grades  to  one 
which,  either  because  of  delay  in  maturing  or  of  delay  in  gathering, 
finally  consists  of  a  very  large  number  of  widely  varying  grades. 
A  cotton  buyer  of  Mobile,  Ala.,  said  in  this  connection : 

My  opinion  is  that  a  future  market  to  justify  its  existence 
ought  really  to  deal  in  the  entire  range  of  grade  or  quality  of  a 
product.  Let  the  question  of  value  be  dealt  with  by  differences. 
I  think,  for  instance,  that  the  cotton  future  market  ought  to  be 
so  organized  that  it  will  deal  in  every  grade  of  cotton  that  can 
be  classed  as  actual  cotton.  My  meanmg  is  that  I  would  not 
include  such  things  as  "  linters,  "  grabots,"  or  an  article  which 
may  be  classed  as  manufactured,  such  as  "  yard  sweepings  "  or 
irregular  stuff  of  that  description.  In  this  connection  I  would 
be  inclined  to  exclude  threshed  cotton  or  cotton  showing  excess- 
ive sand  or  dust,  and  by  excess  I  would  be  disposed  to  say  more 
than  10  per  cent. 

A  future  broker  in  the  New  Orleans  market  said : 

My  idea  about  the  contract  is  that  if  you  have  cotton  and  it 
is  material  that  can  be  used  at  all  in  the  trade  in  any  form  or 
in  any  branch  of  the  business  it  should  be  tenderable  on  contract. 
We  are  in  the  cotton  business  and  we  are  trading  in  cotton; 

^  As  noted  above,  it  is  contended  by  some  tiiat  carelessness  in  picliing  is  often 
partly  responsible  for  inferiority  in  grade. 


168  COTTON    IXCHANGBS RANGE    OF    CONTRACT    GRADES. 

that  contract  ought  to  be  so  liberal  that  it  will  allow  anything 
to  go  so  lon|r  as  it  will  pa^  in  trade.  There  ia  always  a  place 
for  that  stim;  even  if  it  n  a  opens  to  be  so  low  it  is  almost  worth- 
less, yet  it  has  a  market  value  and  it  can  be  quoted  properly, 

A  member  of  the  New  York  Cotton  Exchange,  in  discnsising  this 
point.  Haid : 

I  think  that  the  New  York  contract  ought  to  permit  of  the 
delivery  of  all  spi unable  rolton  of  wbat»?ver  ijrade,  and  I  think 
the  New  York  contract  should  permit  of  a  wider  range  of  grades 
than  the  LiverpcKil  contract,  for  the  reiison  that  in  tlli^i  country 
we  haw  uhcs  for  very  K>w  ei^ade  tinged  and  stained  cotton 
which  they  do  not  have  in  England.  For  example,  in  this 
coimtiy  the  use  of  cuttiui  ftsr  the  manufacture  of  bags  has 
attained  proportions  absolutely  unknown  anywhere  else  in  the 
wortd.  The  use  of  low-grade  cotton  for  mattresses  and  for  the 
manufacture  of  twine  has  gone  far  beyond  anything  that  is 
known  in  England  or  on  the  Continent.  Low-grade  eotion  is  not 
u  n  me  rcb  lint  able  in  this  country.  In  England  it  often  is  prac- 
tically unmerchantable. 

A  member  of  the  New  Orleans  Cotton  Exchange,  in  defending  the 
present  form  of  contract,  said: 

WTiat  constitutes  a  contract  ?  A  man  who  buys  and  a  man  who 
sells.  You  can  have  no  contract  without  both  a  buyer  and  a 
Roller,  eitlK^r  in  renl  estate*  storks,  or  imything  else.  If  you  eon- 
fine  your  contract  to  a  very  narrow  margin,  you  are  going  to 
confine  transactions  to  a  very  narrow  margin.  It  is  a  tact  that 
the  narrower  you  make  the  contract  the  narrower  you  are  going 
to  make  the  business.  An  equitable  contract,  the  greatest  good 
to  the  greatest  number,  is  the  contract  which  the  New  Orleans 
exchange  has  always  striven  to  have.  We  did  have  a  much 
broader  contract  than  we  have  now,  and  we  have  eliminated  a 
great  many  of  the  undesirable  features  of  that  contract.  It  is 
possible  that  it  can  be  still  more  narrow,  but  time  and  experi- 
ence have  taught  us  that  it  had  better  not  be  more  narrow. 

The  future  contract  represents  the  cotton  crop,  and  should,  I 
think,  represent  all  merchantable  grades  and  styles  of  cotton 
which  are  produced  and  traded  in,  and  if  you  are  going  to  make 
a  future  market  you  have  got  to  give  it  proper  scope.  Crops  are 
not  all  alike.  I  think  you  will  acknowledge  that  the  best  luture 
market  is  the  one  which  represents  the  greatest  amount  of  cotton 
which  is  produced;  and  if  the  contention  should  be  that  only 
certain  grades  above  a  certain  style  of  cotton  should  be  repre- 
sented by  the  future  market,  what  would  occur  to  the  greater  pro- 
portion of  the  people  with  low  crops,  who  could  not  have  their 
cotton  represented  at  all? 

Section  7.  Alleged  injurious  influence  of  a  broad  contract  upon  prices  of 
spot  cotton. 

One  of  the  principal  arguments  advanced  by  those  who  favor  a 
6road  contract  is  that  the  privilege  given  the  seller  of  delivering  a 
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wide  range  of  grades  results  in  benefit  to  the  producer.  This  argu- 
ment, which  has  been  advanced  repeatedly,  was  stated  in  a  circular 
letter  issued  by  Charles  D.  Freeman,  a  member  of  the  New  York 
Cotton  Exchange,  in  reply  to  a  letter  of  Harvie  Jordan,  president  of 
the  Southern  Cotton  Association.  In  the  course  of  his  circular  Mr. 
Freeman  said:- 

You  and  others  refer  to  "  dogtail "  cotton  that  is  tendered  in 
New  York.  I  think  it  is  your  duty  to  stop  and  consider  the  re- 
source to  the  southern  producer  of  a  market  for  grades  of  cotton 
for  which  he  might  not  be  able  to  find  a  market  in  his  own  terri- 
tory. Failing  to  find  the  profitable  market  at  home,  he  may  ship 
his  cotton  to  New  York,  and  during  all  the  years  that  these  rules 
have  been  in  oj^eration  all  grades  of  cotton  that  have  come  to 
New  York  have  in  the  end  been  shipped  hence  to  spinners  or  ex- 
ported on  a  profitable  basis.  The  rules  are  not  designed  to  make 
this  primarilv  a  consumer's  market.  They  are  designed  to  make 
it  a  producer's  market,  and  by  reason  of  its  location  geographic- 
ally it  could  not  exist  solely  as  a  spinner's  market. 

In  answer  to  this  contention  that  a  broad  contract  affords  the 
grower  a  market  for  grades  of  cotton  which  he  might  not  be  able  to 
dispose  of  promptly  to  spinners,  opponents  of  the  present  broad  con- 
tract argue  that  the  farmer  pays  dearly  for  this  privilege  in  the  shape 
of  a  reduced  contract  value  for  all  other  grades.  The  further  con- 
tention is  made  that  by  depressing  the  price  of  future  contracts  the 
price  of  the  entire  crop  is  depressed.  This  argument  was  stated  by  a 
cotton  merchant  of  New  Orleans  in  June,  1907,  as  follows : 

If  I  had  the  making  or  framing  of  rules  governing  contracts — 
future  contracts — in  any  or  all  of  the  marlcets,  I  would  make  a 
big  change  in  the  system.  In  the  first  place,  I  would  not  permit 
any  cotton  to  be  tendered  below  strict  good  ordinary  white 
cotton,  and  nothing  below  low  middling  tinged,  and  nothing 
below  strict  low  middling  stained,  and  I  would  not  permit  any 
sandy  or  dusty  cotton  to  be  tendered.  *  *  *  You  will  find 
a  great  many  very  bright  cotton  men  that  will  disagree  with  me 
in  what  I  have  said.  They  will  say,  in  the  first  place,  that  we 
should  have  a  contract  that  would  allow  a  planter  or  a  merchant 
to  sell  contracts  and  tender  anything  in  the  shape  of  cotton  that 
has  bagging  and  ties  around  it.  My  reason  for  eliminating  the 
lower  grades  and  sandy  and  dusty  cotton  and  low-grade 
"  stains  "  and  "  tinges  "  is  that  a  lot  of  cotton  merchants  scat- 
tered around  over  the  country  pick  out  these  low  grades,  tinges, 
stains,  sandies,  dusties — in  other  words,  all  the  unsalable  cotton — 
and  accumulate  it  and  sell  futures  against  it  and  dump  it  on  the 
market,  and  of  course  the  holders  of  future  contracts  sell  them 
out  as  soon  as  they  find  that  they  are  compelled  to  take  this  un- 
merchantable stuff.  This,  of  course,  depresses  the  contract  below 
its  legitimate  value,  and  that  contract  m  turn  drags  down  with 
it  the  price  of  cotton  generally.  No  cotton  should  be  tendered 
on  contract  except  good  merchantable  cotton  that  can  readily 
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be  sold  to  spinnei's.  If  you  had  such  a  contract  as  I  mention,  it 
would  be  a  great  advantage,  not  only  to  the  planter  or  mer- 
chant atitl  the  banker  who  waiiteil  to  do  a  legitimate  business, 
but  also  to  the  spinner*  Then^  is  not  a  place  anywhere  to-day 
where  a  spinner  ean  go  and  buy  and  receive  cotton   without 

fitting  a  whole  lot  of  j?tuff  that  he  does  not  want.  The  planter 
iniseif,  or  the  merchant  who  does  a  legitimate  business,  should  - 
not  want  to  tender  his  <idds  and  ends  on  contract,  if  he  knew  that  ■ 
by  doing  so  he  would  depress  the  balance  of  his  holdings  and  that 
of  his  neighbors.  Without  mentioning  any  particular  exchange, 
I  would  state  that  I  know^  positively  tliat  tnere  has  been  accumu- 
lated from  time  to  time  and  shipixnl  to  a  particular  market  from 
100,000  to  200,000  bales  of  cotton,  low  and  undesirable  stutf,  that 
has  cost  the  South  millions,  I  hnve  seen  the  time  when  I  could 
have  positively  stated,  without  feur  of  being  contradicted,  that 
it  would  have  paid  the  holderi>  of  spot  rotttm  in  the  South  to 
have  bought  the  entire  Bk»ck  I  allude  to,  ami  have  burned  it  up 
or  dumped  it  into  the  Atlantic*  C)*'ean,  ws  this  small  amount  of 
cotton  was  depressing,  say,  fj-om  H, 000,000  to  10,000 ,(XK)  bales  of 
cotton  Ht-attered  all  over  the  world  from  $5  to  $10  per  bale, 

A  member  of  the  New  Orleans  Cotton  Exchange,  in  commenting  , 
upon  the  circular  of  Mr.  Freeman  (noted  on  p.  169),  said: 

It  was  the  worst  argument  that  anybody  could  pfjasibly  nscj 
because  at  the  utmost  tliere  is  not  more  than  250,000  bales,  say, 
of  that  style  of  cotton;  and  the  fart  that  it  was  unmerchantable 
at  home  but  could  be  tendei^ed  in  New  York  made  it  atfect  the 
price  of  12,000,000  bales  of  good,  merchantable  cotton.  In  other 
words,  the  price  of  the  12,000,000  bales  of  those  planters  who  paid 
attention  to  the  raising  of  their  crop  and  who  picked  it  carefully 
was  affected  by  this  250,000  bales  of  cotton  raised  by  careless, 
negligent  planters  who  did  not  pick  it  carefully.  It  did  give 
them  an  opportunity  to  sell  that  cotton ;  but  why  should  they  do 
it  to  the  detriment  of  those  who  owned  the  12,000,000  bales  of 
good  cotton? 

A  merchant  in  Lagrange,  Ga.,  said,  in  substance: 

The  low  grades  of  cotton  should  be  eliminated,  and  a  proper 
classification  would  eliminate  much  of  the  cotton  that  has  been 
certificated  in  New  York.  The  cotton  trade  would  not  suffer 
by  the  elimination  of  low-grade  cotton  from  contracts.  The 
members  of  the  New  Y'^ork  Cotton  Exchange  defend  their  ac- 
ceptance of  low-grade  cotton  on  the  ground  that  it  affords  a 
market  for  these  grades.  This  argument  is  not  a  sound  one, 
because  no  market  should  accept  cotton  on  contracts  that  is  not 
readily  acceptable  to  the  average  spinner.  The  future  contract 
should  sell  for  such  a  value  as  to  represent  substantially  spot 
cotton,  in  order  that  this  contract  may. be  a  safe  hedge  and  a 
sure  guaranty  to  the  hedger  against  loss.  The  low  grades  that 
would  be  rejected  under  a  strict  and  fair  classification  would 
not  accumulate  in  New  Y'ork  as  a  menace  to  purchasers  wishing 
to  receive  cotton,  but  they  would  seek  mills  that  use  these  low 
grades.    There  are  mills  which  use  this  cotton,  and  if  it  could 
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not  be  tendered  on  contract  in  New  York  there  is  no  doubt  that 
other  mills  would  spring  up  in  the  South  and  create  a  demand 
for  these  low  grades. 

A  cotton  merchant  and  banker  in  North  Carolina  said,  in  sub- 
stance: 

The  argument  that  low  grades  should  be  deliverable  in  order 
to  make  a  broad  contract  is  not  a  sound  one,  nor  is  the  argument 
that  the  delivery  of  lower  grades  is  an  advantage  to  the  farmer  a 
sound  one.  In  the  first  place,  a  cotton  merchant  can  always  sell 
low-grade  cotton,  or  any  other  grade,  at  its  market  value.  The 
use  of  a  future  market  is  protection  to  the  cotton  merchant  and 
the  cotton  manufacturer,  out  to  afford  protection  the  contract 
must  be  a  valuable  one.  The  exclusion  of  low  grades  would  cer- 
tainly add  value  to  the  contract.  In  the  second  place,  unde- 
sirable grades  are  an  instrument  in  the  hands  of  manipulators 
to  hammer  the  market,  and  it  is  wrong  to  allow  a  million  bales 
of  low-grade  cotton  to  be  used  for  the  purpose  of  depressing  the 
price  of  12,000,000  bales  of  good  cotton.  The  argument  that  the 
elimination  of  low  grades  will  conduce  to  corners  has  no  force. 
The  moment  that  a  corner  was  apparent,  the  holders  of  cotton 
would  pour  it  into  New  York  and  break  the  corner. 

The  argument  advanced  in  several  of  the  foregoing  statements  that 
a  broad  contract  tends  to  depress  the  price  of  cotton  obtained  by  the 
grower  will  be  discussed  in  a  later  part  of  this  report. 


The  gienon^l  nrgiimentH  for  anil  ng^iinst  some  restriction  upon  the 
runge  of  gnules  deliverablt*  on  future  ajiitracU*  hnve  been  outlined  in 

the  preceding  diapten     NninpHuis  s^hh-iHc  suggestions  hioking  to- 
ward sucli  rpstriction  were  siibinitt^*!  U*  agents  of  the  Bureau  during   _ 
the  investigation.    Owing  to  the  radi<fRl  diffei*ences  of  opinion  in  the  ■ 
cotton  tnide  as  to  the  wisdom  of  some  of  these  dumges,  it  is  desirable 
to  present  in  ssome  detnil  a  discussion  of  their  njerits. 

Section  1.  Specific  contracts. 

The  first  suggt^stion  is  for  specific  contracts;  that  is,  for  a  series  of 
contracts,  each  specifying  on  its  face  a  single  grade  or  at  nuist  a  very 
narrow  range.  Arguments  in  favor  of  such  contracts  were  for  the 
most  pnrt  submitted  by  persons  tint  familuir  with  all  features  of  th*^ 
cotton  business.  A  number  of  spinners  advocated  such  a  contract  on 
the  ground  that  it  would  be  greatly  to  their  advantage ;  but  it  is  con- 
demned by  nearly  all  other  interests  in  the  cotton  trade  as  utterly 
impracticable. 

The  general  feeling  of  cotton  merchants  toward  specific  contracts 
is  w^ell  illustrated  by  the  following  excerpt  from  a  statement  obtained 
from  a  member  of  the  New  York  Cotton  Exchange : 

A  spinner's  contract  (m  an  exchange  is  an  impossible  condition 
to  have.  Their  contracts  are  supplied  them  by  merchants.  If 
the  exchanges  dealt  in  what  are  known  as  spinners'  contracts,  there 
would  not  be  any  sellers  of  those  contracts  except  at  a  higher 
price  than  what  they  would  have  to  pay  merchants.  This  is  Ix^- 
cause  they  w^ould  have  to  take  the  contracts,  but  the  merchant 
could  always  sell  a  spinner's  contract  and  hedge,  and  would  never 
have  to  sell  it  at  the  price  of  competition.  There  would  always 
be  somebody  that  might  pay  more.  To  have  spinners'  contracts 
dealt  in  on  the  exchange  in  the  quantity  in  wiiich  the  present 
contracts  are  dealt  in  would  be  a  Utopia  and  not  possible  or 
practicable ;  but  the  merchant  does  make  contracts  witli  spinners 
tor  their  special  qualities,  governed  by  the  rules  of  the  exchange 
as  far  as  reclamations,  differences,  and  arbitrations  go. 

Arguments  advanced  in  favor  of  specific  contracts. — The  prin- 
cipal argument  advanced  in  favor  of  specific  (contracts  is  that  the 
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buyer  is  entitled  at  the  time  he  makes  the  contract  to  know  what 
grades  he  will  receive  when  the  contract  matures,  and  that  he  should 
not  be  compelled  to  take  any  assortment  that  it  may  suit  the  seller  to 
tender. 

A  cotton  merchant  of  Natchez,  Miss.,  one  of  a  very  few  who  advo- 
cated a  system  of  specific  contracts,  said,  in  substance: 

Now,  you  know  that  years  ago  the  trading  in  cotton  on  orders 
from  the  other  side  was  very  largely  on  w^hat  is  known  as 
^*  basis  "  orders;  that  is,  they  sent  their  orders  over  here,  basis 
middling,  so  much  off  for  grades  under  middling  and  so  much 
on  for  grades  over  middling;  and  I  suppose  the  luture  contract 
that  was  made  at  that  time  was  intended  to  be  in  line  with  the 
orders  that  were  coming  into  the  market.  But  all  that  now  has 
changed.  Your  orders  now,  if  you  get  any  orders  at  all,  are  not 
basis,  but  the  bulk  of  the  trading  in  spot  cotton  is  generally 
made  on  firm  offers;  that  is,  you  state  just  what  you,,  have, 
whether  it  is  Liverpool  good  middling  or  Liverpool  lully  mid- 
dling or  Liverpool  fully  good  middlmg — whatever  grade  you 
'  have,  you  state  it.  It  appears  to  me  that  sooner  or  later  these 
cotton  exchanges  will  have  to  adopt  the  same  system ;  that  is,  if 
they  sell  a  contract  on  the  floor  of  their  exchange  they  will  have 
to  state  what  they  are  selling — and,  between  us,  that  is  my  idea 
of  a  fair  and  equitable  contract — that  a  buyer  who  goes  in  and 
buys  a  contract  shall  know  what  he  is  going  to  get.  I  might  go 
in  there  and  buy  a  hundred  bales  of  Octobers,  and  wiien  ()ctob(»r 
comes  I  will  get  fair  cotton  when  I  probably  want  good  ordi- 
nary; or  I  may  buy  a  hundred  bales  of  Octobers  and  want  strict 
middling,  but  get  good  ordinary.  It  is  absolutely  worthless  to 
a  spinner.  *  *  *  j  think  it  should  be  so  that  a  man  who 
buys  a  contract  should  know  what  he  is  going  to  get.  I  recognize 
the  fact  that  it  will  reduce  the  volume  of  speculation  and  reduce 
it  materially.  I  also  recognize  the  fact  that  it  will  advance  the 
price  of  cotton  materially.  I  think  to-day  if  you  had  a  contract 
of  that  kind  that  middling  cotton,  instead  of  being  what  it  is, 
would  be  2  or  3  cents  a  pound  higher,  because  it  is  scarce  and  the 
market  w^ould  have  been  cornered.  I  think  that  is  the  only  fair 
way   of  trading — that   is,   for   a   man   to   get   what   he   buys. 

*  *  *  I  think  they  ought  to  have,  not  one  contract,  but  a 
series  of  contracts.  My  idea  would  be  that  you  ought  to  have  a 
good  ordinary  contract,  a  good  middling  contract,  a  fair  con- 
tract, and  so  on,  and  then  allow  the  delivery  on  that  contract  to 
be  a  half  grade  below  or  a  half  grade  above  the  stipulated  grade. 

*  *  *  I  think  that  it  is  the  only  fair  kind  of  a  contract  that 
a  man  can  introduce  on  an  exchange  or  anywhere  else,  for  I  do 
not  think  it  is  fair  for  me  to  go  into  a  market  and  buy  some- 
thing and  not  know  w^hat  I  am  going  to  get.  I  know  that  it  will 
reduce  the  volume  of  speculation  simply  immensely.  *  *  * 
I  think  there  will  always  be  plenty  of  speculation  there  to  take 
care  of  the  crop — plenty  of  it.  Of  course,  I  recognize  that  my 
ideas  about  that  kind  of  a  contract  are  radical,  and  that  it  will 
take  some  years  before  they  get  around  to  it,  but  I  believe  that 
sooner  or  later  they  will  come  to  it.    It  will  take  a  great  wkik.^ 
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maylK?,  to  rciuii  that  conchision,  but  I  think  that  f^oonc^r  or  later 
thf*  exL'hniigeH  will  do  tliat.  I  iiui  satisfied  that  the  New  York 
exehangi^  is  going  to  give  a  Ix^tter  L^cmtraet  thtm  theY  have  now. 
*  *  *  I  was  talking  to  a  frieiul  f>f  mine  who  ridiculed  this 
idea  of  having  this  stories  of  contracts.  lie  said  it  would  be  like 
the  stoc^c  exchange.  I  said,  "'  Let  it  be  tike  the  stock  exchange. 
Let  them  have  their  middling  jKJsts  and  their  good  middling  [losts 
and  fair  i>t>sts,  iftul  all  tliat.  Let  them  have  it.  They  cfnud  not 
jump  in  then  and  sell  20,000  or  buy  20,000  bales,  bi^cause  they 
must  stipuhite  wluit  thev  are  going  to  sell.'*  *  *  *  I  think 
cotton  should  be  traded  ni  jii>st  as  a  specific  sttK*k.  If  I  want  to 
buy  a  hmidred  shares  of  stock  and  tclt  you  I  want  Union  Pa- 
ct he,  you  do  not  bny  any  kind  of  st<»ck  and  let  them  deliver  any 
kind  of  stock  to  you ;  you  get  Union  Pacific.  I  think  a  man 
should  always  know  what  he  is  going  to  get. 

(Objections  i^o  specific  coktracts.— While  tlic  argtmients  in  favor 
of  a  sii^cific  contract  .seem  on  their  face  reasonable  in  that  their  prin- 
cipal basis  !iei4  in  the  contention  that  tlie  buyer  should  be  permitted 
to  know  t*xHctly  what  he  will  receiv*%  the  j practical  i>bjcctioTis — scnne 
of  which  have  been  suggested  in  the  preceding  chapter — are  ahuost  in- 
snnnountable.  The  fundamental  objection  is  that  it  would  be  almost 
impossible  to  find  nellers  of  such  contracts  in  sufficient  numln^rs  to 
make  a  practical  future  market.  It  will  he  apparent  on  a  moment's 
considt^rntifiu  tliut  nnd(*r  a  contract  fcjr  thr  dt^livtn  y  at  a  distant  tinm 
of  a  specific  grade  of  cotton  the  risk  of  corners  as  a  result  of  unex- 
pected changes  in  crop  conditions  would  be  enormously  increased. 
The  great  uncertainty  which  always  obtains  as  to  the  supply  of  par- 
ticular grades  in  any  given  crop  is  a  vital  objection  to  the  adoption  of 
a  specific  contract  for  organized  future  trading  purposes.  Whereas  in 
the  summer  conditions  might  be  almost  ideal  for  a  yield  of  very  high 
grades,  the  quantity  of  such  grades  in  the  final  harvest  might  be  re- 
duced to  insignificant  proportions  either  as  the  result  of  such  a  storm 
as  occurred  in  September,  1906,«  or  of  exceptionally  early  and  heavy 
frosts.  It  is  argued  that,  under  a  specific  contract,  wealthy  specula- 
tors, having  no  interest  whatever  in  the  w^elfare  of  the  cotton  trade, 
w^ould  make  it  their  particular  business  to  bring  about  corners  and 
squeezes  in  specific  grades,  and  that  the  seller  of  specific  contracts 
would  thus  be  constantly  subject  to  enormous  losses.  This  argument 
unquestionably  has  much  force. 

The  method  of  trading  in  specific  stocks  on  the  New  York  Stock 
Exchange,  referred  to  in  the  above  statement,  it  may  be  pointed  out, 
is  by  no  means  a  parallel  case,  for  the  very  important  reason,  in  the 
first  place,  that  the  quantities  of  stocks  "  listed  "  for  trading  purposes 
are  ascertainable  at  a  moment's  notice.    These  amounts,  furthermore, 

«  See  page  116,  Tart  I. 
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can  not  be  increased  without  application  involving  due  notice  to  mem- 
bers of  the  exchange,  such  application  being  subject  to  action  by  the 
governing  committee  of  the  New  York  Stock  Exchange,  which,  more- 
over, usually  considers  such  applications  at  several  meetings  before 
finally  passing  on  them.  It  will  be  seen,  therefore,  that  the  situation 
is  radically  different  from  that  presented  by  the  cotton  market,  where 
the  supply  of  any  particular  grade  of  cotton  is  always  involved  in 
great  uncertainty  until  the  crop  is  finally  harvested,  whereas  long  be- 
fore this  time,  under  modem  methods  of  doing  business,  a  large  part 
of  the  crop  has  been  sold. 

In  the  second  place,  on  the  stock  exchange  the  buyer,**  except  in  oc- 
casional instances,  is  obliged  to  take  up  and  pay  for  the  stocks  ten- 
dered him  within  twenty-four  hours  after  the  purchase  is  made. 
Sales  of  securities  for  future  delivery  are  seldom  made  on  the  New 
York  Stock  Exchange,  and,  when  made,  deliveries  are  rarely  post- 
poned for  more  than  thirty  days.  The  first  objection,  however,  is  the 
really  vital  one.  In  the  stock  market  the  seller  can  know  almost  to  the 
last  share  what  the  outstanding  supply  of  a  given  security  is  at  the 
time  he  enters  into  his  transaction.^  In  cotton,  on  the  other  hand, 
the  seller  at  the  time  he  enters  into  his  forward  contracts  is  wholly 
unable  to  estimate  even  aj)proximately  the  ultimate  supply  of  specific 
grades.  In  normal  years,  to  be  sure,  he  may  l)e  able  to  guess  fairly 
closely,  but  in  abnormal  seasons  it  is  utterly  impossible  for  him  to 
know  at  the  time  the  bulk  of  his  commitments  are  entered  into  what 
the  supply  of  individual  grades  will  be.  This  distinction  between 
the  two  markets  is  a  vitally  important  one. 

A  further  serious  objection  to  specific  contracts  for  general  trading 
purposes  is  that  the  requirements  of  most  mills  are  so  exacting  that 
even  specific  contracts  would  not  give  satisfaction.  It  is  contended 
that  within  the  range  of  a  single  grade  of  cotton,  as  that  grade  is 
ordinarily  established  for  contract  deliveries,  there  may  be  such  a 
wide  subrange  with  respect  to  quality,  length,  strength,  smoothness 
of  fiber,  or  other  characteristics,  that  it  would  be  impossible,  by  sim- 
ply dealing  in  specific  gi'ades,  to  meet  the  wants  of  the  ordinary  spin- 
ner. Thus,  of  several  mills  using  so-called  middling  cotton,  some 
might  require  cotton  of  IJ-inch  staple  and  be  utterly  unable  to  use 
staple  of  1  inch  or  less  without  changing  their  machinery ;  while  other 
mills,  also  using  middling  cotton,  might  have  their  machinery  set  for 
short  staple  and  l)e  unable  to  use  staple  of  IJ  inch.  Strength  of 
staple  shows  a  wide  degree  of  variation.    Smoothness  of  fiber  is  also 

*»  The  broker  may,  of  course,  do  this  in  behalf  of  the  real  buyer.  Short  seU- 
iiig  of  securities  is  of  course  similar  in  principle  to  future  selling  of  cotton 
contracts. 

*Of  course,  only  a  small  portion  of  this  outstanding  supply  may  be  avail- 
able at  any  given  time  in  the  open  market  for  purposes  of  speculation. 


176  COTTON    EXCHANGES — BAKGE    OF    CONTRACT    GRADES. 

jm  import jiijt  factor.    Objections  on  this  score  were  summed  up  by  a 
nituThant  idreudy  quoted,  in  siibstiintinlly  the  following  terms  * 

The  spiiin^r  wants  his  specialty,  and  the  contract  could  nt>l  l*o 
itmde  specific,  becaastv  what  might  Ik?  one  man's  gmjd  middling 
cotton  miglit  not  be  tuiother  man's  ^ood  middlin^f  cotton.  *  *  * 
One  an  11  might  nsti  Arkansas,  another  Mississippi,  another  Texas, 
and  anotlier  uplantl— all  the  same  grade.  ()ne  i^  making  50s, 
one  HOs,  one  40s,  and  one  10s,  Take  the  ehiss  of  mills  in  Ne%v  Eng- 
land, for  in:stance;  to  some  only  Arkansas  cotton  or  [x»uisian;i 
cotton  gives  them  the  Hln'V  they  want.  It  is  more  silky,  Anoth«M* 
(*lass  of  mills  Avants  the  hard  Texas  cotton*  AH  this  cotton  might 
be  of  the  same  grade ;  the  difference  is  only  a  matter  of  spimiing 
qualities. 

It  is  replied  by  those  who  advocate  a  specific  contract  that  sneh 
contracts  are  m«de  constantly  by  merchants  w^ith  spimiers,  these  con- 
tracts sj>eeif3^ing  not  only  the  grade  bnt  the  length  of  staple,  and 
frequently  the  locality  from  which  the  cotton  is  to  come.  Opponents 
of  a  specific  contract  for  exchange  pi[r|M>sc^s,  while  admitting  this, 
HS.sert  that  there  is  a  vast  difference  l>ctwecn  specific  contracts  made 
from  time  to  tinie  by  nnitual  agreement  between  iniiividnals  and  s[k*- 
cific  contracts  designed  to  jiff<n'il  a  basis  for  orgaidzed  fntnre  trarling. 
The  busincHS  of  selecting  spt^citic  grades  to  nu>t^t  the  w^ants  of  indi- 
vidua  1  mills,  it  is  argned,  is  l>y  its  very  nature  a  merchant V  business, 
to  be  governed  by  the  circumstances  surrounding  every  individual 
contract,  and  is  not  a  business  which  can  satisfactorily  be  transferred 
to  the  future  "  ring."  A  former  president  of  the  New  York  Cotton 
Exchange  said  on  this  point : 

From  my  conversations  with  the  spinners  they  wish  to  Ijocome 
to  some  degree  merchants  without  the  willingness  to  take  the 
merchant's  risk.  In  other  words,  the  merchant  sells  a  spinner  a 
specified  grade  and  staple  and  buys  the  present  existing  contracts 
as  a  hedge.  He  asks  for  this  risk  a  premium  over  the  contracts 
which  to  the  spinner  seems  excessive,  and  the  spinner  now  wants 
to  buy  the  contract  and  have  it  draw  n  so  that  the  risk  to  him  will 
be  less  than  it  is  at  present  for  the  merchant. 

The  further  objection  has  been  raised  that  a  system  of  specific  con- 
tracts would  result  in  virtual  chaos,  owing  to  the  great  number  of 
such  contracts,  or  else  that  it  w^ould  speedily  develop  that  only  one 
contract  would  be  actively  dealt  in,  to  the  practical  neglect  of  all 
others,  so  that  the  situation  would  resolve  itself  into  substantially  the 
present  one,  with  the  disadvantage,  how^ever,  of  greater  liability  to 
manipulation  of  the  market  because  of  its  narrower  character.  Spe- 
cific contracts,  moreover,  it  is  argued  with  much  force,  tend  to  inter- 
fere with  the  proper  execution  of  hedging  operations,  .one  of  the  most 
important  functions  of  a  cotton  exchange.     For  instance,  a  merchant 
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ill  the  South  who  was  holding  a  lot  of,  say,  good  middling  cotton 
would  naturally  use  a  selling  hedge.  Under  a  system  of  specific  con- 
tracts he  would  presumably  sell  a  good  middling  contract.  If  the 
future  market  for  good  middling  contracts  were  heavily  oversold 
and  cornered,  the  consequent  advance  in  the  price  of  such  a  specific 
good  middling  contract  might  easily  be  far  in  excess  of  the  advance 
in  the  price  of  that  grade  in  the  spot-cotton  market.  Thus  his  hedge 
would  fail  to  be  a  protection.  From  the  buyer's  standpoint  a  spe- 
cific contract  would  at  first  sight  seem  to  be  an  exceedingly  desirable 
hedge*  in  that  he  could  buy  contracts  for  the  grade  of  cotton  desired. 
The  great  risk  to  which  the  seller  of  such  a  contract  would  be  sub- 
ject, however,  would  necessarily  mean  that  the  buyer  would  have  to 
pay  a  higher  price  for  this  protection. 

A  modification  of  the  principle  of  specific  contracts  was  suggested 
by  the  American  Cotton  Manufacturers'  Association  at  its  annual  con- 
vention at  Richmond,  in  May,  1908,  to  the  effect  that  a  "  reasonable 
time  "  before  the  tender  date  the  buyer  might  notify  the  seller  that  he 
would  require  the  delivery  of  a  certain  narrow  range  of  grades,  aver- 
aging middling.  It  was  suggested  that  in  return  for  this  privilege 
the  buyer  allow  the  seller  a  premium  over  the  contract  price  of,  say, 
one-fourth  of  a  cent  per  pound. 

This  suggestion  is  regarded  as  impracticable.  The  giving  of  any 
such  privilege  to  the  buyer  would  introduce  several  conflicting  ele- 
ments into  future  trading.  In  the  first  place,  if  the  buyer  were  to 
make  such  a  demand  at  all,  the  seller  would  undoubtedly  prefer  to 
have  it  stipulated  at  the  time  the  contract  was  made  and  not  at  some 
time  nearer  the  maturity  of  the  contract.  The  idea  of  a  fixed  pre- 
mium, moreover,  is  not  practicable,  for  the  reason  that,  since  middling 
and  the  adjacent  grades  might  at  some  times  be  extremely  scarce, 
sellers  would  not  be  willing  to  commit  themselves  to  contracts  which 
thus  permitted  the  buyer  to  demand  such  grades  on  payment  of  a 
fixed  premium.  It  has  been  suggested  that  the  premium  might  not 
be  stipulated,  but  should  be  determined  by  the  individuals  making 
the  contract.  In  reply  it  may  be  said  that  this  opportunity  exists 
under  the  present  form  of  contract.  Moreover,  as  just  shown,  the 
spinner  could  not  expect  uniformity  with  respect  to  various  charac- 
teristics not  taken  account  of  in  the  grading  of  cotton  for  contract 
delivery — such,  for  instance,  as  the  length  of  staple. 

The  objections  to  a  specific  contract  for  organized  future  trading 
purposes  are  convincing.  From  all  the  arguments  for  and  against 
such  a  contract  the  fair  conclusion  seems  to  be  that  it  would  be  en- 
tirely impracticable. 
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1  for  rei^uireiiieEt  of  eTen-runniiig  deliveriea  without 
t  tenderable  range* 

'  partial  siil>stitute  ff>r  specific*  contnu'ts  which,  as  just  shown, 

3n  their  face  call  for  the  delivery  of  a  sjK*ciBc  gnidu  or  ttuluin 

grades  of  cotton  it  !m.s  bcnui  f^ug^ested  that  a  rule  be  adopted 

y  with o u t  e I i m i n a t i r i ^  a n 3^  of  the  gi"a d ew  n t j w  del i vevnl >lt^  1  u  N c w 

L      '  New  OrleaiiH,  would  coniptd  the  seller  of  eoiitraets  to  teiuler 

lately  even-running  cotton  on  each  separate  delivery-     This 

riri  should  not  1>^  confused  with  that  for  a  specific  contract. 

he  contract  was  entered  into  the  seller  would  not  under- 

-T,u  spiK^ity  what  grades  he  would  eventually  deliver.    The  propo- 

ti  i«  simply  that  the  seller  shall  have  the  option,  as  at  present, 

?ring  any  grade  from  fair  to         1  ordinar}"  in  white  cotton, 

present  ranf^e  in  tinges  and  is    hut  that  when  the  delivery 

ally  made  lie  shall  deliver  o:        mljacent  gratles  on  any  one 

L  of  50,000  pounds  (roughly,  1( 

V  on  the  same  contract  fair  cottoi- 

^  and  gtuMl  ordinary^  but  shall  r 

*^  (*ither  way  from  some  mean  grade 

"  full  grade-    A  cMton  factor  o 

indorsement  of  such  a  p 


^s) — that  is,  he  shall  not  de- 
I  middling  cotton,  or  rnid- 
ict  each  delivery  to  a  Inilf 
hus  covering  in  all  a  range 
New  Orleans  who  was  em- 
on  in  the  contract  said : 


in  my  personal  judgment,  the  system,  both  here  and  in  New 
York,  is  one  which  is  decidedly  detrimental  to  the  farmers'  in- 
terests—df^rrhnental  been  use  Imth  contracts  are  made  so  that  they 
are  undesirable  to  the  receiver.  The  party  delivering  should  be 
con^pelled  to  specify  at  the  time  he  issues  his  notice  <»  the  grade 
of  cotton  he  proposes  to  tender,  and  should  not  be  permitted  to 
deliver  anything  more  than  one-half  grade  above  or  below,  leav- 
ing him,  of  course,  the  right  to  tender  any  one  of  the  various 
grades  now  specified  by  both  the  New  York  and  New  Orleans 
exchanges.  *  *  *  The  effect  of  this  notice  to  the  receiver  as 
to  what  is  to  be  tendered  him  would  mean  that  if  a  mill  were 
tendered  100  bales  of  good  ordinary  cotton  and  could  not  use  it 
they  would  have  no  trouble  to  place  it  with  some  mill  or  party 
that  was  able  to  use  that  particular  grade.  It  would  apply 
equally  as  well  to  the  receiver  of  cotton,  because,  knowing  about 
what  he  was  to  receive,  he  would  have  no  trouble  in  hedging  or 
selling  it  without  being  compelled  to  retender  it  on  the  New  York 
or  New  Orleans  market.  I  have  heard  of  contracts  running 
from  good  ordinary  to  middling  fair,  including  off  colors,  stained, 
red,  and  blue  cotton,  so  subdivided  that  the  receiver  of  that 
cotton  could  not  sell  it  anywhere,  and  his  only  recourse  was  to 
retender  it  and  thus  depress  the  market.  The  intent  of  delivery 
on  contract  is  to  make  a  ccmtract  which  shall  be  equally  fair  to 
the  receiver  as  well  as  to  the  deliverer,  and  that  intent  can  only 
be  realized  by  having  the  receiver  obtain  fair  treatment  and 
getting  100  bales  of  cotton  that  he  shall  be  able  to  dispose  of  at 

<*Thi8  in  New  Orleans  would  be  five  days  before  the  actual  delivery  of  the 
cotton,  aud  iu  New  York  three  days. 
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least  to  some  spinner.  Great  opposition  will  doubtless  be  made 
to  this  suggestion  by  well-posted  cotton  men,  many  of  whom 
will  say  that  it  is  even  impracticable;  but  an  experience  of 
twenty-seven  years  in  this  business  has  enabled  me  to  impartially 
judge  of  the  conditions,  and  the  suggestion  I  make  here  is  prac- 
ticalhr  the  broadening  of  the  cotton  business — materially  to  the 
benefit  of  the  producer — and  forcing  the  speculator  to  laiow 
what  he  is  doing  when  he  is  buying  or  selling.  There  have  prac- 
tically been  few  radical  changes  in  the  delivery  of  cotton  since 
the  inauguration  of  the  system,  and  the  records  show  almost 
without  exception  that  the  operators  designated  as  the  "  talent " 
invariably  bleed  the  market  by  making  the  tender  so  undesirable 
that  when  they  issue  their  notice  thev  are  able  to  buy  it  back  at  a 
discount.  This  is  true  of  both  markets.  I  had  occasion  a  short 
time  ago  to  talk  with  a  friend  in  New  York  who  had  bought  a 
thousand  bales  of  cotton  of  10  different  grades,  and  I  know  that 
his  intention  was  to  change  that  10  different  grades  and  put  10 
bales  of  each  in  each  contract  he  issued,  so  that  the  receiver 
would  be  unable  to  sell  it  to  a  mill. 

In  this  connection  it  may  be  noted  that  a  resolution  was  adopted 
by  the  American  Cotton  Manufacturers'  Association  at  its  convention 
at  Richmond,  in  May,  1908,  in  which  it  was  recommended  that  no 
"  certificate  for  a  lot  of  100  bales  of  cotton  "  should  be  allowed  to  cover 
a  range  of  more  than  two  full  gi'ades.  This  resolution  apparently 
was  intended  to  apply  to  contract  deliveries  of  100  bales  instead  of 
to  certificated  lots  on  the  New  York  Cotton  Exchange,  which  may  con- 
tain all  the  way  from  1  to  100  bales  or  more.  On  the  average  there 
are  about  10  lots  in  a  New  York  delivery  of  50,000  pounds,  or 
approximately  100  bales. 

Alleged  advantages  of  such  restriction  to  spinners. — One  of  the 
principal  arguments  advanced  in  favor  of  such  a  restriction  upon  ten- 
ders of  contract  cotton  is  that  contract  deliveries  would  be  much  more 
merchantable  than  they  are  at  present ;  in  fact  it  is  urged  by  some  that 
spinners  might  be  able,  under  such  a  restriction,  to  take  up  cotton  on 
contract  and  ship  it  directly  to  their  mills.  This  latter  contention 
does  not  appear  to  be  well  founded.  Since  the  seller  would  still  have 
the  option  of  selecting  the  particular  range  of  grades  for  each  de- 
livery, it  is  urged,  and  with  force,  that  the  buyer  could  have  no 
assurance  that  he  would  obtain  the  grades  which  he  desired.  In  reply 
to  this  objection  it  has  been  argued  that  the  fact  that  deliveries  were 
even  running  would  permit  a  mill  which  received  low^-grade  cotton 
when  it  desired  high-grade  cotton,  or  vice  versa,  to  disj)ose  of  the 
delivery  to  some  mill  which  could  us(»  the  cotton  so  received,  as  some 
mills  undoubtedly  could,  lii  this  connection  a  cotton  merchant  in 
New  Orleans  said : 

Now,  there  might  IxMUi  argument  advanced  that  a  spinner  using 
strict  middling  might  get  an  average  of  strict  low  middling. 
That  is  quite  true ;  but  it  would  be  much  easier  for  him  to  sell  ov. 
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swap  the  cotton  that  he  might  receive  on  contract  that  did  not 

suit  him,  if  it  was  classed  up  in  the  manner  suggested,  thini  if  he 
had  odds  and  ends  of  all  kinds  and  character.  Again,  a  spinner 
might  protect  himself  in  hirge  qiirtntities  of  5,(X>0  or  10,000  hales:. 
In  that  way  lie  might  get  a  large  percentage  of  cotton  that  won  Id 
fcitlit  hinu  and  the  hahince  he  conld  sell  to  some  othei'  mill  that 
used  the  gi^ades  that  were  not  sn  it  a  hie  for  his  mill. 

On  the  other  hand,  such  res*01ing  of  cotton  would  tend  to  compel 
the  spinner  to  a^isume  the  functions  of  a  cotton  merchant,  and  it  seems 
reasonably  certain  that  this  restriction  would  not  be  satisfactory  to 
spinners  generally,  A  st)ecial  reason  for  this  is  the  fact,  already 
pointed  out,  that  contract  cotton,  as  a  rule,  consists  of  the  surplus  or 
temporarily  undesiralile  grades  of  the  crop  rather  than  of  those 
grades  in  active  demand.  Since  a  great  number  of  spinners  would 
not  want  such  surplus  grades,  it  might  not  t>e  an  easy  matter  for 
spiiniers  receiving  them  on  contract  to  dispose  of  them,  Still  another 
objection,  and  one  ah'eady  emphasized  in  the  discussion  of  specific 
contracts,  is  that  the  reciuiremeuts  of  most  spinners  are  so  narrow  not 
only  as  to  grade,  but  as  to  length  and  charaett^r  of  staple,  smirothness 
of  fiber,  and  other  characteristics,  that  even  though  a  mill  were  to  re- 
ceive nominally  those  grades  which  it  n^piired  there  would  still  be 
Buch  a  diversity  with  n*spect  to  these  special  characteristics  in  any 
ft  given  t<*nd<'r  nf  100  Imh^s  tlifit   \t    vm^uKI  oft  on  he  impnu'ticable  for 

the  average  spinner  to  ship  cotton  thus  tendered  to  him  directly  to 
his  mill. 

On  the  other  hand,  it  was  argued  that,  even  though  spinners  might 
not  be  able  to  take  up  cotton  on  contract  for  shipment  to  their  mills, 
the  proposed  restriction  for  even-running  deliveries  would  tend  to 
keep  the  contract  price  more  nearly  on  a  parity  with  the  spot  price  of 
middling,  and  thus  w^ould  prove  of  great  value  to  spinners  in  hedging 
transactions. 

A  cotton  merchant  in  New^  Orleans,  in  discussing  this  proposition 
for  an  even-running  contract,  said,  in  substance: 

Mills  can  not  use  cotton  on  a  contract  basis.  You  take  a  mill 
in  Fall  River,  and  suppose  you  have  a  limited  contract  and  give 
them  all  the  high  grades;  they  would  have  to  resell  it.  If  a  mill 
could  use  all  colors  and  all  staples,  they  could  take  cotton  on 
contract ;  otherwise  they  can  not  do  it,  because  they  are  not  in  a 
position  to  know  what  they  are  going  to  get  until  the  contract 
IS  delivered  to  them.  It  may  be  cotton  that  is  not  suited  to  them. 
There  is  no  mill,  whether  you  have  a  limited  contract  or  not. 
that  will  take  cotton  on  contract  delivery,  because  they  are  not 
in  a  position  to  use  it.  *  *  *  Their  requirements  are  very  ex- 
acting, and  the  mills  use  only  certain  grades.  Their  spindles  are 
set  for  certain  staples.  Some  mills  can  use  all  grades  from  good 
ordinary  to  middlmg;  other  mills  will  not  take  a  bale  below-  strict 
•  good  middling  cotton — they  have  no  use  for  it  in  the  goods  they 
are  ms^ldng. 
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A  future  broker  at  New  Orleans  said: 

Spinners  do  not  receive  much  cotton  on  contract,  as  their  con- 
tracts for  the  delivery  of  cotton  goods  necessitate  their  buying 
only  certain  fixed  grades  of  cotton;  and  no  mill  would  care  to 
receive  on  contract  even  three  grades  of  cotton,  inasmuch  as 
these  would  not  meet  their  requirements  in  the  manufacture  of 
their  g()0(ls.  The  spinner  uses  the  contract  market  as  a  hedge, 
and  I  think  this  is  really  the  only  practicable  use  he  can  make 
of  it.  When  the  month  comes  around  for  the  manufacture  of 
his  goods  he  goes  into  the  spot-cotton  market,  buys  his  cotton, 
and  sells  his  hedge  out,  having  in  the  meantime  l)een  protected 
against  fluctuations  in  spot  cotton.  KSuch  an  average-grade  con- 
tract as  you  speak  of  would  not  put  him  in  any  better  position, 
since  under  a  broad  contract  he  may  be  able  to  cull  out  certain 
grades  that  he  desires,  whereas  if  he  received  good  low-grade  cot- 
ton on  an  average-grade  contract  he  could  use  none  of  it. 

A  leading  exporter  of  New  Orleans  objected  to  such  a  contract  on 
the  ground  that  it  would  interfere  with  the  operations  of  merchants, 
and  that  it  would  confer  no  advantage  upon  spinners  over  the  present 
method  of  purchasing  from  cotton  merchants  in  the  spot  market. 
His  statement,  in  part,  follows: 

I  think  that  a  contract  which  permitted  the  deliverer  to  tender 
only  three  grades  on  any  one  ccmtract  for  100  bales  would  restrict 
trading.  Cotton  is  sold  in  the  interior  in  widely  varying  lists, 
and  the  same  is  true  of  cotton  sold  by  factors  at  the  different 
ports. 

The  old  way  of  doing  the  business  was  that  the  planter  con- 
signed the  cotton  to  a  factor  for  sale — ^generally  to  a  factor  at 
the  poit.  The  factor  would  take  that  j)lanter\s  cotton,  and 
possibly  the  cotton  of  a  number  of  other  planters,  and  put  it 
together  in  a  widely  averaging  list,  and  sell  it  so.  That  condition 
still  obtains  in  this  market,  and  nearly  all  the  sales  made  by 
factors  here  contain  more  than  three  grades — I  should  say  nearer 
nine  or  ten  than  three  grades.  The  same  condition  exists  at  the 
interior  markets  where  the  cotton  is  sold  by  the  country  merchant. 
If  that  is  the  way  in  wiiich  the  cotton  is  sold  in  the  South,  on 
spot  terms  here,  should  they  recjuire  the  man  who  sells  a  future 
contract  to  subject  himself  to  nuich  greater  restrictions?  An- 
other point:  It  would  really  l)e  of  little  benefit  to  a  spinner  if 
the  deliver}^  of  one  contract  was  restricted  to  three  grades,  by 
which  I  understand  cotton  averaging  not  more  than  a  half 
grade  up  or  down,  or  not  more  than  a  full  grade  up  or  down,  for 
the  reason  that  he  might  receive  average  low  middling  when  he 
could  not  spin  anything  below  average  strict  middling:  there- 
fore he  would  have  to  resell  the  entire  contract  of  average  low 
middling  on  the  spot.  And  even  if  the  contract  covered  a  wider 
range  than  three  grades  it  would  be  almost  as  salable  provided 
differences  were  correct.  But  the  tendency  is  for  the  mills  to  use 
about  average  strict  middling  cotton,  and  as  a  rule  they  stipulate 
nothing  below  middling.  Now,  what  good  is  it  goin^  to  do  «. 
spinner  that  uses  average  strict  middVmg  axvA.  wsfe^  \va>J«v\v^\^^^ 
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niicldling  to  g^t  a  roiitnirl  tlint  runs  low  niiddling,  notluiig  below 
good  orcliniiry?  Thc^  fact  tlmt  he  can  roat^H  it  lit  ji  slitrlitly  better 
pmninm  is  ^Jfoitig  to  \m  ninre  thnn  offset  by  the  fact  that  he  has 
got  to  pay  a  higher  prict^  for  it*  It  would  uiak*^  business  much 
Hiore  difficult 

In  a  lot  of  25  bale^  there  may  Iw  a  large  number  of  different 
graders.  The  countiy  merchant  wh<j  roll+^cts  these  miscellaneous 
assortments  wanti^  to  st^ll  them  as  they  run.  In  other  words,  the 
cotton  in  the  country  is  sold  practically  on  a  basis,  and  the  con- 
tract of  the  New  Orleans  Cotton  Excliange'  is  a  basis  contract, 
A'  limited  contract  wouhl  make  manipulation  much  more  easy* 
It  m  of  little  difference  to  n.s  as  buyers  of  cotton  what  grades  of 
cotton  we  g^^t,  if  tlie  diilcrences  ai*e  properly  established.  It  is 
true  that  the  spinner  would  prefer  a  limited  contract,  but  the 
other  side  of  this  question  is  tlmt  he  would  have  to  pay  more 
money  for  it.  Certainly  there  would  ]w  fewer  people  willing 
to  sell  a  limited  contract.  Such  a  contract  would  restrict  business 
revy  gi'eatly,  |>erhaps  so  much  so  that  hedging  would  become 
ahnost  impracticable — and  hedging  is  essential  for  the  proper 
col  id  net  of  the  spot -cotton  business.  I  belie  ve»  in  other  words, 
that  the  buyer  would  have  too  niuch  of  an  advantage  under  such 
a  contract,  whereas  the  New  Orleans  contract  is  a  fair  one  as 
J>etween  the  btiyer  and  seller*  It  comes  near  b<*ing  an  even  break, 
'It  would  be  a  more  valuable  contract,  but  the  .spinner  would  pay 
more  than  a  corresponding  amount  to  get  it.  And  unless  he  is 
ff^ung  to  get  the  very  gi*ade  that  he  wants,  why,  there  i^  no  object 
in  taking  an  average-grade  contract.  He  simply  buys  the  con- 
tract as  a  protection,  an  insurance.  In  other  words,  if  a  spinner 
to-day  can  sell  his  yarn,  the  output  of  his  mill,  for  six  months 
ahead,  he  should  protect  himself  either  by  a  purchase  of  the 
actual  grades  which  he  wnll  require,  from  the  merchants,  or  by 
the  purchase  of  a  corresponding  number  of  bales  of  futures.  If 
he  should  wait  until  he  actually  needed  the  cotton,  the  price  of 
cotton  might  have  advanced  several  cents  per  pound,  and  instead 
of  having  a  profit  he  w^ould  have  a  loss;  but  when  he  buys  the 
futures  he  does  not  buy*  them  with  the  idea  of  taking  delivery 
of  them,  necessarily,  but  of  insuring  the  basis  price  of  his  actual 
cotton.  It  would  not  be  a  perfect  hedge  unless  he  bought  the 
actual  grades  he  required,  and  if  he  w^ants  a  perfect  hedge  what 
he  should  do  is  to  buy  the  actual  gi-ades  he  wants,  from  mer- 
chants, at  the  time.  In  other  w^ords,  he  does  not  want  to  use  the 
future  market  at  all.  Buying  futures  by  a  spinner  is  an  approxi- 
mate hedge.  He  may  have  to  pay  a  little  hig^her  basis  for  nis  spot 
cotton,  or  he  may  get  it  at  a  little  lower  basis;  but  he  is  insured, 
approximately,  just  as  if  you  insure  your  house  against  fire.  If 
your  house  burns  up  and  everything  is  destroyed,  you  are  not 
going  to  be  in  the  same  position  as  you  w^ere  before.  You  are 
approximately  insured,  and  the  insurance  company  is  going  to 
make  you  as  near  whole  as  possible.  The  future  market  is  an 
insurance — it  insures  a  man  as  near  as  possible ;  but  these  mills 
can  not  expect  to  buy  futures  and  get  on  the  future  contracts  the 
very  grade  or  grades  they  require.  If  they  want  to  get  the  very 
^rade,  they  can  get  it  from  the  merchants.  It  is  not  practicable 
to  have  six  or  eight  specific  eoiv\T«LQ,\s>.   li^  instead  or  going  out 
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and  buying  the  actual  grade  they  require  for  twelve  months 
ahead,  they  ^o  in  the  future  market  and  buy  futures ;  they  know 
they  are  buying  a  basis  contract. 

There  is  not  a  mill  in  the  world  that  can  not  buy  the  cotton  it 
needs  from  reliable  merchants  to-day  if  it  is  willing  to  pay  the 
price.  The  merchants  will  sell  them  the  cotton,  buy  futures,  and 
take  the  chance  on  the  basis.  In  other  words,  suppose  a  mer- 
chant wants  100  points  over  futures  for  good  middling.  When 
the  time  comes  around,  it  may  be  125  points  over  futures,  or  it 
may  be  75  points  over  futures.  But  the  mill  can  insure  itself  the 
very  grade  it  wants,  and  get  it  when  it  wants  it,  and  at  to-day's 
prices.  The  place  for  it  to  do  this  is  in  the  spot  market.  To  all 
intents  and  purposes  the  mills  to-day  have  what  they  w^ant. 
They  can  buy  in  the  exchanges  of  the  world  the  specific  grades 
they  require,  for  twelve  months  or  more  ahead.  In  addition  to 
that  they  have  the  option  of  buying  futures  for  delivery  twelve 
months  ahead — futures  on  basis  terms.  Now,  the  other  contract 
exists.  It  may  not  be  quoted  as  our  basis  contract  is  quoted, 
but  it  nevertheless  is  a  contract  which  is  being  dealt  in  bv  mer- 
chants on  the  exchange,  and  if  the  mills  choose  they  can  buy  it. 
Now,  what  they  want  to  do  is  to  destroy  the  present  contract.  If 
the  spinner  wants  to  come  in  and  buy  a  specific  contract,  he  can 
buy  it.  He  does  not  have  to  destroy  our  oasis  contract  in  order 
to  get  his  specific  contract;  but  he  would  have  to  pav  more  for 
his  specific  contract  than  for  his  general  contract.  What  they 
want  is  to  get  the  specific  contract  at  the  price  of  the  basis  con- 
tract— that  is  about  it.  If  the  New  York  and  New  Orleans  cot- 
ton exchanges  to-morrow  changed  the  present  form  of  their  con- 
tracts from  basis  middling,  nothing  below  good  ordinary  to 
average  middling,  nothing  oelow  strict  low  middling,  it  would 
be  no  easier  for  the  spinners  to  buy  such  a  contract,  and  they 
could  buy  it  no  more  cheaply  than  they  could  to-day  from  the 
leading  spot-cotton  merchants  of  the  country. 

Advantage  of  srcii  restriction  to  merchants  receivtno  cotton 
ON  contract. — Although  the  advantage  to  the  spinner  of  such  a 
restriction  upon  contract  deliveries  was  regarded  as  problematical, 
it  was  generally  admitted  that  even-running  deliveries  would  be 
extremely  desirable  in  the  case  of  cotton  merchants  receiving  cotton 
on  contract.  Since  the  ordinary  merchant  has  among  his  customers 
numerous  spinners  of  w  idely  varying  needs,  it  was  argued  that  such 
even-running  deliveries  would  greatly  facilitate  the  business  of  cot- 
ton merchants,  in  that  they  would  tend  to  reduce  the  labor  of  sorting 
and  segregating  mixed  deliveries  into  even-running  grades.  Fur- 
thermore, it  was  argued  that,  by  compelling  the  seller  to  tender  sub- 
stantially even  running  cotton,  the  danger  of  deliberate  mixture  of 
grades  for  the  express  purpose  of  clubbing  the  future  market  would 
be  obviated.  Still  again,  it  was  argued  that  such  deliveries  would 
tend  to  give  greater  stability  to  the  hedging  transactions  of  cotton 
merchants,  because  the  contract  price  should  rule  closer  to  the  price 
of  spot  middling  cotton. 


1 


EtT10K«  aV"  ^KLLKKS  W  Sltll  A  RESTRICTION. — ^  While  KUcll  a   pro- 

n  for  even-ruiiniiig  ddiv^t^ries  pre^^eiitH  some  adviintages,  particn- 

i  in  the  case  of  a  cotton  merchant  receiving  cotton  on  contract, 

iiierous  objections  were  rai^t^d  to  such  restriction  from  the  stand- 

of  a  seller  making  deliveries  on  contract.     In  the  first  place, 

general  argument  was  advanced  that  the  provision  wa>i  a  res  trie- 

npon  the  delivery  of  merchantable  grades  ot  cotton,  and  that  any 

restriction  which  tends  to  luimper  sellei's — so  lon^  as  they  deal 

f  in  merchantable  grades  of  cotton— would  be  certain  to  react     ■ 

npon  the  producer  by  narrowing  his  market.    The  further  objection 

was  urged  tliat  the  proposed  contract  was  inherently  unfair,  in  that  it 

would  give  undue  advantage  to  large  dealers  in  cotton  as  against     ■ 

ir  smaller  competitors.  It  was  urged  that  whereas  a  large  cotton 
iiierchant  might  have  thousands  of  bales  of  cotton  on  hand  through- 
out an  active  season,  and  would  thus  be  able  to  class  his  c»otton  out 
into  fairly  even  running  deliveries,  a  merchant  handling  only  a  few 
hundred  bales  would  often  find  himself  unal^le  to  make  up  such  cven- 
running  lots  of  the  contract  size,  roughly  100  bales.  The  inevitable 
effect  of  stich  a  contract  would  thus  l>e  to  deprive  such  small  dealers 
of  the  opportunity  of  using  the  contract  market  with  the  expectation 
of  disposing  of  their  surplus  stock,  since,  while  they  might  have  more 
than  a  lumdrt*<]  iiales  of  cotton  tm  baud*  they  would  not  have  a  hun- 
dred bales  sufficiently  even  running  to  be  tendered  in  satisfaction  of  a 
contract  previously  sold.  In  other  words,  with  cotton  on  hand,  such 
merchants  would  find  themselves  short  in  the  contract  market.  This 
objection  was  regarded  by  many  as  fatal  to  the  proposed  restriction. 
A  merchant  of  Houston,  Tex.,  said : 

In  buying  spot  cotton  practicalljr  all  of  it  is  bought  on  the 
basis  of  middling.  We  stipulate  differences  up  and  down  for 
the  various  grades,  and  the  farmer  who  has  a  bale  of  good  ordi- 
nary expects  to  sell  that  bale  of  cotton  just  as  well  as  me  farmer 
who  has  a  bale  of  middling  fair.  And  the  buyer  who  makes  a 
success  of  his  business  must  buy  any  grades  that  are  offered  him. 
In  fact,  he  puts  out  his  limits  through  the  country,  basis  mid- 
dling, with  these  differences  for  the  various  grades;  and  if  he 
buys  from  good  ordinary  to  middling  fair  and  he  sells  contracts 
against  it,  then  it  would  work  a  hardship  on  him  if  he  had  seven 
or  eight  grades  he  wanted  to  deliver  on  contracts  and  he  was 
only  allowed  to  deliver  three  grades.  *  *  «  j  ^m  inclined 
to  think,  offhand,  that  that  might  militate  against  the  small  man. 

A  cotton  buyer  of  Mobile,  Ala.,  said: 

That  is  so  entirely  a  new  idea  to  me  that  I  would  not  like  to 
give  an  opinion  offhand,  except  that  at  the  first  blush  it  would 
seem  to  impose  upon  the  seller  conditions  which  might  be  upon 
occasions  unduly  onerous,  in  that  he  might  be  unable  to  deliver 
wnder  the  strict  terms  of  the  contract  when  really,  in  effect,  his 
cotton  was  approximately  v^Viat  iVie  contract  called  for.    *    ♦    ♦ 
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For  instance,  the  seller  might  exercise  every  care  in  shipping  100 
bales  of  average  middling,  nothing  below  strict  low  middling, 
against  a  contract,  but  might  be  blocked  from  delivery  by  the 
inevitable  variations  consequent  upon  resampling.  Then,  if  his 
time  was  short,  though  his  cotton  was,  in  fact,  what  he  had  sold, 
he  might  be,  upon  technical  grounds,  penalized  for  nondelivery. 

A  broker  in  New  Orleans,  formerly  doing  a  large  spot  business, 
said : 

It  is  just  as  one-sided  a  contract  as  the  present  contract  which 
exists  in  New  York.  I  want  to  say  this  to  you,  that  it  would 
take  some  big  operator  to  be  able  to  furnish  a  contract  in  that 
fashion  without  injuring  himself,  without  loss  to  himself. 
*  *  *  All  the  cotton  factors — and  I  make  no  exception — in- 
sist on  selling  average  lists.  You  go  into  their  offices,  as  I  used 
to  go  in,  and  buy  4,000  bales  at  a  clip.  I  would  average  from 
good  ordinary  to  middling  fair;  I  would  buy  it  because  I  had 
orders  from  different  parts  of  the  world.  If  I  had  undertaken 
to  buy  that  cotton  from  factors  in  even-running  lists,  they  would 
have  sold  me  a  comparatively  small  amount  and  charged  me  at 
least  a  quarter  of  a  cent  extra  for  it.  Tender  those  circum- 
stances even  now  an  even-running  list  of  cotton  is  considered  to 
be  worth  from  one-eighth  to  one-fourth  of  a  cent  more.  There- 
fore, it  is  not  fair  to  put  that  in  a  class  with  a  basis  contract. 
It  is  not  a  basis  contract.  Those  are  facts;  they  are  practical 
facts.  *  *  *  It  is  an  individual  risk  and  one  that  has  always 
been  open  to  any  and  all  members  of  the  cotton  exchange  to  trade 
upon;  but  it  is  a  special  contract  and  has  always  been  so  re- 
garded. In  order  to  facilitate  business  and  to  enable  the  planter 
or  the  merchant,  or  whoever  may  be  the  holder  of  cotton,  to  obtain 
a  fair  and  just  price,  furnish  him  with  a  basis  contract  such  as 
we  have  here,  running  from  the  highest  grade  to  good  ordinary. 
He  always  finds  there  a  ready  market.  At  the  same  time,  the 
contract  is  not  vitiated  by  the  fact  that  there  are  a  number  of 
different  grades  deliverable  upon  it,  for  the  reason  that  he  gets 
each  and  every  grade  at  its  relative  value  on  that  market — 
always  understanding  that  middling  is  the  basis. 

Special  objection  was  made  to  such  restriction  in  the  case  of  the 
New  York  market,  where  the  certificated  stock  is  often  badly  mixed 
and  where,  owing  to  delays  in  transportation,  consignments  of  cotton 
frequently  arrive  in  badly  broken  lots.  To  compel  a  seller  of  con- 
tracts in  the  New  York  nuirket  to  class  his  cotton  out  into  fairly  even 
running  deliveries  was  regarded  by  many  as  altogether  unreasonable. 

A  member  of  the  New  York  Cotton  Exchange  who  opposed  this 
restriction  of  the  contract  said : 

If  you  had  that  contract,  you  would  make  it  so  expensive  that 
nobody  would  want  to  sell  that  contract.  It  is  the  seller  that  you 
want  to  look  out  for — not  the  buyer.  He  is  there  in  droves,  but 
the  fellow  who  is  always  hard  to  find  is  the  seller.  In  nine  cases 
out  of  ten  he  is  the  man  who  has  the  stuff  to  give  them.  *  *  * 
It  would  diminish  your  sales.    Now,  what  ha^  w\^'ia  \X:c^^  "Cw^ 
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bi*oadest  market  rind  tlie  hetl^  nmiket  of  the  world  b  that  there 
has  always  been  safety  and  j^t ability — a  broad  contract  and 
safety.*  If  a  corner  crnne  oiu  or  a  stjueeze,  a  uian  could  go  to 
Ntiw  Orleans,  or  Liverpool,  or  Houston,  or  *sonie where,  and  get  a 
tliousand  bale!>  of  cotton  and  ship  it  here  without  being  squeezed 
to  death. 

Another  member  of  the  New  York  Cotton  Exchange  opposed  this 
restriction  on  the  further  ground  that  it  would  tend  to  prevent  New 
York  from  maintaining  a  sufficient  stoc^k  of  cotton.    He  said ; 

That  form  of  contract  would  somewhat  facilitate  the  sale  to 

spinners  of  cotton  taken  up  on  contract  here;  but,  on  the  other 
hand,  it  would,  in  my  opinion,  leave  this  market  unprotected  so 
fur  as  spot  cotton  is  concerned.     *     *     *     If  the  southern  spot  ■ 
men  were  obliged,  in  making  up  contracts  for  delivery  here,  to  ™ 
confine  themselves  to  three  adjacent  gi^ades  for  each  contract, 
I  think  it  would  probably  choke  off  that  source  of  supply  of  bi 
cotton  for  New  York,  P| 

It  was  further  argued  that  such  a  contract  would  exclude  a  very 
large  proportion  of  those  prcxlucers  of  cotton  who  raise  only  a  little 
more  than  1()0  bales  yearly,  since  their  crop,  iu  ordinary  seasons, 
would  almost  certainly  embrace  a  range  of  more  than  three  adjacent 
half  grades.  h 

lu  iiuswer  to  this  objection  friends  of  this  contract  contended  thatV 
a  vast  number  of  cotton  producers  raise  less  than  100  bales  yearly  and 
thus  are  excluded  from  individually  taking  advantage  of  the  future 
market  imder  any  form  of  contract;  and  that  of  those  producers 
raising  more  than  100  bales  comparatively  few  do,  or  ever  will,  tender 
directly  on  contract.  The  logical  market  for  the  cotton  producer,  it 
was  urged,  is  with  the  interior  merchant,  the  interior  buyer,  or  the 
factor. 

The  further  argument  was  made  that  no  ideal  contract  would  ever 
be  practicable  and  that  the  proper  principle  to  follow  in  framing  a 
contract  is  to  consider  the  greatest  good  to  the  greatest  number.  The 
planter,  it  was  argued,  would  indirectly  receive  his  full  share  in  any 
benefits  derived  from  the  adoption  of  such  a  restriction,  owing  to 
keen  competition  in  the  purchase  of  cotton. 

In  answer  to  the  various  objections  to  such  an  even-running  con- 
tract on  the  ground  that  it  would  impose  an  imreasonable  hardship 
upon  the  seller  and  particularly  upon  the  small  merchant  or  producer 
who  would  not  have  sufficient  cotton  to  make  up  such  even-running 
deliveries,  a  cotton  merchant  of  New  Orleans  said : 

In  the  first  place,  small  dealers  do  not  tender  on  contracts;  it 
is  only  the  big  dealer,  and  he  generally  picks  out  the  most  unde- 
sirable stuff  to  tender,  and  generally  for  the  purpose  of  de- 
pressing the  market  in  order  to  buy  in  his  contract,  of  which  he 

^As  shown  in  Part  I,  tbe  New  York  market  has  very  often  lacked  stability 
in  hedges. 
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fjnerally  sells  two  or  three  for  every  one  he  expects  to  tender* 
nd  another  thing:  It  is  a  hardship  on  the  man  who  receives 
cotton  where  you  make  him  receive  all  sorts  of  odds  and  ends, 
running  from  fancy  [fair]  to  good  ordinary.  The  average 
planter  rarely  ever  tenders  cotton  on  contract.  He  can  generally 
get  more  for  his  cotton  by  selling  it  [in  the  spot  market]. 

Another  thing:  That  is  not  the  idea  of  futures.  They  are  not 
made  for  that  purpose.  They  were  not  originated  for  that  pur- 
pose. The  idea  of  futures  was  to  assist  in  the  handling  and  facil- 
itating of  the  business,  and  when  they  are  used  otherwise  they 
are  a  detriment.  There  is  too  much  abuse  to  futures.  *  *  * 
The  very  fact  that  a  man  can  sell  actual  cotton  and  tender  it  on 
futures  at  a  profit  is  the  best  evidence  that  there  is  something 
wrong  with  the  contract.  If  a  man  sells  contracts  and  tenders 
the  ordinary  run  of  cotton,  just  as  he  would  sell  a  lot  of  spot 
cotton,  that  would  be  all  right ;  but  that  is  not  generally  done.. 
He  picks  out  his  undesirable  stuff  and  tenders  it,  which  generally 
depresses  the  market,  for  the  reason  that  the  buyer  runs  from  the 
contract,  because  he  does  not  want  to  get  this  undesirable  stuff, 
which  he  can  not  sell  readily  to  the  trade. 

Increased  DimcuLTY  of  classification. — One  of  the  most  serious 
objections  advanced  against  this  form  of  contract  is  that  it  would 
result  in  increased  friction  and  dispute  over  the  classification  of 
cotton.  The  serious  difficulties  attending  classification,  even  under 
the  present  broad  contract,  have  already  been  emphasized.  To  im- 
pose the  restriction  suggested  would,  in  the  opinion  of  some  cotton 
merchants,  simply  multiply  these  difficulties.  The  objections  on  this 
score  were  stated  by  one  of  the  largest  cotton  factors  in  the  New 
Orleans  market,  in  substance,  as  follows: 

Under  the  present  contract  you  have  one  limit  which  does  not 
allow  the  delivery  of  anything  below  good  ordinary,  fair  color. 
Under  the  system  proposed — that  is,  tJiree  grades  to  a  contract, 
whether  three  full  grades  or  three  half  grades — you  would  have 
a  danger  line  in  every  contract  and  there  would  have  to  be 
penalties  accordinglv.  Why  should  a  man  object  to  taking  good 
ordinary  with  mid(^ling  if  he  receives  it  at  the  actual  market 
differences,  which  ho  does  under  the  New  Orleans  contract? 
*  *  *  As  a  cotton  classer,  I  think  the  contract  with  three 
half  grades  or  three  full  grades  would  give  rise  to  a  great  deal 
of  trouble  and  would  l>e  impracticable  in  its  results,  particularly 
if  one  were  delivering  large  quantities  of  cotton.  In  theory  the 
three  grade  or  three  half  grade  contract  is  very  pretty,  but  in 
practice  it  will  not  do. 

A  cotton  buyer  in  New  Orleans,  in  opposing  such  a  contract,  said : 

We  have  lots  of  cotton  that  is  spotted,  off  color,  stained  cotton. 
How  are  you  going  to  reconcile  that  kind  of  cotton  to  a  limited 
contract?  How  are  you  going  to  get  around  that?  If  you  had  a 
range  of  three  grades,  tlien  there  would  be  stained  or  spotted 
cotton  and  that  would  throw  it  out,  even  if  the  stained  and 

rtted  cottons  were  of  a  better  grade.    You  would  have  QLtv<^tlv!^?t 
iger  line — ^repetition  of  danger  Wives  oiv  eN^ix'^  ^^\jXx^^*  X<^>^ 
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would  have  to  eliminate  the  minimmn  ffrade  deliverable  eveacy 
time  in  order  to  be  safe,  and  you  would  have  to  d^ver  white 
cotton^ 

The  obj^^pns  to  the  requirement  of  even  running  deliveries,  and 
particulaiijFfthose  on  the  score  of  increased  difficulties  in  the  dasrafi- 
cation,  appiMir  to  have  much  weight  There  can  be  no  doubt  that 
such  a  restriction  would  impose  onerous  burdens  upon  sellers,  and  par- 
ticularly upon  those  doing  only  a  moderate  amount  of  business.  In 
view  of  these  objections,  and  the  limited  advantage  of  such  deliveries 
to  spinners,  the  Bureau  is  inclined  to  regard  this  restricticm  as  <me  of 
doubtful  practicability. 

Section  8.  Proposal  for  offering  a  premium  for  even-miming  fldiveriei. 

In  contrast  with  the  suggestion  for  a  contract  which  would  compel 
the  seller  to  class  his  cotton  out  into  fairly  even  running  grades  in 
the  manner  above  described,  it  was  suggested  that  a  premium  be  of- 
fered the  seller  as  an  inducement  to  make  such  deliveries.  An  advo- 
cate of  this  plan  said: 

A  by-law  should  be  adopted  here  which  would  make  the  re- 
ceiver of  cotton  pay,  let  us  say,  a  graduated  premium  of  one- 
fourth  cent  per  pound  for  cotton  which  was  delivered  in  abso- 
lutely even  running  lots — absolutely  one  grade — that  is,  one- 
fourth  cent  per  pound  premium  for  a  whole  contract  that  was  of 
even-running  grade;  then,  say,  three-sixteenths  cent  per  pound 
premium  for  a  contract  having  80  per  cent  of  the  cotton  even 
running,  and  one-eighth  cent  per  pound  premium  for  a  contract 
having  50  per  cent  even-runnmg  grade.  In  that  way  it  would 
adjust  itself  automatically;  but  I  think  you  would  seriously  re- 
strict trading  if  you  made  it  an  obligatory  condition  that  an  even 
running  grade  was  to  be  delivered,  because  no  one  could  be  abso- 
lutely sure  of  getting  the  even-running  grade  here.  *  *  * 
Nobody  could  be  absolutely  sure,  even  if  he  bought  in  the  South 
100  bales  described  as  even -running  low  middling,  say,  because 
when  the  cotton  got  here  the  classification  committee  here  would 
probably  find  some  cotton  that  was  good  ordinary  and  some  that 
was  strict  low  middling,  and  the  result  would  be  that,  although 
a  man  might  have  100  bales,  he  could  not  deliver  it  because  he 
could  not  make  up  an  even-running  lot  of  100  bales.  I  think  the 
thing  to  do  is  to  make  an  automatic  allowance  for  an  even-run- 
ning contract,  so  that  a  man  would  have  a  stimulus  to  get  it  up; 
and  when  a  man  had  a  large  lot  of  cotton  he  would  then  find  it 
to  his  advantage  to  segregate  it,  knowing  that  if  he  did  he  would 
get  a  quarter  of  a  cent  per  poimd  or  more  premium. 

This  suggestion  for  an  automatic  premium,  which  is  somewhat  sim- 
ilar to  the  existing  allowance  of  a  premium  for  staple  cotton  (pro- 
vided 80  per  cent  or  more  of  a  given  lot  shows  the  required  staple 
length),  was  rather  favorably  received  by  many  who  opposed  the  sug- 
gestion  that  the  seller  be  compelled  t«  make  such  deliveries.    Several 
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members  of  the  New  York  Cotton  Exchange  said  that  there  would  be 
no  objection  to  such  an  allowance  for  even-running  deliveries. 
Others,  however,  contended  that  an  automatic  allowance  of  this  sort 
would  be  of  very  little  value,  for  the  reason  that  to-day  large  spot 
cotton  merchants  will  submit  certificates  of  cotton  to  spinners  or  their 
representatives  and  allow  such  spinners,  for  a  certain  premium,  tc 
take  their  pick  of  these  certificates.  It  is  generally  argued  that,  since 
deliveries  of  even-running  cotton,  so  long  as  the  average  grade  is  left 
to  the  option  of  the  seller,  would  not  enable  spinners  generally  to 
ship  cotton  received  on  contract  directly  to  their  mills,  the  benefit  of 
an  even-running  delivery  would  be  doubtful,  particularly  as  the  re- 
ceiver would  have  to  pay  a  substantial  premium  for  such  deliveries. 
The  argument  was  repeatedly  advanced  that  the  proper  way  for  a 
spinner  to  secure  the  specific  grade  of  cotton  he  wants  is  by  contract 
with  a  merchant,  throwing  upon  the  latter  the  difficulty  and  risk  of 
assembling  the  exact  kind  of  cotton  desired.  On  the  other  hand, 
more  nearly  even  running  deliveries  would  be  of  very  great  value  to 
merchants  receiving  cotton  on  contract,  and  especially  to  those  doing 
a  small  business. 

Section  4.  Proposed  restriction  of  deliveries  on  a  single  contract  to  three 
grades. 

Another  suggested  limitation  upon  the  contract  is  that  the  number 
of  grades  deliverable  upon  any  single  tender  of  50,000  pounds 
(roughly,  100  bales)  lx»  restricted  to  three,  without,  however,  requir- 
ing that  these  three  Ixi  adjacent  grades  or  that  thev  be  specified  at 
the  time  the  contract  is  sold.  This,  it  is  argued  by  some,  would  tend 
to  reduce  the  difficulties  under  which  receivers,  and  particularly  spin- 
ners, now  labor  in  being  compelled  to  receive  a  very  large  assortment 
of  grades. 

This  suggestion  need  not  be  discussed  in  any  great  detail,  for  the 
simple  reason  that  the  buyer,  having  no  opportunity  to  designate 
what  grades  should  be  tendered,  would  have  no  assurance  that  the 
gi'ades  tendered  him  would  be  adapted  to  his  immediate  requirements, 
while  the  privilege  gi-anted  the  seller  of  selecting  any  three  grades 
might  result  in  a  delivery  of  grades  showing  a  very  wide  range  in 
quality.  In  either  case  the  buyer  would  be  little  better  off  than  at 
present 

Such  a  three-grade  contract  as  that  described  would  permit  the 
seller  to  tender  extremes  on  a  single  contract ;  this  would  make  the 
delivery  practically  useless  for  a  spinner's  purpose.  It  is  true  that 
the  deliverer  at  the  present  time  has  this  privilege,  with  the  fui-ther 
privilege  of  delivering  as  many  intermediate  grades  as  he  may  see 
fit,  and  that  the  contract  in  question  would  have  the  advantage  of 
restricting  the  delivery  to  only  three  grades,  from  which  a  selection 
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^tild  tje  made  Hiid  the  untlesired  balance  retendered  with  less  ex- 
mm  and  inconvenience  than  in  the  case  of  a  tender  embracing  a 
5eii  grades  or  iiiore.  To  this^  extent  a  three-grade  contract  might 
present  some  advantages  over  the  broad  contract  now  in  us^.  The , 
improvement,  if  any,  however,  would  be  too  i^Ught  to  warrant  serious ^ 
considenition  of  such  a  restriction  on  the  delivery.  Unless  a  much 
njore  radical  reHtrietion  were  to  \m  made  it  would  be  hardly  worth 
while  to  attempt  any  change  whatever. 

Sectioa  5.  Practicability  of  two  contracts. 

Still  another  suggestion  submitted  to  the  Bureau  was  that  in  place 
of  the  present  broad  cfintnict  there  should  W\  substituted  two  con* 
tracts,  one  permittiug  the  delivery  of  iniddling  cotton  and  above  an  J 
the  other  of  middling  cotton  and  Ixdow,  In  support  of  such  a  prop* 
osition  it  is  argued  thnt  middling  cotlon  is  the  accepted  division  Hue 
between  tht*  iiighcr  and  the  lower  grmles  of  cotton,  while  at  the  saui© 
time  that  grade  can  bi*  used  by  the  great  majority  of  mills  without 
oerious  disadvantage.  Therefore,  the  inchiision  of  middling  in  both 
contracts  would,  according  to  this  argument,  be  justified.  One  ad- 
vantage  of  such  inchisi*ui  obviously  is  that,  since  luiddling  cotton  i 
ordiiuirily  represents  a  considerahle  fraction  of  the  crop,  tbeni 
would  !m^  luuch  loss  ^^erious  dungor  of  e<inu^rs  und  squeezes  thnu 
under  a  specific  contract.  \\Tiile  the  restriction  of  one  contract  to 
grades  of  middling  and  above  and  of  the  other  to  grades  of  middling 
and  below  would  undoubtedly  be  a  material  one,  those  who  advo- 
cate such  a  limitation  contend  that  it  would  not  be  unreasonable, 
because  the  present  broad  contract  aflFords  altogether  too  many  privi- 
leges to  the  seller  and  invites  too  free  selling  of  cotton  by  speculators. 
To  this  extent  some  restriction  of  the  operations  of  speculative  sellers 
would,  it  is  contended,  be  altogether  salutary. 

In  spite  of  some  interesting  arguments  in  favor  of  this  dual-con- 
tract system,  it  is  almost  certain,  from  a  study  of  opinions  obtained 
in  the  course  of  the  investigation,  that  it  would  not  give  general 
satisfaction.  In  the  first  place,  such  a  system  would  not  adapt  itself 
to  abnormal  years,  such,  for  instance,  as  the  crop  year  190G-7,  when 
the  prospect  of  a  very  large  supply  of  grades  of  middling  and  above 
was  suddenly  changed  by  a  September  storm,  and  when  a  large  part 
of  the  crop  ultimately  turned  out  to  be  of  grades  below  middling. 
While  such  an  extreme  change  in  the  character  of  the  crop  was  almost 
unprecedented,  variations  in  general  character  are  frequently  so 
marked  that  the  seller  of  a  contract  restricted  in  the  manner  indi- 
cated would  be  subject  to  very  serious  risk.  x\nother  objection  made 
to  this  proposition  is  that  trading  would  be  almost  entirely  in  one  of 
the  contracts  instead  of  being  evenly  divided. 
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In  this  connection  it  may  be  noted  that  a  member  of  the  New  York 
Cotton  Exchange  advocated  a  contract  which  would  not  permit  the 
delivery  of  an  abnormal  proportion  of  any  grade  or  group  of  grades. 
He  argued  that  if,  say,  60  per  cent  of  the  crop  in  a  normal  year  graded 
middling  and  above,  the  contract  should  require  that  at  least  60  per 
cent  of  the  cotton  tendered  on  any  single  delivery  should  be  in  the 
grades  of  middling  and  above.  In  the  same  way  he  argued  that  if 
only  8  or  10  per  cent  of  the  crop  were  tinged  or  stained,  then  indi- 
vidual tenders  should  not  include  more  than  such  percentage  of  tinged 
and  stained  cotton.  Any  such  apportionment  of  grades  on  a  single 
delivery  does  not  appear  to  be  practicable. 

Section  6.  Proposal  for  exclusion  of  all  cotton  below  low  middling. 

It  appears,  therefore,  that  the  restrictions  on  individual  deliveries 
of  contract  cotton,  atove  described,  are  generally  regarded  in  the 
trade  as  impracticable.  Nevertheless,  there  is  a  widespread  feeling 
that  the  present  contract  tends  unduly  to  encourage  irresponsible 
selling  and  to  place  unfair  burdens  upon  the  receiver.  To  meet  these 
objections,  and  at  the  same  time  to  avoid  those  advanced  against  the 
restrictions  just  discussed,  a  ccmsiderable  number  of  merchants  and 
spinners  advocate  a  restriction  of  the  contract  range  itself  by  exclud- 
ing some  of  the  lowest  grades  now  tenderable.  The  suggestion  along 
these  lines  most  generally  indorsed  is  for  the  exclusion  of  all  grades  of 
white  cotton  running  below  low  middling.  This  proposition  is  fre- 
quently referred  to  in  the  cotton  trade  as  the  adoption  of  a  "  low- 
middling  clause;"  that  is,  the  insertion  in  the  contract  of  a  clause 
excluding  any  cotton  below  that  grade. 

Repeated  efforts  to  secure  adoption  of  such  a  clause. — ^The 
adoption  of  such  a  clause  has  been  advocated  for  many  years.  In 
1892  and  1893,  when  the  so-called  Hatch  antioption  bill  was  before 
Congress,  a  determined  effort  was  made  by  many  cotton  interests  to 
secure  the  adoption  of  such  a  clause,  its  advocates  taking  advantage 
of  the  uneasiness  in  exchange  circles  over  the  Hatch  bill  to  press  their 
claims.  On  January  24,  1891,  the  St.  Louis  Cotton  Exchange  passed 
resolutions  addressed  to  the  New  York  Cotton  Exchange  urging  the 
adoption  of  the  low-middling  clause.  These  resolutions  were  in  part 
as  follows : 

Resolved^  That  we  hereby  wish  to  urge  upon  the  New  York 
Cotton  Exchange  a  serious  consideration  of  the  matter  of  adopt- 
ing the  low-middling  clause  as  a  basis  for  the  delivery  of  cotton 
in  your  market  on  contract,  as  in  our  opinion  the  present  system 
is  working  a  terrible  injury  to  the  whole  trade  and  also  to  pro- 
ducers of  cotton,  the  low  price  of  contracts  in  New  York  neces- 
sitated by  the  fact  that  almost  anything  is  deliverable  on  con- 
tracts depressing  the  price  of  the  whole  crop  and  creating  an 
unreasonable  discrepancy  between  the  price  of  spot  cotton  and 
contracts,  and  also  deterring  those  engaged  in  the  cotton  trade 
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from  operating  in  futures  ns  a  hedge  for  sales  or  purchaj^s  (for 

as  now  eondueted  we  aasert  it  ih  no  hedge)  on  the  hirge  scr^Ie  on 
Tviiic'h  they  would  naturally  operate  if  the  low-jniddling  chiUH** 
lihould  be  adopted. 

Copies  of  the^e  resohitionis  were  sent  to  iiiont  of  the  leading  cotton 
exchanges  in  the  South, 

Thene  resolutions  of  the  St.  I/ouih  Cotton  Exchange  wen^  indorssed 
by  the  Charleston  Cotton  Exchange  on  February  19,  181)2.  this  in- 
dorsement being  in  part  as  follows: 

Wliereas  under  the  continuance  of  a  systein  which  attracts 
towiird  the  New  York  market  the  inferior  gi-aden  of  the  crop, 
there  is  mussed  there  a  stork  of  undesirable  grades,  overclaimed 
n.s  compared  with  other  markets,  both  duniestic  and  foreign; 
and 

Whereas  the  result  of  this  s^ystem  is  to  make  New  York  cot- 
ton ceiiiiieates  valueless  except  in  bear  interest,  and  thereby 
cn*ates  a  sentiment  adverse  to  the  correct  values  of  actual  cut  ton  : 

Remlrt'dj  That  the  Charleston  Cotton  Exchange  indorses  and 
i^news  tlie  above  resolutions  ado|>ted  by  tlie  St.  I^juis  Cottr>ii 
Exchange  on  January  22  [24],  1891,  and  calls  upon  her  sister 
cotton  exchanges  to  unite  with  her  in  urging  upon  the  New  York 
Cotton  Exchange  the  a<loption  of  the  low -middling  clause  as  the 
basis  for  the  delivery  of  cotton  on  contracts. 

That  this  agitation  for  the  adoption  of  a  low-middling  clause  was 
sei'iiiusly  considere<I  by  both  the  Xew^  York  and  New  Orleans  ct>tto]i 
exchanges  is  clearly  shown  by  the  following  communication  from 
the  legislative  committee  of  the  New  York  Cotton  Exchange  to  the 
board  of  managers  in  October,  1892 : 

New  York,  October  S^  1892. 
To  the  Board  of  Managers,  New  York  Cotton  Exchange  : 

The  legislative  committee,  after  due  consultation,  beg  to  make 
the  following  report : 

As  is  w^ell  known,  for  a  number  of  years  there  have  been  cer- 
tain persons,  notably  Mr.  Jerome  Hill,  of  St.  Louis,  and  Mr. 
Julius  Runge,  of  Galveston,  who  have  been  strongly  opposed  to 
the  existing  form  of  contract  used  by  this  exchange  for  the  future 
delivery  of  cotton,  the  chief  criticism  upon  such  contract  being 
that  no  grades  below  low  middling  should  be  deliverable.  This 
claim  is  finding  renewed  agitation  and  of  a  very  public  character 
now  that  the  legislation  averse  to  all  speculation  in  farm  prod- 
ucts is  before  the  Congress  of  the  United  States.  One  feature 
of  the  agitation  has  been  the  issuance  of  numerously  signed  peti- 
tions from  various  sections  of  the  country  addressed  to  the  New 
Orleans  Cotton  Exchange  requesting  them  to  adopt  a  contract 
nothing  below^  low  middling,  and  thereby  secure  to  themselves 
an  advantage  from  a  business  point  of  view  and  confer  upon  the 
people  of  the  South  a  great  lx)on. 

In  view  of  the  agitation  caused  by  these  circulars,  the  New 
Orleans  Cotton  Exchange,  through  the  chairman  of  its  com- 
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mittee,  Mr.  John  W.  Labouisse,  addressed  to  this  exchange  the 
following  letter : 

"  New  Orleans,  September  JO,  1892. 
"  J.  O.  BiX)8S,  Esq., 

"  PreHident  Xeiv  York  Cotton  Exchange. 

"  Dear  Sir  :  I  wrote  you  last  on  the  2  Ith  instant.  Since  writing 
you  I  regret  to  have  to  say  that,  owing  to  the  persistent  clamor 
from  St.  Louis,  which  makes  itself  evident  by  numerously  signed 
petitions  from  the  interior  suggesting  that  we  should  change  our 
form  of  c(mtract,  the  board  of  directors  of  our  exchange  is  seri- 
ously considering  the  advisability  of  changing  our  form  of  con- 
tract with  a  view  of  appeasing  this  demand.  In  your  letter  of 
the  19th  you  say :  '  How  do  you  think  it  would  do  as  a  concession 
to  this  clamor  for  specific  giade  contracts  such  as  Hill  makes,  to 
adopt  another  contract  to  be  basis  middling,  nothing  below  low 
middling  white  and  nothing  below  middling  stained,  or  basis 
middling,  nothing  below  middling  white  and  no  stained,  retain- 
ing, however,  our  ])resent  contract  ?  ' 

"  The  opinion  of  our  committee  is  that  you  and  we  can  not 
have  these  various  forms  of  contract,  and  that  any  such  change 
would  be  inoperative.  I  am  now  instructed  by  my  committee  to 
ask  you  officially  whether  your  exchange  will,  as  a  concession  to 
this  new  opposition  to  us  which  appears  to  be  growing  up.  con- 
sent to  change  your  form  of  contract  to  '  basis  middling,  nothing 
below  low  middling.' 

"  This  is  a  matter  of  very  grave  importance  and  T  trust  you  will 
immediately  upon  receipt  of  this  convene  your  board  and  get 
their  views  on  the  subject,  and  T  would  thank  you  to  telegraph  me 
immediately  what  action  is  taken  in  the  matter.  It  would  l>e  a 
great  misfortune  to  our  common  cause  if  anything  should  happen 
to  prevent  our  two  exchanges  from  working  harmoniously  in  the 
fight.  I  regret  very  much  to  have  to  report  that  the  Galveston 
exchange,  in  answer  to  our  request  of  recent  date  to  join  us  in  this 
fight,  declines  positively  to  aid  us,  and  the  Memphis  exchange, 
*  which  sent  in  a  protest  in  the  spring  against  the  Ilatch  bill,  now 
informs  us  that  the  opinion  there  is  so  much  divided  that  they 
think  it  best  not  to  bring  the  matter  up  for  consideration.  My 
private  advices  from  the  Mobile  exchange  are  to  the  same  effect, 
so  we  really  stand  to-day  without  any  support  as  far  as  the 
southern  cotton  exchanges  are  concerned,  except  Savannah, 
Houston,  and  one  or  two  minor  points. 
"  Yours,  truly, 

"  J.  AV.  LABorissE.-' 

After  consideration  of  the  subject,  the  chairman  of  the  legis- 
lative committee,  at  the  direction  of  said  connnittee,  telegraphed 
to  Mr.  Labouisse  as  follows: 

"  New  York,  OrtoherS,  1H02, 
"John  V^.  Lahoitisse,  V.i^q.,  New  Orleans^  Tm.: 

"  We  have  received  your  letter  30th  ultimo.  AVould  be  abso- 
lutely impossible  to  abolish  present  contract  and  adopt  (me 
nothing  below  low  middling;  but  retaining  present  contract  and 
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adopt iug  an  additional  one  basis  midilling,  nolhitij^  lielow  low 
middlings  nothing  above  gtKjd  middlin^^  wtudd  furnish  what 
clamor  calls  for,  and  if  anyone  wished  to  buy  or  sell  such  con- 
tracts opportufiity  would  W  there.  Both  contracts  to  l^e  regii* 
larly  called.  Will  recommend  this  to  onr  board  which  is  all  con- 
cession possible  to  make.  Confusion  in  trading  would  take  care 
of  itself-:' 

It  is  the  opinion  of  this  i-ommittee  that  the  suggestion  herein 
i^t  forth,  that  an  additioiuil  contract  to  the  one  at  present  rec- 
ognized by  the  rules  and  by-laws  of  the  exchange,  whereby  tlie 
cotton  to  be  delivered  shall  be  of  no  grade  lower  than  low  mid- 
dling, nor  of  higher  grade  tlian  good  middling  white,  woidd  not 
only  fully  disarm  all  the  criticism.^  agair*st  the  piH?sent  contract, 
but  might  and  probably  would  oi>erate  as  an  advantage  to  the 
exchange  in  bringing  an  iuci'ease  of  business  by  encouraging  the 
purchase  by  manufacturers  of  these  contracts  which  cover  gi*adcs 
that  jnore  nearly  represent  their  actual  wants,  Tt  is  also  the 
opinion  of  the  committee  that  the  two  contracts  would  work  no 
serious  inconvenience  or  conflict  wnth  each  other  in  the  matter  of 
trading,  as  upon  the  calls  the  old  contract  might  first  be  called 
through  the  series  of  months  in  which  trading  is  being  done  and 
after  that  the  new  conti'act  might  be  called  through  the  same 
series  of  m  out  lis. 

All  thingjs  considered,  it  is  the  recommendation  of  the  legisla- 
tive committee  that  the  board  should  direct  the  by-law  conMnittee 
to  so  anicml  the  by-laws  as  to  nuike  such  a  contract  as  has  here- 
tofore been  set  forth  recognizable  by  the  rules  and  by-laws  of  the 
exchange,  that  the  same  be  called  at  each  of  the  regular  calls  fol- 
lowing the  old  contract,  and  that  the  report  of  transactions  and 
fluctuations  of  this  contract  be  as  fully  recorded  and  as  publicly 
reported  as  at  present  is  the  case  with  the  existing  contract. 
In  addition  to  the  condition  of  nothing  below  low  middling  and 
nothing  above  good  middling,  it  might  be  advisable  to  have  a 
clause  mserted  m  the  new  contract  which  would  permit  of  the 
delivery  of  grades  above  good  middling  if  so  desired  at  the 
good  middling  price  and  no  more. 

J.  O.  Bloss, 
Chairman  Legislative  Committee. 

Nothing  substantial  appears  to  have  resulted  from  this  agitation. 
The  board  of  managers  of  the  New  Orleans  Cotton  Exchange  in  1892 
expressed  itself  by  a  majority  vote  as  in  favor  of  the  adoption  of  a 
low-middling  clause,  but  this  recommendation  was  lost  on  a  vote 
of  the  members  of  the  exchange.  On  the  New  York  Cotton  Exchange 
the  recommendations  were  defeated  in  the  board  of  managers.  Op- 
position to  the  Hatch  anti-option  bill  became  more  and  more  vigor- 
ous until  the  measure  finally  failed  to  pass;  and  with  this  danger 
out  of  the  way  the  two  cotton  exchanges  became  more  indifferent 
to  this  agitation  for  a  modification  of  the  contract. 

It  should  be  noted  that  a  special  committee  of  the  New  York  Cot- 
ton  Exchange,  previously  appointed  to  consider  the  practicability  of 
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changing  the  form  of  contract,  had  advised  against  the  adoption  of 
a  low-middling  clause,  as  will  be  seen  from  the  following-  report  of 
the  committee : 

New  York,  March  28, 1891. 
To  the  Board  of  Managers,  New  York  Cotton  Exchange. 

Dear  Snts :  Your  committee  having  in  charge  the  advisability 
of  changing  the  present  form  of  contract,  beg  to  report  as 
follows : 

Although  it  can  not  be  denied  that  the  hedging  of  our  present 
contract  against  sales  of  cotton  of  specific  g:raaes,  as  is  being 
done  extensively  by  both  exporters'  and  spmners'  agents,  has 
proved  disadvantageous  in  seasons  when  low  grades  predomi- 
nated, vour  committee  can  not  recommend  any  change  in  the 
form  of  contract  which  will  go  into  effect  September  1. 

Our  contract  was  adopted,  and  rightly  so,  to  give  the  producer 
an  opportunity  of  securing  a  price  satisfactoiy  to  him  for  his 
growing  crops.  Our  contract  enables  him,  if  he  so  chooses,  to 
deliver  all  merchantable  grades;  to  restrict  the  delivery  to  a 
grade  not  below  low  middling,  as  has  been  proposed  by  vari- 
ous southern  exchanges,  would,  in  our  opinion,  work  great  in- 
jury to  him,  while  it  might  be  but  of  slight  benefit  to  the  buyer. 
In  a  crop  like  the  present  one,  when  a  large  percentage  of  its 
products  classes  "  barely  low  middling  "  and  below,  the  South 
would  practically  have  no  market  to  hedge  and  deliver  in ;  Liver- 
pool already  being  closed  to  them  by  reason  of  its  low-middling 
clause  contract. 

The  argument  that  the  comparatively  low  prices  for  contracts 
in  our  market  has  reduced  the  value  of  the  entire  crop  does  not 
hold  good  in  our  opinion. 

Although  Liverpool  has  the  "  low-middling "  clause  in  its 
contract,^  futures  in  that  market  have  lx?en  and  still  are  selling 
as  much  below  prices  for  even-running  grades  as  in  our  market, 
and  except  in  times  of  a  corner  contract  cotton  of  various  grades 
thrown  together  promiscuously  can  never  have  the  same  value 
as  "  even-running  grades  "  of  any  description. 

The  adoption  of  the  "  low-micldling  "  clause  would  drive  away 
a  valuable  southern  business  and  would  tend  to  open  the  door 
to  "  squeezes  "  and  "  corners,"  the  very  thing  our  exchange  has 
always  striven  to  guard  against. 

Respectfully  submitted. 

George  Brexnecke,  Chairman, 
Thos.  M.  Robinson. 
Samuel  Hopkins. 

A.  NORDEN. 

Robert  Woolfenden. 

Nevertheless,  the  adoption  of  a  low-middling  clause  or  a  strict- 
good-ordinary  clause  has  from  time  to  time  continued  to  find  much 
support,  not  only  among  spinners,  but  among  some  of  the  most 
influential  cotton  merchants  of  the  countiy   as  well.     As  already 

<»The  Liverpool  contract  now  i)ermit8  the  deUvery  of  good  ordinary.  (See 
1).  201.) 
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stated  (on  p,  14T),  the  Americnn  Cotton  Maiiufucturers'  Association, 
lit  its  coil VPiit lot  1  in  Ma>\  190(t,  julvocaterL  umopfj  various  oiher 
changes,  the  adoption  of  n  clatise  excluding  any  cotton  below  low  mid- 
dling  (fair  color).  The  resolutions  adopted  by  the  association  wei-e 
as  follows: 

KfsolueJ^  That  the  New  York  and  Xew  Orleans  cotton  ex- 
vhi\n^ei>  hi*  iTcjocsted  to  change  the  landing  of  the  present  rules 
covering  the  delivt^ry  of  cotton  on  contract  so  a?^  to  embody  the 
fnllfjvving  t."on<li(ions: 

Cnffif/t  in  hi'  iff  any  f/mde  from  low  mid  dim  g  to  fftir,  hf^'ht- 
Hifiey  ftfuK  if  f!*ff/e<f  or  Httdmd^  not  helow  low  nuddUng  {fair 
color)  In  f^aluc/^ 

Price  to  Ije  based  on  middling,  with  additions  and  de<hictions 
for  other  grades  to  be  made  according  (o  rates  of  the  cotton  ex- 
(*hange  existing  on  ihe  uftenioon  of  tlic  day  previous  to  the  date 
of  not  ice  of  delivery. 

No  certificate  of  classification  to  embrace  qualities  more  than 
four  quarter  grades  above  or  Ijelow  the  mean  grade  of  the  cotton 
covered  in  such  ceHificates. 

No  dusty  or  gin-cut  cotton  to  be  deliverable.  Dusty  cotton 
IxMng  defined  as  cotton  lessened  in  value  nioiT  than  one-eigbth 
cent  by  reason  of  dust. 

No  cotton  containing  more  than  1  per  cent  of  sand  or  more 
than  1  per  cent  of  bun\  iU'  more  than  1  per  cent  of  any  other 
foreign  subst^ince  to  Ik*  deliverable  tuidcT^  tins  n^ntracl. 

No  cotton  to  be  deliverable  under  this  contract  unless  80  per 
cent  of  said  cotton  has  a  staple  over  eleven-sixteenths  of  an  inch 
in  length,  as  determined  by  the  classification  committee. 

No  linters  shall  be  deliverable  under  this  contract. 

These  resolutions  were  reaffirmed  with  some  modifications  at  the 
annual  convention  of  the  association  at  Richmond,  Va.,  in  May,  1908. 

Alleged  advantages  of  a  low^- middling  clause. — A  cotton  mer- 
chant in  the  South,  in  advocating  a  modification  of  the  contract  by 
which  all  cotton  below  strict  good  ordinary  white  or  below  low 
middling  tinged  and  strict  low  middling  stained  should  be  excluded, 
contended  that  this  would  favorably  aflPect  the  price  of  cotton.  He 
said,  in  substance : 

While  the  exclusion  of  any  particular  grade  from  the  privilege 
of  tender  on  contract  tends  to  depress  the  price  of  that  particular 
grade,  I  do  not  consider  this  a  serious  objection  to  eliminating  a 
grade  like  good  ordinarj%  for  the  reason  that  it  Avould  not  be 
eliminated  if  that  grade  had  a  ready  sale.  That  is  the  reason 
why  T  propose  to  eliminate  it,  because  generally  the  spinner  does 
not  w^ant  it,  and  for  that  reason  it  is  generally  bought  up  and 
tendered  because  it  can  not  find  a  ready  sale,  and  it  depresses  the 
contract  and  the  contract  in  turn  depresses  the  cotton  of  the 
balance  of  the  Avorld.  *  *  *  x  have  seen  arguments  ad- 
vanced by  very  intelligent  members  of  the  exchange  to  the  effect 
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that  it  was  a  hardship  on  the  producer  that  he  should  not  be 
allowed  to  tender  good  ordinary  and  below.  The  average  pro- 
ducer raises  only  a  few  bales  of  these  veiy  low  and  undesirable 
frades  in  an  ordinary  year.  Hence  it  does  not  aflPect  him  at  all; 
ut  some  exporter  or  dealer  in  cotton  will  buy  these  odds  and 
ends  of  low  grades  from  a  great  many  of  these  farmers  and 
accumulate  them  in  large  quantities  for  the  purpose  of  de- 
pressing the  market  and  not  for  the  purpose  of  helping  the  pro- 
ducer out.  In  other  words,  the  producer  is  injured  by  these 
merchants  buying  his  odds  and  ends  and  tendering  them,  for 
the  reason  that  this  tends  to  depress  the  contract,  which  in  turn 
tends  to  depress  the  price  of  spot  cotton. 

This  merchant  further  contended  that  such  a  restriction  would 
avoid  much  of  the  present  trouble  over  arbitration  and  classification. 
On  this  point  he  said : 

It  is  a  common  thing  to  find  two  diflPerent  sets  of  arbitrators 
vary  as  much  as  50  cents  a  bale;  that  is  one  reason  why  I  say 
that  these  very  low  grades  sliould  be  eliminated,  because  they  are 
so  few  that  the  average  classer  or  arbitrator  has  not  had  expe- 
rience in  classing  these  low  cottons.  Hence  there  is  a  great  diver- 
sity of  opinion  as  to  what  they  should  be  called;  but  when  it 
comes  to  strict  low  middling,  middling,  and  good  middling,  the 
crops  generally  run  to  those  grades,  w  ith  a  very  small  percentage 
above  or  below.  Any  ordinarily  intelligent  man  can  soon  be 
taught  to  class  these  grades  fairly  accurately,  but  it  takes  an  ex- 
pert to  properly  class  the  grades  below^  low  middling  and  the 
grades  above  good  middling,  or,  say,  strict  good  middling.  There 
IS  no  just  reason  why  there  should  be  a  contract  w^hich  permits  the 
delivery  of  cotton  that  two  sets  of  arbitrators  can  not  agree  on 
w^ithout  such  great  difference  of  opinion  as  to  the  value.  For 
instance,  a  man  will  go  around  the  future  ring  and  he  will  holler 
for  ten  minutes  or  longer  to  buy  a  hundred  bales  of  cotton  at 
one-eighth  of  a  cent  less,  which  would  mean  a  matter  of  only  a 
little  over  $50;  yet  when  he  receives  the  cotton  on  contract  a  set 
of  arbitrators  may  arbitrate  this  cotton,  and,  under  the  present 
system,  if  the  receiver  thinks  that  he  has  not  been  treated 
properly  or  received  proper  classing,  he  appeals,  and  it  is  no 
uncommon  thing  for  the  appeal  committee  to  reverse  this  deci- 
sion of  the  arbitrators  and  give  the  receiver  anywhere  from  $1 
to  $2.50  per  bale  more  than  the  original  arbitration  gave;  or  I 
have  frequently  known  it  to  happen  that  the  receiver  asks  for 
an  eighth  of  a  cent  more  than  had  been  allowed  by  tlie  arbitra- 
tion, and  the  appeal  committee  went  in  the  opposite  direction 
and  made  the  arbitration  more  in  favor  of  the  deliverer,  say 
anywhere  from  a  sixteenth  of  a  cent  to  three-eighths  of  a  cent, 
or  from  25  cents  up  to  $2  a  bale.  This  rarely  occurs  except  on 
the  low  grades  or  the  extreme  low^  grades,  and  hence  I  say  that 
such  a  form  of  contract  is  not  what  is  wanted  by  the  public  at 
large,  as  you  can  readily  see;  but  where  people  trade  in  cotton 
on  [single]  points  and  then  have  arbitrators  come  and  sit  on  the 
case  and  differ  as  to  the  value  of  a  hundred  bales  to  the  extent 
of  anywhere  from  3  to  50  points,  and  even  sometimes  a  great  deal 
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jj^^     of  liii^t^d  inul  stniiietl  cottnii  \n  the*  r:  >p  IjeeaiiKi*  of  wt*atlH»r  roudi- 

1  iiouK    In  jin  ordinarily  fair  season  there  would  tje  very  little— 

I  n  situdl   iM*rceiitage. 

•  I   prefer  not   to  mix   the  gnules,  but  to  exclude  tinges  and 

'  ptains  altogether,     Mont  of  tho  mills  use  from  good  middling  to 

■^§  j^trif'l  low  middling*    Fn»iii  gtjnd  middling  to  strict  low  mitldling 

woidd  emhrace,  1  slumld  say,  fully  7r»  per  tvnt  of  the  cotton  UbMnl 
by  the  mills  in  the  ITnited  Slutes.  I  beliove  that  under  such  a 
contniet  mills  would  take  up  mueh  more  cotton  on  contract  than 
they  now  do.  You  see,  a  mill  can  very  easily  atford  to  buy  a 
contract  of  that  character,  running  from  middling  fair,  nothing 
below  strict  good  ordinary,  and  if  necessary  take  out  the  cotton 
that  they  could  use  and  resell  the  remainder  of  the  contract.  I 
go  upon  the  principle  that  the  exchanges  should  be  of  service  to 
the  manufacturing  interests  of  the  country,  and  with  a  contract 
of  that  kind  the  exchanges  would  be  of  service. 

Argument  that  low-middling  clause  would  exclude  only  a 
SMALL  PORTION  OF  THE  CROP. — It  has  bccn  argucd  that  the  adoption  of 
a  low-middling  clause  would  render  the  future  market  much  more  sus- 
ceptible to  corners  and  squeezes.  In  this  connection  a  cotton  merchant 
of  Memphis  said,  in  substance : 

Narrowing  the  limit  of  tenderable  grades  leaves  the  undesirable 
grades  at  the  mercy  of  the  speculator.  An  even-running  con- 
tract is  the  ideal  gambler's  contract,  and  perhaps  as  nearly  ideal 
for  the  spinner ;  but  it  is  utterly  impracticable,  and,  it  might  be 
said,  impossible,  for  the  seller.  The  narrower  the  limits  within 
which  the  contract  can  be  filled,  the  easier  it  is  for  a  speculator 
to  make  corners.  This  was  realized  by  the  Liverpool  exchange  a 
few  years  ago.  It  has  not  been  so  many  years  since  the  range 
tenderable  on  the  Liverpool  contract  stopped  at  low  middling. 
The  ease  with  which  a  corner  could  be  made  by  stopping  the 
tenderable  grades  at  this  point  induced  the  Ijiverpool  exchange 
to  increase  the  number  of  tenderable  grades  by  including  those 
down  to  good  ordinary.* 

o  See  page  201. 
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f<       r        an  mat,  as  I  have  known  them  to  do,  this  does  not  seem 

^        I  have  known  them  to  ditfer  as  much  as  three-quartei*s 

a  cent,  or  $^^.7l^  a  bale.    There  is  no  way  of  rectifying  this 

I     jtcept  by  eliminating  these  extreme  gi*ades,  both  high  ana  low, 

lor  the  rea^m,  as  explained,  thnl   rarely  two  classers  or  arbi* 

trators  will  agree  as  to  the  corn*et  elassifieation  of  a  good  ordi- 

^  nary  or  atrict  good  ordinary  bale  of  cotton. 

former  member  of  tlie  New  York  Cotton  Exchange  who  also 
^i"ed  the  exclusion  of  all  gnides  l>elow  strict  good  onlinary  (and 
p  at ^  y  t  h  i  ng  al>o  ve  m  id  ill  i  n  g  fair)  sa  id,  i  ii  sul>staii  ce :  ■ 

That  is  my  idea  of  a  limited  contract,  running  from  strict  goml 
ordinary  to  middling  fair.  *  *  *  It  is  only  a  certain  por- 
tion of  the  country  that  supplies  "  iges  or  stains,  generally  the 
South  Atlantic  St  at  es .  Vt*  r y  1  i  1 1  Ir  1 1  e  ver  vt  i  n  i  t*H  f  nnn  t  he  Gulf 
States.     *     *     *     In  last  season  (       Hi-Tl  tliere  was  a  gi'eat  deal 
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In  answer  to  this  objection,  advocates  of  a  low-middling  clause 
assert  that  such  a  clause  would  exclude  only  a  comparatively  small 
percentage  of  the  crop  from  contract  delivery,  so  that  there  would 
be  no  practical  difficulty  in  maintaining  a  broad  future  market.  A 
member  of  the  New  York  Cotton  Exchange  said  on  this  point : 

In  an  ordinary  year  good  ordinary  white  up  would  take 
seven-eighths  of  the  crop  (T  am  giving  it  roughly).  Why  can 
not  the  exchange  and  public,  if  they  want  to  trade  on  a  hedging 
basis,  use  seven-eighths  of  the  cotton  in  the  crop  to  trade  on,  in- 
stead of  landing  here  one-eighth  of  the  crop  for  us  to  trade  on  ? 
You  have  got  a  stock  of  low-grade  cotton  here  that  we  have  now, 
and  it  does  not  represent  one-eighth  of  the  quantity  of  the  crop : 
that  is,  as  to  quality.  It  did  last  year,  but  it  does  not  ordinarily. 
One-eighth  of  tlie  crop,  and  the  other  seven-eighths  has  gone  else- 
where. The  argument  is  that  it  is  a  risk  if  you  do  not  take  this 
poor  stuff  in. 

Apparently  no  authentic  records  are  kept  showing  the  percentage 
of  grades  in  individual  crops,  but  it  is  the  testimony  of  the  cotton 
trade  that,  with  the  exception  of  very  abnormal  years  like  the  crop 
year  1906-7,  the  percentage  of  white  cotton  running  below  strict 
good  ordinary  is  small,  say  not  more  than  5  to  10  per  cent  of  the 
crop;  and  it  is  contended  by  some  that  no  good  ordinary  cotton  is 
strictly  white.  The  percentages  of  tinged  and  stained  cotton  vary 
more  widely. 

In  this  connection  it  may  be  recalled  that  the  protest  of  the  minor- 
ity of  the  revision  committee  of  the  New  York  Cotton  Exchange  in 
November,  1908,  which  appears  on  pages  235-288  of  Part  I  of  this 
report,  gave  the  following  as  the  percentages  of  certain  high  grades 
(middling  and  above)  for  the  crop  years  1902-8  and  1908-4  in  the 
purchases  of  a  certain  firm  of  cotton  merchants : 

Table  3.— PROPORTIONS  OF  CERTAIN  GRADES  OF  COTTON  IN  THE  CROPS  OF 
1002-3  AND  l!)03-4  AS  INDICATED  BY  THE  PrRCIIASES  EAST  OF  THE 
MISSISSIPPI    RIVER  OF  A   NEW  YORK  COTTON  EXCHANGE  FIRM. 


Grade. 


Strict  good  middling-. 
Good  middling 


1902-3. 


Percent, 
8 
18 


Strict  middling ..  -. - '  88 

Middling --     -        29 

Total - 


1903-*. 


Per  cent. 
6 
30 
38 
19 


It  will  be  seen  that  in  these  years,  which,  however,  were  high-grade 
crop  years,  the  great  bulk  of  the  purchases  of  this  concern  was  of  mid- 
dling or  better.  These  figures,  since  they  represent  purchases  in  only 
a  portion  of  the  cotton  belt,  can  not  be  regarded  as  really  representa- 
tive, for  in  any  given  year  there  might  be  a  large  percentage  of 
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iw  middlin^^  or  below  in  Tt^xa^.  whereas  in  the  States 

ssippi  then?  might  be  abnost  none  of  this  low-^i-ade 

or  V    e  versa.     Furtiierniore,  the  business  of  any  single  firm 

^  obviousl     be  more  or  less  misk^aciing-    At  the  same  time  the 

les  imiicatt  in  a  rouo:h  way  that  no  larf^  amount  of  the  crop  in 

unlinary  year  can  fall  below  low  miihlling. 

har  a        nent  in  fav«^r  of  ext-hiding  grades  below  low  mid- 
f  i^ood  ordinary  is  that  the  list  of  tenderable  grades  as 

rr       Ku  whik*  iinLlfnibtedly  si  ill  too  wide  to  suit  the  require- 
fTT  of  uinny  iiidivi^biul  sjiinnei^^,  would  nevertlieless  be  sat  iw  fac- 
to a  limited  numbH"  of  thenu     Several  cotton  merchants  inter- 
ih]  (hiring  the  investigation  st?itf*fl  that  tliey  had  scjujo  customers 
g  HpinaerH  to  whom  tliey  coi  u  range  ut  grades  from  low 

oling  up.    One  fnt^rehant  sairj         .  ht^  could  often  sell   r>/KX> 
)aies  of  eotte^n  provicknl  the  rang^  v^"«  notbing  belr>w  low  luiddbng. 


I 


tficy  couid  use  such  a  con- 
said  in  substance: 


ling  up.  T  make  sheetingB, 
^-yard  sheetings  I  can  spin 
I'oiild  sjnii  (k>wn  as  low  as 


reral  spiruiers,  liiorcover,  stated  i 
;t.    Thufi  a  spinner  at  Augusta, 

^H         I  can  reaility  s|>in  from  low  m 
^^m    shirtings,  and  drills.     In  making 
I     an  average  of  mi<ldling  c*>ttoiu     I 
^^M     strict  gooil  ordinary   it  it   would  average  middling  cotton.     A 
J^V     contract  tluit  woiibl  permit  the  (kdi very  td"  nothing  below  strict 
^  good  ordiiuiry  and  would  avtu';ige  udtklling  wcjuld  be  a  contract 

which  I  could  use — every  bit  of  it.  It  would  be  entirely  satis- 
factory to  me.  I  w^ould  buy  that  sort  of  a  contract  here  in  Au- 
gusta and  have  it  delivered — nothing  below  strict  good  ordinary 
and  to  average  about  middling  cotton. 

It  will  be  seen  that  this  spinner  stipulated  that  the  deliveries 
should  average  middling.  This  is  an  important  condition,  and  one 
which  sellers  of  contracts  undoubtedly  would  not  agree  to  unless  they 
were  correspondingly  compensated.  Moreover,  comparatively  few 
spinners  could  use  such  a  range. 

Advocates  of  a  low-middling  clause  lay  some  stress  on  the  fact  that 
in  the  Liverpool  market,  which  is  generally  spoken  of  as  a  "  spinners' 
market,"  the  range  of  grades  prescribed  by  the  Liverpool  Cotton  As- 
sociation for  delivery  on  the  American  contract  excludes  everything 
below  good  ordinary,  which  is  fairly  close  in  grade  to  New  York  low^ 
middling.  The  adoption  of  such  a  clause  in  a  market  where  spin- 
ning interests  have  an  important  voice  indicates,  it  is  contended,  that 
such  a  range  of  grades  is  acceptable  to  spinners.  In  answer  to  this 
assertion,  how^ever,  those  who  oppose  such  a  restriction  upon  the  con- 
tract urge  that  the  amount  of  cotton  taken  on  contract  in  Liverpool 
directly  by  spinners  is  almost  insignificant  and  that  spinners  in  that 
market,  as  in  other  markets,  supply  their  needs  almost  entirely  by 
private  arrangements  w  ith  cotton  merchants.     This  statement  is  un- 
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cloubtedly  true.  Deliveries  on  contract  in  the  Liverpool  market  are 
comparatively  small,  and  there  is  little  doubt  that  deliveries  direct  to 
spinners  are  practically  insignificant  in  amount.  It  may  also  be 
noted  that  the  Liverpool  Cotton  Association  formerly  excluded  from 
delivery  on  contract  any  American  cotton  below  Liverpool  low 
middling.  The  amendment  of  the  contract  so  as  to  permit  the  deliv- 
ery of  good  ordinary  has  been  urged  by  some  as  an  indication  that  a 
low-middling  clause  is  impracticable.  In  considering  this  action  of 
(he  Liverpool  Cotton  Association,  however,  it  should  be  borne  in 
mind,  as  already  stated,  that  Liverpool  good  ordinary  is  not  much 
lower  in  grade  than  low  middling  of  the  New  York  standard. 

In  connection  with  the  argument  that  the  low-middling  clause 
would  permit  spinners  to  come  into  the  market,  the  following  state- 
ment from  the  circular  of  a  New  York  Cotton  Exchange  firm,  dated 
March  27,  1907,  may  be  cited : 

More  or  less  has  been  said  about  having  a  contract  that  would 
be  "  taken  up  "  by  spinners.  This  is  a  fallacy,  as  the  mills  re- 
quire a  specific  grade.  Lancashire  spinners  do  not  accept  deliv- 
ery on  a  Liverpool  contract.  A  leading  buying  and  brokerage 
house  there  states  they  have  not  taken  delivery  of  over  1,000  bales 
of  contract  cotton  in  six  years. 

Effect  of  low-middling  clause  upon  hedging  transactions. — 
Advocates  of  the  low-middling  clause  do  not  contend  that  the 
contract  as  thus  amended  would  enable  any  large  number  of  spin- 
ners to  supply  their  requirements  directly  through  purchases  of  such 
contracts.  They  argue,  nevertheless,  that  such  a  restricted  contract 
would  be  of  great  value  to  the  trade,  on  the  ground  that  a  limitation 
of  the  number  of  delivemble  grades  would  relieve  the  market  of  the 
depressing  weight  of  a  surplus  load  of  mixed  and  generally  undesir- 
able grades  and  would  thus  tend  to  prevent  bearish  manipulation  of 
the  contract  price.  As  a  result,  the  contract  would,  it  is  argued, 
prove  much  more  satisfactory  as  a  hedge  than  it  has  in  the  past. 
This  benefit,  it  is  contended,  would  be  sufficient  to  warrant  the  re- 
striction demanded.  As  clearly  emphasized  in  Part  I  of  this  report, 
the  New  York  contract  market  has  on  many  occasions  during  the  past 
fifteen  years  failed  to  aflPord  such  a  satisfactory  hedge  to  merchants  and 
spinners,  chiefly  on  account  of  the ''  fixed-difference  "  system  employed 
at  New  York.  There  can  be  no  reasonable  doubt  that  the  adoption 
of  a  low-middling  clause,  with  a  proper  system  of  establishing  differ- 
ences, would  add  a  marked  degree  of  stability  to  hedges.  Moreover, 
in  view  of  the  comparatively  small  amount  of  cotton  in  a  normal  crop 
which  would  be  excluded,  it  is  argued  that  such  a  clause  would  not 
seriously  injure  the  producer.  The  (counter  argument,  already  al- 
luded to,  that  the  exclusion  of  the  low  grades  would  facilitate  squeezes 
and  comers  does  not,  in  view  of  the  small  amount  of  cotton  which  u\ 
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•  an  ordinary  seascm  would  be  ezehicled  by  siieh  n  contract,  appear  to  be  | 
sustained. 

Statements  have  been  publidj  nmde  by  members  of  the  New  York 
Cotton  Exchange  that  that  exdiange  formerly  tried  the  low-middhng 
clause,  and  found  it  unsati8fact4:iry.  The  minutes  of  the  exchange  ^ 
do  not  indicate  this.  It  appears  that  front  1870  to  1875  the  basi^  of  fl 
the  New  Yoik  contract  was  low  middling  instead  of  middling,  as  it 
has  been  since  January,  1875.  Iti  tlie  early  seventies  the  New  York 
Cotton  Exchange  for  a  time  penuitted  the  delivery  of  ordinary  cot- 
ton on  contract,  but  it  made  the  low  limit  strict  ordinary  in  Jun- 
uary,  1875,  and  in  1891  raised  this  limit  to  irood  ordiniiry.  Prior 
"tif^875  no  grades  above  good  middling  were  d^verable.  Hiis  re- 
striction was  abandoned  in  1875,  since  which  date  grades  up  to  and 
including  fair,  the  hi^^  recognized  grade,  have  be^  deliverable. 
It  may  be  noted  that  during  the  period  when  ordinary  cotton  was 
deliverable  on  contracts  it  was  provided  that  the  buyer  diould  not 
be  required  to  receive  a  greater  quantily  of  ordinary  than  26  per 
cent,  nor  of  the  grades  below  good  ordinary  more  than  50  per  cent, 
of  the  entire  delivery.  In  1875  stained  coU(ms  running  as  low  in 
grade  as  strict  ordinary. were  deliverable  at  New  Yoik  The  limit 
in  stained  cottons  was  raised  in  1878  to  good  CHrdinary,  in  1887  to 
strict  good  ordinary,  and  in  1890  to  low  middling.  As  a  result  of 
changes  in  the  contract  which  went  into  operation  during  the  present 
year  (1908)  no  stained  cotton  below  middling  stained  and  no  tinged 
cotton  below  low  middling  tinged  is  now  deliverable. 

It  does  not  appear,  therefore,  that  a  low-middling  clause  was  ever 
employed  in  New  York.  In  any  event,  however,  it  does  not  follow 
that  because  a  low-middling  clause  thirty  years  ago  would  not  have 
been  satisfactory  it  would  be  impracticable  to-day.  The  amount  of 
cotton  in  an  ordinary  crop  which  runs  above  low  middling  is  much 
greater  than  in  earlier  years. 

As  shown  in  section  9,  the  Bureau  regards  the  adoption  of  the  low- 
middling  clause  as  both  practicable  and  desirable. 

Restriction  in  number  of  (jrades  already  provided  for  by  the 
New  York  Cotton  Exchange. — The  New  York  Cotton  Exchange, 
as  above  shown,  has  already  provided  for  a  considerable  restric- 
tion in  the  list  of  gi'ades  tenderable,  particularly  in  discolored  cot- 
tons. The  elimination  of  quarter  grades,  described  in  Chapter  II 
of  Part  I,  need  not  be  discussed  in  any  detail,  since  this  does  not 
affect  the  range  of  grades  deliverable.  The  elimination  of  low  mid- 
dling stained,  strict  low  middling  stained,  and  strict  good  ordinary 
tinged,  however,  undoubtedly  meets  to  some  extent  the  objections 
brought  against  the  contract  range  itself,  as  distinct  from  the  method 
of  classification. 
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Section  7.  Suggested  restriction  upon  seller's  option  as  to  date  of  delivery. 

It  will  be  remembered  that  the  contracts  at  present  in  use  on  both 
the  New  York  and  New  Orleans  exchanges  permit  the  seller  to  tender 
his  cotton  on  any  day  within  the  delivery  month,  the  buyer  having  no 
option  in  this  matter.  In  the  opinion  of  some,  this  privilege  granted 
the  seller  is  unduly  liberal,  and  it  has  been  contended  that  the  contract 
should  grant  the  buyer  the  option  of  calling  for  his  cotton  after  the 
15th  of  the  month.  One  reason  for  this  suggested  change  was  that  it 
is  a  very  general  practice  on  the  part  of  sellers  to  withhold  tenders 
until  the  end  of  the  month,  and  that  this  practice  often  subjects  the 
buyer  to  serious  inconvenience.  A  cotton  merchant  in  the  New 
Orleans  market  who  advocated  such  a  change  in  the  contract  said : 

I  would  give  the  seller  the  privilege  of  delivering  against  a 
contract  any  time  between  the  1st  and  the  15th  of  the  month. 
Then  I  would  give  the  buyer  the  privilege  of  calling  for  the  cot- 
ton at  any  time  between  the  15th  and  the  end  of  the  month.  The 
system  now  in  vogue  in  all  the  exchanges  is  that  the  seller  has 
the  pri\alege  of  tendering  against  all  the  contracts  he  is  short  the 
first  day  ot  the  month,  or  the  last  day  of  the  month,  in  fact,  on 
any  other  day  during  the  whole  month,  which  in  my  opinion  is 
unfair  to  the  buyer.  *  *  *  Under  the  present  system  the 
seller  has  practically  all  the  advantage.  Under  our  system  here, 
to  illustrate :  If  I  am  long  100  bales  of  July  contracts,  the  seller 
can  give  me  notice  five  days — five  business  days — Ix^fore  the  1st 
of  July  that  he  is  going  to  give  me  on  the  1st  day  of  July  100 
bales  of  cotton  against  this  contract,  and  he  can  give  me  any 
grade  that  he  likes,  running  from  fancy  J  fair]  down  to  good 
ordinary.  No  notice,  however,  is  given  ot  the  grade.  He  can 
give  me  1  bale,  if  he  likes,  of  each  half  grade  and  the  balance  all 
of  any  other  grade  or  half  grade.  In  otlier  words,  he  can  mix  it 
up  in  any  manner  to  suit  his  convenience,  and  I  must  stand  ready 
to  take  what  he  gives  me.  If  it  does  not  suit  his  convenience  to 
give  me  the  cotton  on  the  1st  day  of  the  month,  he  can  give  it  to 
me  on  any  other  day  during  the  month,  or  he  can  wait  and  give  it 
to  me  on  the  very  last  day  of  the  month.  In  that  case  he  does 
not  have  to  give  me  a  notice  until  the  day  before  the  last  of  the 
month  that  he  intends  to  deliver  me  the  cotton  on  the  next  day; 
that  is,  the  last  of  the  month.  Then  he  C4in  also  give  me  any 
grade  that  he  sees  fit.  Now,  I  say  that  this  is  not  fair  to  the  man 
receiving  the  cotton,  and  that  he  should  have  the  right  to  call 
for  the  cotton. 

Another  member  of  the  New  Orleans  Cotton  Exchange  said: 

I  believe  it  should  be  seller's  option  to  the  middle  of  the  month, 
and  after  that  it  should  be  the  opticm  of  either  to  receive  or  de- 
liver, on  certain  notice.  Probably  it  would  be  better  for  the 
seller  to  have  the  first  half  of  the  month,  because  he  might  be 
delayed  in  getting  his  cotton.  Our  rules  give  him  the  right  to 
deliver  anv  day  in  the  month,  by  giving  five  days'  notice.  I  be- 
lieve that  if  the  buyer  of  the  cotton  could  demand  his  cotton  after 
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the  inicldle  of  the  month  it  would  lUKloiibteVny  help  him  consitler- 
ably  in  the  matter  of  arnmging  his  shipments.  For  instanu\  it 
mi|^ht  enable  an  exporter  to  make  n  May  shipment,  choreas  if 
htf  \Tert^  not  t*^  get  his  eotloo  until  the  end  of  Xlay  he  wonld  have 
tn  inrike  ;i  June  shipment-  I  tlu  not  know  that  it  worild  chang^^ 
the  value  uf  t!ie  contract.  As  it  is  nmv,  the  fellow  who  is  m>ing 
1o  deliver  Mants  lo  hold  olf  us  long  as  he  vaji  and  put  the  fellow 
wUo  is  ginim  (o  receive  to  as  iiinch  ineonveiiienee  as  possible.  If 
you  had  seller's  option  to  tlie  niithlle  of  tlie  month  it  Windd  jnst 
make  the  middle  of  the  montli  the  settling  time,  instead  of  the  end 
of  the  nionllh  The  st^Her  \v*>nid  deliver  Ins  cotton  by  the  middle 
of  the  m<»nth  Wforc  waiting  to  have  it  called  for.  *  *  *  If 
he  is  culled  for  it,  Ije  would  have  to  go  into  the  market  and  bny 
it*  It  won  hi  b**  to  the  luh  antage  of  the  receiver  to  get  his  eotton 
if  he  c<jidd  sell  May  shipment  better  than  he  eould  June  shipment. 
Tlien  the  buyer  would  send  it  right  out;  it  would  be  an  advantage 
to  hiiu,  because  he  eould  ship  his  cotton. 

OiUKCTiOKB  TO  SUCH  A  REBTtticTioN, — Very  general  objection  was 
raised  to  this  suggestion  for  restricting  the  >sejler's  option  as  to  date 
of  delivery*  To  permit  the  buyer  of  a  contract  to  call  for  delivery 
at  auy  time  after  the  ITith  of  the  month  was  pronounced  imprac- 
ticable, and  luifair  to  the  ^ller.  It  was  pointed  out  in  the  first  place 
that,  owing  to  the  great  difficulty  in  recent  years  <»f  obtaining  prompt 
trans|>nrt!ition  frnru  mi  I  run  iK,  tho  ^Oler,  cvi^n  uu  der  the  present  sys- 
tem, often  finds  it  difficult  to  get  all  his  cotton  to  the  contract  market 
within  the  requ  red  time  limit.  To  give  the  buyer  such  an  option  as 
proposed  would,  for  all  practical  purposes,  limit  the  seller  to  the  first 
half  of  the  month  in  making  his  deliveries.  He  w^ould  have  to  have 
his  cotton  on  hand  by  the  15th  of  the  month,  whether  it  was  actually 
called  for  or  not ;  if  not  called  for,  he  w  ould  have  to  pay  storage  and 
handling  expenses.  This  was  considered  by  many  an  unfair  burden 
to  place  upon  the  seller,  particularly  since  the  expenses  of  warehous- 
ing cotton  for  half  a  month  are  ordinarily  as  great  as  for  a  full 
month,  whereas  under  present  conditions  the  seller  in  many  cases  does 
not  incur  warehouse  charges  on  his  cotton,  but  tenders  it  as  soon  as  it 
reaches  the  contract  market.  At  the  same  time  it  was  argued  that 
the  ordinary  cotton  merchant  does  not  w^ant  to  deliver  cotton  on  con- 
tract unless  he  is  compelled  to  do  so,  but  desires  as  much  time  as  pos- 
sible in  which  to  w^ork  off  his  stock  in  the  spot  market,  using  the  con- 
tract market  for  his  "  left  overs."  If  the  buyer  were  allowed  to  de- 
mand delivery  after  the  15th  of  the  month,  this  w^ould  frequently 
force  the  seller  to  tender  cotton  which  he  could,  if  he  had  more  time, 
use  to  supply  his  regular  trade.  One  of  the  largest  cotton  merchants 
in  New^  Orleans,  in  discussing  this  suggestion,  said : 

This  w^ould  not  be  fair  to  the  seller,  and  for  this  reason :  I  sell 
as  an  exporter  a  particular  shipment.    I  have  the  privilege  of 
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the  whole  month.  I  buy  an  October  delivery,  and  I  think  the 
seller  has  a  ri^ht  to  pve  it  to  me  the  first  or  the  last  of  the  month. 
*  *  *  I  think  that  if  a  man  sells  October  delivery,  the  word 
"  October  "  means  "  all  October ;"  I  think  he  should  have  that 
privilege.  Otherwise,  you  are  buying  a  delivery  the  first  half 
or  second  half  of  a  month;  but  you  buy  the  October  delivery. 
The  word  itself  means  that  you  have  the  whole  month  in  which 
to  make  the  delivery. 

An  exporter  in  the  New  Orleans  market  who  objected  to  the  pro- 
posed restriction  said: 

That  would  operate  in  the  same  way  as  the  restriction  of  the 
number  of  grades  deliverable  in  a  contract.  It  would  restrict 
trade,  and  make  manipulation  more  easy.  The  buyer  would 
have  to  pay  a  higher  price  for  the  contract  in  the  first  place. 
You  may  be  aware  that  nearly  all  spot  contracts  give  a  month's 
option  either  way.  AVhen  spinners  buy  cotton  for  shipment  from 
America,  they  generally  buy  September  shipment,  or  October 
shipment,  or  November  shipment.  The  buyer  has  the  option  of 
shipping  within  thirty  days.  You  see  the  seller  can  not  control 
the  movement  of  his  cotton  to  such  a  close  point.  We  buy  cotton 
in  the  interior.  Sometimes  it  may  arrive  in  New  Orleans  within 
three  days  from  date  of  shipment.  Another  time  it  may  be  three 
or  four  weeks  in  getting  here.  If  vou  require  the  cotton  to  be 
delivered,  say,  within  three  days  after  the  15th,  even  though  a 
man  might  have  had  the  cotton  shipped  from  the  interior  point 
on  the  first  day  of  the  month,  and  there  is  a  delay  of  three  or 
four  weeks,  where  would  he  be  ?  I  was  talking  the  other  day  to 
a  friend  of  ours  from  Memphis.  I  think  he  told  me  that  he  did 
not  receive  some  cotton  until  May  that  he  had  bought  in  Janu- 
ary— from  some  point  about  Memphis.  He  bought  the  cotton  in 
January  and  did  not  get  it  until  along  in  May— Sue  to  car  short- 
age. In  Texas,  I  understand,  it  has  been  even  worse.  Cotton 
was  out  three  and  four  months.  Now,  what  position  would  a 
seller  be  in  if  he  had  to  guarantee  his  cotton  in  two  weeks? 

A  future  broker  in  the  New  Orleans  market  said : 

That  is  a  question  which,  in  order  to  answer,  we  only  would 
have  to  know  whether  it  would  work  a  hardship  upon  the  deliv- 
erer— whether  it  is  harder  to  deliver  this  cotton  than  to  receive 
it.  For  the  man  who  has  to  provide  and  get  this  cotton  together 
it  is  a  very  different  proposition  from  receiving  it  when  it  is  all 
there.  It  is  a  question  whether  this  rule  has  not  been  made  to 
overcome  the  natural  difficulties  in  getting  together  so  much  cot- 
ton to  tender  in  large  quantities.  For  instance,  if  I  want  to  de- 
liver a  lot  of  cotton  it  is  much  easier  to  sit  here  and  receive  that 
cotton  than  it  is  to  get  those  bales  ready  for  delivery.  If  he  [the 
buyer]  should  demand  that  cotton  on  a  certain  day,  it  might 
work  a  hardship  on  me.  It  might  make  the  seller  more  cautious 
to  avoid  being  short,  and  therebv  unduly  enhance  the  value  of  liis 
contract.  *  *  *  The  provider  always  has  the  hardest  job  all 
through  life. 
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Section  9.  Summary  of  conclusions  as  to  practicability  of  various  pro- 
posed restrictions  upon  contract  deliveries. 

In  the  opinion  of  the  Bureau,  some  further  limitation  of  the  num- 
ber of  grades  of  cotton  deliverable  on  contract  on  both  the  New  York 
and  the  New  Orleans  cotton  exchanges  is  eminently  desirable.  As 
shown  in  Part  I  of  this  report,  the  option  of  the  seller  to  select  what 
grades  he  may  choose  for  the  tender  gives  him  a  very  great  advantage, 
and,  under  the  "  fixed-difference  "  system,  a  most  unwarranted  one. 
Even  if  grade  differences  are  properly  established,  however,  the 
present  wide  range  of  deliverable  grades  tends  to  throw  an  undue 
burden  upon  the  buyer  and  to  detract  from  the  legitimate  functions 
of  future  trading.  It  can  not  be  doubted  that  the  value  of  a  con- 
tract, even  if  differences  are  properly  established,  is  to  some  extent 
impaired  by  permitting  the  delivery  of  a  very  wide  range  of  grades. 
It  is  unlikely  that  any  form  of  contract  can  be  devised  by  which 
spinners  generally  can  directly  supply  their  wants  through  purchases 
of  exchange  contracts.  Instead,  it  seems  reasonably  certain  that 
most  spinners  will  always  be  obliged  to  make  contracts  for  their 
specific  requirements  directly  with  spot-cotton  merchants.  This  does 
not  mean  that  a  limitation  of  the  range  of  grades  deliverable  is  un- 
necessary. It  can  not  be  doubted  that  the  elimination  of  some  of  the 
lowest  grades  of  cotton  deliverable  on  contract  would  tend  to  reduce 
controversies  over  classification  and  over  the  establishment  of  differ- 
ences and  also  to  maintain  a  more  nearly  proper  parity  between  the 
spot  price  of  middling  cotton  and  the  price  of  basis  middling  future 
contracts,  which,  as  shown  in  Part  I,  is  imperatively  demanded,  par- 
ticularly at  New  York. 

From  the  evidence  above  presented,  it  will  be  seen  that  there  is  a 
very  wide  divergence  of  opinion  in  the  cotton  trade  as  to  the  most  de- 
sirable method  of  limiting  the  range  of  deliverable  grades.  A  specific 
contract,  which  at  first  sight  seems  desirable,  in  that  it  would  permit 
the  buyer  at  the  time  he  made  his  contract  to  know  what  grades  he 
would  ultimately  receive,  appears  wholly  impracticable  for  general 
trading  purposes  because  of  the  greatly  increased  opportunity  which 
it  would  afford  for  manipulating  the  future  market.  A  three-grade 
contract  under  which  the  seller  would  be  unrestricted  as  to  the  selec- 
tion of  grades  is  so  slight  an  improvement,  if  any,  over  the  present 
contract  that  it  may  be  dismissed  from  consideration.  The  ^aig- 
gestion  of  two  contracts,  one  permitting  the  delivery  of  grades  from 
middling  up  and  the  other  of  grades  from  middling  dow^n  to  good  or- 
dinary, seems  to  possess  more  merit.  The  objections  to  such  a  system, 
however,  both  from  merchants  and  from  spinners,  are  so  general  that 
this  may  likewise  be  eliminated  from  discussion. 

The  suggested  requirement  of  even-running  deliveries  on  individual 
contracts  by  limiting  such  deliveries  to  three  adjacent  half  grades, 
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whik^  i>usi5L*?5.sing  some  iiilvjuilages,  is,  iis  previously  st.alt?d,  of  doubt- 
ful value.  The  most,  vitnl  (pljjertioiLS  to  thiy  system  are  that  it  would 
I>n*i^*nt  very  ^*rioiis  tlirtu'iilties  in  thr  way  of  classification,  Miiich  nre 
»il really  ^rtmt,  and  tliiU  it  i!in|iu*stioiiably  would  operate  to  the  disad- 
vantage of  small  cotton  merchants  ami  in  favor  of  their  larg<*r 
coujpctitovs.  The  su^jfcstion  that,  iiistpad  of  making  it  co'^tipiiltiorv 
upon  tJie  .seller  to  tomler  even-running  iloliveries,  a  premium  be  al- 
lowed for  such  deliveries  is  hardly  likely  to  j)n)duce  the  desired  I'e- 
suit,  though  its  adoption  seems  quite  unohjeclionabte,  A  mercliant 
who  classes  his  cotton  into  even -running  lots  ordinarily  can  find  a 
lit^ttt^r  outlet  for  it  in  the  spot  nuirket  than  he  can  in  the  future  ring. 

Even- running  deliveries  of  the  sort  descrit>ed  would  not  in  a 
great  many  eases  give  full  satisfaction  to  spinners,  since  ordinarily 
temJers  would  \w  of  the  surplus  and  tem^Kirarily  imdesirable  grades 
ra tiler  than  of  the  grades  in  activ'e  demand,  wliile,  furthermore,  siidi 
contracts,  thougli  even  running  as  ti>  grade,  might  present  such  a 
ivide  variety  with  respect  to  the  length  or  strength  of  staple  as  to 
lye  imnatisfactory  to  many  spiIm^n's,  In  view  of  the  vei-y  material 
l>urdens  which  such  a  contract  woidd  impose  upon  the  R^ler,  and 
of  its  doubtful  benefits  to  the  receiver,  the  Bureau  is  not  disposed 
to  indorse  it,  but  simply  piTsents  the  arguments  for  and  against  it, 
so  that  they  may  lie  thoroughly  understood  and  considered  by  all 
interests  in  the  trade. 

As  distinct  from  even-running  contract  deliveries,  however,  it  is, 
as  shown  in  Part  II,  eminently  desirable  that  certificates  for  indi- 
vidual lots  composing  these  deliveries  at  New  York  be  as  nearly  uni- 
form with  respect  to  grade  as  possible.  In  any  event,  as  already 
pointed  out,  every  bale  in  each  certificated  lot  should  be  identified. 

The  most  practical  limitation  upon  the  range  of  contract  grades 
thus  far  suggested  appears  to  be  the  adoption  of  the  low-middling 
clause.  While  it  is  probably  true  that  under  such  a  clause  compara- 
tively few  spinners  would  be  able  to  supply  their  requirements  of 
cotton  directly  through  purchases  of  contracts,  such  a  restriction  of 
the  delivery  would  unquestionably  make  the  contract  a  more  valuable 
one,  and  w  ould  tend  to  prevent  an  accumulation  of  nondescript,  unde- 
sirable, low-grade  cotton  in  any  market  where  it  might  become  a 
menace  to  the  contract  by  depressing  prices,  and  consequently  to  those 
merchants  who  purchase  future  contracts  for  hedging  purposes. 
The  objections  to  the  exclusion  of  grades  below  low  middling  are 
entitled  to  consideration,  but  they  appear  to  be  outweighed  by  the 
advantages.  The  cotton  producer  for  years  has  acted  on  the  theory 
that  his  high-grade  cotton  should  sell  the  low  grades,  whereas  in  the 
great  majority  of  farm  products,  as,  for  instance,  in  fruit,  the  aim  of 
the  producer  is  to  cull  out  his  high  grades  in  the  hope  of  obtaining  a 
fancy  price  for  them,  and  to  throw  his  low  grades  on  the  market  for 
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what  they  will  bring.  There  can  be  no  doubt  that  a  buyer  of  cotton 
who  is  compelled  to  take  low,  undesirable  grades  aims  to  reduce  his 
average  price  for  the  lot  to  cover  this  disadvantage,  and  it  would  not 
be  unnatural  for  him  to  attempt  to  force  a  lower  average  than  would 
be  justified.  In  an  ordinary  year  the  proportion  of  the  cotton  crop 
which  falls  below  low  middling  or  strict  good  ordinary  is  so  small 
that  there  is  no  material  hardship  imposed  upon  the  farmer  in  ex- 
cluding this  limited  amount  of  very  low  grade  cotton  from  the  contract 
market.  Furthermore,  there  appears  to  be  much  force  in  the  sug- 
gestion that  the  proportion  of  low-grade  cotton  in  a  normal  crop 
could  be  materially  reduced  by  increased  care  in  picking.  Unques- 
tionably a  refusal  to  take  the  lower  grades  on  contract  would  act  as 
an  incentive  to  the  grower  to  take  greater  pains  in  the  gathering  of 
the  crop. 

In  addition  to  excluding  so-called  white  cotton  below  the  grade  of 
low  middling,  there  should  be  some  restriction  on  tenders  of  tinged 
and  stained  cotton.  It  would  seem  that  a  fair  restriction  would  be 
that  no  tinged  or  stained  cotton  below  the  value  of  low-middling  white 
should  be  deliverable.  It  may  be  repeated  that  the  Xew  York  Cotton 
Exchange  has  already  voted  to  exclude  any  stained  cotton  below 
middling  stained.  Owing  to  differences  in  classification,  however, 
middling  stained  cotton  in  New  York  might  represent  a  considerably 
lower  grade  than  middling  stained  in  New  Orleans.  Some  interests 
advocate  the  complete  exclusion  of  all  tinged  and  stained  cotton  from 
the  privilege  of  contract  delivery,  but  it  seems  unlikely  that  so  drastic 
a  restriction  would  be  adopted  either  at  New  York  or  New  Orleans. 

Any  restriction  whatever  upon  the  range  of  contract  grades,  how- 
ever, is  of  far  less  importance  than  the  adoption  of  an  absolutely 
proper  system  of  establishing  differences  between  grades,  together 
with  a  uniform  and  accurate  classification.  There  is  certainly  much 
force  in  the  argument  that  there  is  no  serious  injustice  in  com- 
pelling the  receiver  to  take  a  large  number  of  grades  on  one  contract 
(provided  the  lots  are  even  running  or  the  bales  clearly  identified) 
if  he  receives  these  only  at  their  actual  values  as  compared  with  the 
basis  grade.  Without  absolutely  correct  principles  for  the  establish- 
ment of  grade  differences,  any  restriction  upon  the  range  of  grades 
deliverable  would  give  but  moderate  relief  from  existing  evils.  If, 
however,  with  the  adoption  of  the  commercial-difference  system  at 
New  York  and  its  faithful  application  there  and  at  New  Orleans,  a 
further  restriction  upon  the  range  of  grades  were  made  which  would 
prevent  the  tender  of  anything  below  low  middling  in  white  cotton, 
and  below  the  value  of  low  middling  in  the  tinged  and  stained  grades, 
the  present  intense  antagonism  to  the  methods  of  future  trading,  in  so 
far  as  the  character  of  the  contract  is  concerned,  would,  in  the  opinion 
of  the  Bureau,  largely  disappear. 
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diif pi )  i  ed  CO  t  ton ,  rule  regard J  ivg  ......»,  „        eft 

amtindiiJi^nt  of. ..,,„. Hk  M 

Idend  neat  ion  iif  individual  buJes^  absence  ■ 

er... \ 108-^ 

aripimoutslo  fkvxir  of „  lUl,  106. 107 

objections  to »... ....  106^107 

Gomtnitte'C'  report  on ,......,,,..*...      10 

tnetliod  of  * ,...„,,., * , , 

tuure  rigid  KJncu  June,  191)7.... _.,,„_.„  TDhTSl 
o^er^laA^iflCHtlnn,  bi  vird  of  appGAl^  ruling, 

oiiL^fiHirrc  of  ,,...   * .„..„.....  61-70^ 

c^nitlcare  Kyatem,  alk'^ed  tendeucy  to 

cimst 93.^ 

oomplalnis  of,  genemi ... „ , 4fi-3S 

cri m  cr  of  1909^  al  1  egcd  inKLancd  nf  _ , .  ^ . ,  51-52 
paytneJits  front  in.$pection  fund  u  pr«x>f 

of  ,....*.„. ...,,..,....  S7^ 

Pricu,  Thwodore  H.»  rom plaint  of  .^,,,,  47-^ 

rpjccMous  a  proof  of . . . . . , , ,  ^. 

standard  trpoCRllL'gtitldeterionition  in, 

a  poHKtble  c»u»e  of. m^ 

vrcak^taple  cotton,  one  factor  in ^*.       51 

qunrtcr  gmdefi,  abo1i?4hni€nt  of 13-44 

re<:la9<«iflciiti u ns,  met htn!  of  . . , , . .  9&,  97 

proposed  change  in  irt.-iititieiit  of. ...,  101-102 
Htock  at  New  Yrirk,  allcgtid  n  n  mere  ban  t- 

ftblc  chiuucter  of,  18W)-19Ws, , , 55-38 

iimnunt  carried  overaeveml  year* ..  3i6-3S 

character  of,  lflao-19(lS ,  -KMt 

dt  fcfisea  of  .  , . , . , .,.,.,„  44r48 

Inferior  cotton  forct-d  into,  by  boatd  of 

appeals .....,.,. ......♦*,.....,„...  61-70 

reduction  of,  in  spring  of  1908. ....,,,„       H 
tingtd  atjd  stained  eolton,  propoFed  arbi- 
tration of 114 

weak-staple  cotton,  exclusion  not  pro- 
vided for  in  exchange  rules 85-88 

classification  committee,  treatment  of..  85-^ 

amounts  certificated  unknown 85-88 

perished  staple,  distinction  from 88 

certification  of,  defended 89 

inclusion  of,  some,  admitted 46-51, 85-88 

working  types,  proposed  compulsory  use 

of 102,108 

Commercial-difference  system,  adoption  of, 

at  New  York,  necessary 209 

Contract  deliveries— 
even-running  deliveries,  arguments   in 

favor  of 178-179 

American  Cotton  Manufacturers'  Asso- 
ciation, resolution  of 179 

cotton  pro<Jucers,  alleged  injustice  to . .  187 
hedging  transactions,  alleged  effect  on .  183 
New  York,  specially  objectionable  at . .      186 

objections  to,  by  sellers 184-187 

premium  for,  discussion  of 188-189 

probable  source  of  controversy 187-188 
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Contract  deliveries— Continued.  Page, 
even-ninning   deliveries,    receivers,   al- 
leged advantiige  to 183 

small  merchants,  alleged  injustice  to . .      184 

spinners,  alleged  advantage  to 179-183 

specific  contracts,  distinct  from 178 

conclusions  regarding 207-208 

exclusion  of  low  grades  from,  arguments 

in  favor  of 161-165 

See  also  Exclusion  of  low  grades. 
Liverpool,  abandonment  of  low-middling 

clause 200-201 

New  Orleans,  usually  loss  mixed  than  at 

New  York 152 

not  fully  comparable  with  New  York 

deliveries 152-153 

quarter  grades  not  recognized 153 

New  York,  alleged  deliberate  mixture  of 

grades  in 153-157 

in  1903 1-18 

in  October,  1905 150 

in  July,  1906 150 

in  August,  1907 151 

mixed  character  of,  partly  due  to  natu- 
ral causes 154-156 

tinged  and  stained   cotton,  often   in- 
cluded with  white 149 

quarter  grades,  effect  on 153 

spinners,  amount  made  to,  in  Liverpool, 

small 201 

surplus  grades  usually  predominant  in . . .      149 
three-grade     contract,     impracticability 

of 189-190 

Contract*?.    See  Range  of  contract  grades; 
Contract  deliveries;  Exclusion  of  low 
grades. 
Comers  in  future  contracts,  at  New  York  in 

1903 51-52 

at  New  Orleans  in  1903 77,149 

increased  danger  of,  under  specific  con- 
tracts   174-176 

low-middling    clause,    alleged    liability 

under,  of 195 

Cotton  crop,  adaptability  of  bulk  of.  to  clas- 
sification         34 

wide  range  of  grades  in 167 

percentages  of  certain  grades  in  1902-3 

and  1903-4 199-200 

Cotton  exchanges,  not  primarily  intended 

to  accommodate  spinners 160 

Cotton  producers,  alleged  injury  to,  by  lack 

of  uniform  standards 136 

broad  contract,  alleged  advantage  to  ..  168-169 
probable   attitude  of,    toward    uniform 

standards 133, 141 

deliveries  on  contract  by,  infrequent 186 

effect  of  even-running  deliveries  on 186 

Cotton  merchant**,  service  rendered  spin- 
ners in  selling  specific  grades 159 

Date  of  delivery,  seller's  option  regarding— 

suggested  restriction  on 203 

objections  to 204-205 

Dawson,  R.  S.,  communication  of,  regarding 

New  York  clas.sification 80-s2 

Deliveries.    See  Contract  deliveries. 
Department  of  Agriculture,  propo.»jed  cstab 

Hshmentof  uniform  standanis  by..  136-137 


Page. 
Errors   in   differences.    See  Grade  differ- 
ences. 
Even-running  deliveries.    -Sec  Contract  de- 
liveries. 
Exclusion  of    low  grades    from    contract 
delivery,  alleged  tendency  to  raise 

prices 169-171 

Americiin  Cotton  Manufacturers'  As-socia- 

tion,  indorsed  by 196- 

arguments  in  favor  of 161-162, 196-198 

circular  of  Charles  D.  Freeman,  excerpt 

from 169 

Charleston  Cotton  Exchange,  resolution 

of 192 

conclusions  regarding 208-209 

efforts  to  secure 190-191 

hedging  transactions,  effect  on 201 

Liverpool  Cotton  Association,  abandon- 
ment of  low-middling  clause 200-201 

New  Orleans  Cotton  Exchange,  commu- 
nication of 193 

New  York  Cotton  Exchange,  communica- 
tion of  legislative  committee  on 192-194 

some  excluded  in  1908 202 

parity  between  spot  and  contract  prices, 

effect  on   207 

possible  improvement  in  picking  meth- 
ods        164 

reported  trial  of  low-middling  clause  in 

New  York  incorrect 202 

St.  Louis  Cotton  Exchange,  resolution  of .      191 

small  portion  of  crop  only  affected 198 

tinged  and  stained  cotton,  much  covered 

by  low-middling  clause 200 

Freeman,  Charles  D.,  circular  of 169 

Future  contracts.  See  Range  of  contract 
grades;  Contract  deliveries. 

Galveston  Chamber  of  Commerce,  commu- 
nication of,  to  New  Orleans  Cotton 
Exchange  regarding  range  of  con- 
tract grades 146 

Gin-cut  cotton.    tSec  Classification  of  cotton. 

New  York  and  New  Orleans. 
Good  ordinary  cotton,only  a  small  fraction 

of  the  crop 199 

Grade  differences,  commercial  differences, 

adoption  of,  at  New  York  necessary..      209 
difficulty  of  establishing,  an  argument 

for  exclusion  of  low  grades 162 

fixed-difference  system,  an  objection  to 
extension   of  certificate    system    to 

southern  markets 119-120 

buyer,  disadvantage  of,  under 207 

especially  objectionable  in  case  of  ir- 
regular cotton 114 

effect  on  arbitrage  operations 95 

effect  on  hedging  transactions 201 

influence  on  New  York  stock 35 

See  aim  Range  of  contract  grades;  Clas- 
sification of  cotton. 

(irain.  American  classification  of 135 

contracts  in,  range  of  grades  compared 

with  cotton 165-166 

(Julf  cotton     Sre  Uniform  standac<U. 
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Hedging  tnuuKcttons,  ootton  excbanves 
elifeflf  Tfthiable  to  fpfimen  bttouue 

or leo 

effBCtof  exclmlonof  towgndMon 201 

evttB-nmiiiDg  ^liveries,  Alktged  tftoet 

on. 188 

fixed  dltferences,  effect  on 201 

Importance  of  nnfformstandmidi  to 110 

Beeter,  H.  O.,  statement  of,  reguding  Kev 

Orleuu  eUMlfleatioii 78 

Blgh-gmde  ootton,  pfopoeed  exehuion  of. .  198 

Identification  of  indlvidaal    bales.    See 

ClasRiflcation  of  cotton,  New  York. 
Inspection  bureau.  New  York  Cotton  Kx- 
cbange,  cotton  certificated  by,  1888>- 

1907 40-41 

i<eoiganisation  of 67,118 

See  oho  Certificate  system;  Stock  of  cot- 
ton at  New  York;  Classification  com- 
mittee. 
Inspection  fnnd.  New  York  Cotton  Ex- 
change— 
classifieation  committee,  alleged  Infio- 

oncecn 6&-M 

payments  from,  1887-88  to  1907-8 68 

proof  of  OTerclasstflcation 87-80 

•  ImrpeetoTB.    See  Certificate  system. 
Itttemational  conference  of  ootton  growen 
and  mannfacturers,  resolution  of,  on 

uniform  standards 132 

Irregular  cotton,  stantlards  for.  alleged  im- 
practicability of 137-138 

Jordan,  Harvic,  complaint  of,  to  Postmas- 
ter-General          36 

Ijiverpool  Cotton  Association,  arbitrations 

of,  alleged  unfairness  of 31, 127, 134-137 

letter  of,  concerning  uniform  standards. .      134 

low-middling  clause  abandoned 200-201 

standards  of,  compared  with  New  York 

and  Augusta 122,123 

Labouisse,  J.  W.,  communication  of,  on  low- 
middling  clause 193 

Livingston,  L.  F.,  complaint  of,  to  Post- 
master-General          36 

Low  grades  of  cotton,  alleged  accumula- 
tion of,  at  New  York 36, 37, 49, 170 

alleged  injurious  efTect  of,  on  contracts.  170-171 
amount  of,  partly  dependent  upon  meth- 
ods of  picking 165 

arguments  in  favor  of  exclusion  of 161-165, 

1G8-171 
Sec  alf>o  Exclusion  of  low  grades, 
decreased  use  of,  by  ordinary  spinners. . .      161 
not  necessarily  unmerchantable  cotton. .      162 
Low-middling  clause.    See  Exclusion  of  low 
grades, 

Jlliddling  cott«  >n.  not  median  grade  of  crop  39, 199 
proportion  of,  in  New  York  certificated 

stock,  1890-1908 39-41 

Millett,  Frank  C,  statement  of 57 

3f  ixture  of  grades  on  deliveries.    Sec  Range 
of  contract  grades. 
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Ku Yti I  ^tcins,  mIilo da i d  cliLSfd flentian  of, . , , .      IM 
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Tufetfcmainawaids  under. ifir 

elaariflcatkm^  eotloii  «t»  alleged  severity 

of. 7%-n 

arbttfatonm  alleged  IntetfeiEeiieewttii..      78 

lnitaoeeoi,dleeiHBed... Ta-T? 

roles  for,  OQaqpatedwiOi  Hew  Tofk....  77-82 
tinged  and  stained  cotton,  treatment 

of........... l]4,lfig 

contract  deUveries  on,  lessmlxed  tiMii  at 

KewYodc..... ug 

low-middling  ^aose,  oommittee  r^Kwt 

on tm 

rangoof  oontm^  grades,  comaunloation 

firom  soqtbem  ezebttiges 146-148 

retenderlnginlieqnentat 188 

8t.  Loafs  Cotton  Bstoliaaffe,  eommnniea- 

tfcmsfrom.... 146,191-108 

'-.sandy  cotton,  treatment  of 91-S9 

neodards of, compared  wtft  New  York..     121 

nndMC]astffioationat,a]toged 74-77 

weak-fftaple  cotton,  eseltaloti  sol  specif- 

ieally  provided  for..... m 

treatment  of....: • m 

woriting  types,  pnpoeeA  oompolsMy  use 

of 101-102 

New  York  Cotton  Exchange- 
appeal  system,  description  of 96 

proposed  changein 97-102 

defenses  of 97-99 

earlier  conduct  of 99 

advantages  of,  some 9&-100 

inspection  fund,  alleged  influence.  54-56,101 
board  of  appeals  ruling  on  rejectable  cot- 
ton, alleged  excuse  for 61 ,  62 

attempted  defenses  of 63-64 

opinion  on,  by  counsel 65-66 

committee  report  on 65 

protest  against,  by  classiflcation  com- 
mittee           68 

Allen,  Abram,  jr.,  letter  of,  upon 62-63 

Tannor,  John,  letter  of,  upon 67-68 

overclassification  a  result  of 67 

indefensible  character  of 68-69 

certificate  system,  certificated  lots  often 

badly  mixed 107-109 

certificated  lot.s,  proposal  for  even-nm- 

ing 108-113 

character  of  certificated  lots,  December, 

1902,  and  August,  1907 110-111 

assistant  inspectors,  inability  to  grade 

accurately 112-113 

discussion  of 92-96 

overclassification  alleged  result  of 93 

extension  of,  to  southern  markets,  pro- 
posed, discussion  of 114-120 

classification  committee,  more  rigid  clas- 
sification by,  since  June,  1907 70-71 

interference  with,  alleged 54-56 

defenses  of 5S-57 
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New  York  Cotton  Exchange— Continued.     Page. 

classifleation  rommittec,  reorganization. .       67 

inspection  Aind,  alleged  influence  on  . .       54 

stock  of  cotton,  alleged  influenceon...  54-^6 

treatment  of  weak-staple  cotton  by 85-^ 

classifleation,  method  of 31-35 

commeRial-difTerence  system,  adoption 

of,  necessary 209 

communicaton  of  legislative  committee 

regarding  low-middling  clause 192-194 

gin-cut  cotton,  rule  regarding 79-80 

grade  differences,  flxed,  especially  objec- 
tionable in  caseof  irregular  cotton 114 

identiflcation   of  individual  bales,    dis- 
cussion of 103-107 

inspection  bureau,  cotton  certificated  by, 

1890-1907... 40-41 

inspection  fund,  payments  from 57-61 

low-middling  clause,  Bloss,  J.  O.,  report 

on 192-194 

committee  report  on 196 

St.  Louis  Cotton  Exchange,  resolution 

on 191-192 

not  adopted  by 194 

overcla.sRiflcation  of  cotton  at,  complaints.  46-60 

weak-staple  cotton,  one  factor  in 51 

quarter  grades,  abolishment  of ^ . .  43, 44 

reclassification,  method  of 96 

proposed  change  in  treatment  of 101-102 

samples,  opening  of,  before  classing 113 

sandy  cotton,  rule  regarding 80 

complaint  of  Norfolk  exchange  regard- 
ing   80-81 

complaint  of  Augusta  exchange  regard- 
ing          81 

standard  types,  alleged  deterioration  in..  52-53 
complaints  of  deterioration  ignored...  53 
compared  with  New  York,  Liverpool, 

and  AugtL«ta 121-123 

stock  of  cotton  at,  alleged  unmerchant- 
able character  of 35-38 

character  of,  1880-1908.: 38-44 

complaints  of  Harvie  Jordan,  L.  F.  Liv- 
ingston, andC.  H.Carr 36-37 

Parker.  J.  H.,  statement  of 38 

reduction  of,  in  spring  of  1908 44 

amount  carrie<lover  several  years 36-38 

tinged  and  stained  cotton,  proposed  arbi- 
tration of 114 

weiiic-staple  cotton,  exclu.»<ion   not  pro- 
vided for 85 

amount  certificated  unknown 85-88 

(•ertilication  of ,  defended 89 

classification  committee,  treatment  of..  85-89 
working  types,  proposed  compulsory  iLse 

of 101-102 

New  York   Stock   Exchange,  methods  of 
trading  on,  not  comparable  to  those 

in  cotton  contracts 174-175 

Norfolk  and  Portsmouth  Cotton  Exchange, 
complaint  of,  to  New  York  Cotton 

Exchange 80-82 

Notices,  propx)sed  requirement  for  specifi- 
cation of  grades  in 206 
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Option  as  to  date  of  delivery.  See  Date  of 
delivery. 

Overclassiflcation.  See  Classification  of  cot- 
ton, New  York  and  New  Orleans. 

Parity  between  spot  and  contract  prices, 

exclusion  of  low  grades,  effect  on 2C7 

Parker,  J.  H.,  statement  of,  on  New  York 

stock  of  cotton 38 

Payments  from  inspection  fund.  See  In- 
spection fund. 

Picking  of  cotton,  long  period  covered  by. .      167 
possible  improvement  in,  by  exclusion  of 

low  grades 164-165 

Postmaster-General,  complaints  submitted 
to,  by  L.  F.  Livingston  and  Harvie 
Jordan 36 

Premium  for  even-running  deliveries,  dis- 
cussion of 188-189 

Price,  Theodore  H.,  excerpt  from  addressof .       49 
excerpt  from  complaint  of,  against  New 

York  Cotton  Exchange 47,48 

Prices  of  future  contracts,  fixed  differences, 

effect  on 201 

range  of  grades  deliverable,  effect  on..  169-171 

Prices  of  spot  cotton,  effect  on,  of  low  prices 

for  contracts  disputed 195 

exclusion  of  low  grades,  alleged  effect 

of 169-171,196 

lack  of  uniform  standards  a  source  of  con- 
fusion in 126 

(Quarter  grades  of  cotton.  See  Classifica- 
tion of  cotton,  New  York. 

Range  of  contract  grades,  alleged  abuse  of, 

to  depress  prices 153 

American  Cotton  Manfacturers'  Associa- 
tion, resolutions  of 144,177 

broad  range,  alleged  necessity  for 167 

defenses  of 167-108 

producers,  alleged  tendency  to  benefit.      168 

objections  to 169-171 

prices,  alleged  tendency  to  depress 170 

comparison  of  cotton  with  grain 165-166 

dissatisfaction  over  present  range  wide- 
spread        145 

exclusion  of   low  grades,  arguments  in 

favor  of 161-165 

discussion  of 191-201 

Galveston  Cotton  Exchange,  communi- 
cation of 146 

injustice  of  present  range  to  the  buj-er, 

alleged 146 

limitation  on  individual  deliveries,  pro- 
posed        145 

narrow  range  insisted  on  by  spinners  in 

purchases 157, 158 

New  York  Cotton  Exchange,  committee 

report  on 152 

nominally  narrower  at  New  York  than 

at  New  Orleans 158 
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while  possess ng  some  a(lvaiitaiJfef4,  is,  as  prcviuusly  ^tiitefl,  of  doubt- 
ful Viihie*  Ttie  iimsl  \  idil  ohjertidiis  la  this  syjilein  iirt'  thnt  it.  would 
pr^hHit  very  sserious  difficulties  in  thr  way  uf  classifif-ntion,  whidi  nre 
already  great,  and  that  it  uutjuestiouably  would  u})eriite  to  iht^  disad- 
vrtutrtgo  of  Hiuall  cotton  merohants  and  in  favor  of  their  lar^r 
competitors.  The  suggestion  that,  instead  of  making  it  compulsory 
upon  the  seller  to  tender  even-running  deliveries,  a  prerniuni  be  ill- 
hnvfd  for  such  d(?liveries  is  hardly  likely  to  produce  the  desired  re- 
siih,  though  its  adoption  seems  quite  unobjectionable.  A  merchant 
who  clashes  his  cotton  into  even-running  lots  ordinarily  ran  lind  a 
belter  outlet  for  it  in  the  spot  market  than  he  can  in  tlie  future  ring. 

Even-runiung  deliveries  uf  the  sort  described  would  not  in  a 
great  nniny  cases  give  full  satisfaction  to  spiiniei's,  since  ordinarily 
tench^rs  wouhl  l>e  of  the  surplus  and  temporarily  undesirable  grades 
rather  than  of  the  gratles  in  active  demand,  while,  furtlicrniore,  such 
contracts^  though  even  running  as  to  grade,  might  jjresent  such  a 
wide  variety  with  respect  to  the  length  or  strength  of  staple  as  to 
hi*  nnsatisfactory  to  many  spinners.  In  view  of  the  very  material 
burdens  which  such  a  contract  woitkl  impose  upon  the  seller,  and 
of  its  doubtful  beneiits  to  the  receiver,  the  Bureau  is  not  disp^jsed 
to  indorse  it^  but  simply  presents  tin?  urgiunents  for  and  against  it, 
St)  tlmt  tlicy  mjiy  be  thoroughly  understood  and  considered  by  all 
interests  in  the  trade. 

As  distinct  from  even-running  contract  deliveries,  however,  it  is, 
as  shown  in  Part  II,  eminently  desirable  that  certificates  for  indi- 
vidual lots  composing  these  deliveries  at  New"  York  be  as  nearly  uni- 
form with  respect  to  grade  as  possible.  In  any  event,  as  already 
pointed  out,  every  bale  in  each  certificated  lot  should  be  identified. 

The  most  practical  limitation  upon  the  range  of  contract  grades 
thus  far  suggested  appears  to  be  the  adoption  of  the  low-middling 
clause.  While  it  is  probably  true  that  under  such  a  clause  compara- 
tively few  spinners  would  be  able  to  supply  their  requirements  of 
cotton  directly  through  purchases  of  contracts,  such  a  restriction  of 
the  delivery  would  unquestionably  make  the  contract  a  more  valuable 
one,  and  would  tend  to  prevent  an  accumulation  of  nondescript,  unde- 
sirable, low^-grade  cotton  in  any  market  wdiere  it  might  become  a 
menace  to  the  contract  by  depressing  prices,  and  consequently  to  those 
merchants  who  purchase  future  contracts  for  hedging  purposes. 
The  objections  to  the  exclusion  of  grades  below  low  middling  are 
entitled  to  consideration,  but  they  appear  to  be  outweighed  by  the 
advantages.  The  cotton  producer  for  years  has  acted  on  the  theory 
that  his  high-grade  cotton  should  sell  the  low  grades,  whereas  in  the 
great  majority  of  farm  products,  as,  for  instance,  in  fruit,  the  aim  of 
the  producer  is  to  cull  out  his  high  grades  in  the  hope  of  obtaining  a 
fancy  price  for  them,  and  to  throw  his  low  grades  on  the  market  for 


